
x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JANUARY 2, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admissions: 
Total 

Capital Surplus resources 

DISTRICT NO. 1. 

B. M. C. Durfee Trust Co., 
Fall River, Mass. $400,000 $400,000 $5,051,713 

Closed: 

State Bank of New Hampton, New Hampton, Iowa. 

Converted Into National Bank: 

Farmers Commercial Bank, Benson, North Carolina. 

Absorbed by State Member: 

Peoples Savings Bank, Grand Rapids, Mich. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS| 

Forest Hill National Bank, Newark, New Jersey. 
First National Bank, Bradford, Ohio. 
Lincoln National Banx, Cincinnati, Ohio. 
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2H530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JANUARY $, 1925. 

CHANGES IN STATE BANK. MEMBERSHIP: 

Admissions: 

N O N E 

Change of Title: 

The Commercial Bank, Trust and Title Co., Miami, Florida, 
has changed its title to "Commercial Bank & Trust Co." 

Voluntary Withdrawals: 

Guaranty Bank & Trust Co., Lexington, Ky. 
The Kuna State Bank, Kuna, Idaho. 

Closed: 

Oglethorpe County Bank, Lexington, Ga. 
Waterloo Bank & Trust Co., Waterloo, Iowa. 

Absorbed by State Member: 

Commercial Savings Bank, Grand RApids, Mich, 
(Absorbed by Kent State Ba^k, Grand Rapida-, Mich.) 

Converted into National Bank: 

The Farmers State Bank, Piano, Texas 
(Converted into The Farmers National Bank of Piano, Texas). 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Adirondack National Bank, S&ranac Lake, N. Y. 
National Exchange Barnc, Wheeling, W. Va, 
March is on National Barnc, Wilmington, N. C. 
First National Bank of Nelson County, Lovingston, Va. 
Holston National Bank, Knoxville, Tenn: 
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FEDERAL RESERVE BOARD ANNOUNCEMENT 
'WEEK ENDED JANUARY 16, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admissions: 

' N O N E 

Closed: 

Southern Exchange Bank, Dublin, Georgia. 
Citizens Guaranty State Bank, Lafkin, Texas. 
Farmers & Merchants Bank, Rexburg, Idaho. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Northfield National Bank, Northfield, Vermont. 
Gadsden National Bank, Gadsden, Alabama. 
Kalamazoo National Bank, Kalamazoo, Michigan. 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
Y.EEK ENDED JANUARY 2], 1525. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admissions: 

N o n e . 

Closed: 

The Farmers Bank, St. George, South Carslina. 
Webster County Trust & Savings Bank, Fort Dodge, Iowa. 

Withdraws: 

The Coleman State Bank, Coleman, Oklahoma. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Citizens National Bank, Mulberry. Indiana. 
Harlan National Bank, Harlan, Iowa. 
First National Bank, Stewartville, Minnesota. 
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x-1530 

FEDERAL EESEHVE BOARD ANNOUNCEMENT 
WEEK ENDED JANUARY 30, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admissions: 
Total 

Capital Surplus resources 

DISTRICT NO. 5. 

The Home Bank, St. Matthews, S. C. 
(new charter) $70,000 $20,000 $564,992 

DISTRICT NO. 11. 

Texas State Bank & Trust Co., 
San Antonio, Texas 300,000 30,000 2,684,343 

Closed:-

Security State Bank, Cooper, Texas. 
Bank of Jordan Valley, Jordan Valley, Ore, 

Voluntary Withdrawal: 

Citizens Bank of Cape Vincent, Cape Vincent, N. Y. 

Absorption of Nonmember: 

The Auburn State Bank, Auburn, 111., a member, has absorbed 
the Farmers State Bank, Auburn, 111., a nonmembert 

Consolidation: 

The Homo Bank, St „ Matthews, S. C. , and the Farmers Bank 
and Trust Co., St* Matthews, S. C, , a nonmember, have consolidated 
under the title of The Home Bank and under a new charter. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS; 

South Side National Bank & Trust Co., Newark, N. J. 
Labor Co-operative National Bank of Paterson, N. J* 
Farmers and Mechanics National Bank, Phoenixville, Pa. 
National Bank of Harrisonburg, Harrisonburg, Va. 
Holston National Bank, Knoxville, Tenn. 
American National Bank, Hutchinson, Kans. 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED FEBRUARY 6, 1925-

CHANGES IN STATE BANK MEMBERSHIP; 

Admissions: 

None, 

Converted into a National Bank: 

Metropolitan Trust Company of the City of New York, 
New York, N, Y. 

Bank of Cartersville, Cartersvilie, Ga. 
Absorption of Nonmember Banks'-

The Wapello State Savings Bank, Wapello, Iowa, has 
absorbed the Citizens State Bank, Wapello, Iowa, a nonmember. 

The Bank of Rosalia, Rosalia, Washington, has ab-
sorbed the Bank of Plaza, Plaza, Washington, a nonmember. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

For* Worth National Bank, Fort Worth, Texas (Supplemental) 
Metropolitan National Bank & Trust Co. of the City of 

New York, New York, N. Y. 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED FEBRUARY 13, 1925. 

CHANGES IM STATE BANK MEMBERSHIP: 

Admissions; Total 
Ca-pi tal Surplus resources 

DISTRICT NO, 1. 

Carroll County Trust Co., . „ 
Conway, N. H. $75jOCO $15,000 $1j209j3^3 

DISTRICT NO. 9, 

Trout Creek State Bank, 
Trout Creek, Mich. 2§,000 — 184,578 

DISTRICT NO. 12. 

Multnomah Commercial & Savings Bank, 
Multnomah, Oregon. 25,000 5 1 2 0 , 8 4 4 

Consolidation: 

The Atlantic Exchange Bank and Trust Co., Baltimore, Md., has 
consolidated with and under the title of the Baltimore Trust Co. 

Absorbed bv Nonmember: 

The Liberty Bank of Baltimore County, Baltimore, Md., is hemg 
taken over by the Union Trust Company of Maryland, Baltimore, Md., a nonmember, 
merger to he effective March 1st. 

Absorption of National Bank: 

The B. M. C. Durfee Trust Co., Fall River, Mass., has absorbed 
the First National Bank of Fall River. 

Change of Title: 

The Montelair Essex Trust Co., Montclair, N. J., to the 
Montelair Trust Company. 

The Guardian Savings & Trust Co., Cleveland, Ohio, to The 
Guardian Trust Company. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

First National BanK, Houlton, Maine< 
The National Bank of Smyrna, Smyrna, Dela. 
The Gettysburg National Bank, Gettysburg, Fa. 
Second National Bank, Mechanicsburg, Pa. 
First National Bank, Columbus, Ohio. 
Third National Bank, Dayton, Ohio. 
Greenville National Bank, Greenville, Pa. 
First National Bank, Portsmouth, Va. 
First National B-iii-c, Great Falls, Mont. 
Winfield National Bank, Winfield, Kans. 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEIAENT 
WEEK ENDED FEBRUARY 20, 1925. 

CHANC-SS IN STATE BANK MEMBERSHIP: 

Admissions: 

None. 

Charme of Title and Location: 

The Stockmens State Bank, Corona, New Mexico, has 
changed its title to the First State Bank and its location to 
Estancia, New Mexico. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Citizens National Bank, Anthony, Kansas. 
First National Bank, Perry, New York. 
First National Bank, Greenville, Alabama. 
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X-15J0 

TEDER1L RESERVE BOA&D ANNOUNCEMENT 
WEEK ENDED FEBRUARY 27, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admissions: 

None. 

Rectaened: 

The Malcom Savings Bank, Malcom, Iowa. 

Absorption of National Bank: 

The Fidelity Bank and Trust Co., Memphis, Term., has taken 
over the Southern National Bank, Memphis, Term. 

; Change of Location: 

The Commercial & Savings Bank Co., Buckeye City, Ohio,-
name of location changed to Danville, Ohio. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Dedham National Bank, Dedham, Mass. 
Cedar Falls National BaaK, Cedar Falls, Iowa. 
First National Bank, Hood River, Oregon. 
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1-153® 

ITEDERAi ES5EHVE b'W.r ALITOR EIEM1 

WEEK EKDE? IJAROH 6,. 1925 c 

CH4.IT3ES IK SflTE ,&LWL MEMBERSHIP: 

DISTRICT NO, 3, 
A'ttuigai-aa •• 

Capital. S urplus 
Total 

Hes purees 

Central Trust C^ipjany, 
Harrisburg, Pennsylvania $400,003 $600,090 #4 ,527 ,759 

Voluntary withdrawal. 

Bank of Emmett* Emmett, Idaho. 

Succeeded by rational Bank. 

Central State Bank of Dallas, Texas* has "been succeeded by 
The Central National Bank in Dallas, Texas» 

Merger* 

Farmers & Merchants State Bank of Menahga, Minnesota, has -
been merged with the First National Bank, Menahga, 
Minnesota. 

Closed 

Lockney State Bank, Lockney, Texas 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 
> 

> None 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED MARCH 1], 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admissions: 

None. 

Converted into National Bank: 

Bank of Prineville, Brinevilie, Oregon. 

National Bank absorbed "by State Member: 

The First National Bank of Arco, Idalio, has been ab-
sorbed by the Butte County Bank, Arco, Idaho , a member. 

Voluntary Withdrawals: 

Citizens Bank of Delavan, Delavan, Wisconsin. 
Eldorado County Bank., Placerville, California. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

First National Granite Bank, Augusta, Maine. 
Citizens National Bank, Franklin, Indiana. 
First National Bank, Jewell Junction, Iowa. 
National Bank of Arkansas, Pine Bluff, Ark. 
Albany National Bank, Albany, Texas • 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED MARCH 20, 1925. 

CHANGES IN STATE BANK MEMBERSHIP : 

Admisfcion: 
Total 

Ca-pi tal Surplus resources 

DISTRICT NO. 8. 

Bank of Earle, Earle, Ark. $25,000 $2,500 $112,233 

Change of Title: 

The Guaranty State Bank & Trust Co., Waxahachie, Texas, 
has changed its title to First State Bank and Trust Company. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Overt)rook National Bank, Philadelphia, Penna. 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED MARCH 27, 192 j. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admitted to Membership 

N O N E 

Voluntary Withdrawal 

Bank of Cave Spring, Cave Spring, Ga. 

Closed 

Commercial Bank of Bertrand, Bertrand, Mo. 

Consolidated with State Member 

The Guaranty State Bank, Killeen, Texas, has con-
solidated with and under the title of the First State Bank, 
Killeen, Texas. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

First National Bank, Maiden, Mass. 
Manufacturers National Bank, North Attleboro, Mass. 
National 'Bank of Bellows Falls, Bellows Falls, Vt. (Supplemental; 
Dubois National Bank, Dubois, Pa. (Supplemental) 
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x-1530 

FEDERAL Hi:SERVE BOARD ANNOUNCEMENT 
WEEK ENDED APiilL 3, 192^. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admitted to toeaiba'i's'irvp: 
Total 

Canj ta.l Surplus resources 

DISTRICT NO. 2. 

Longacre Bank, New York, N. Y, $200,000 $75,108 $2,887,332 

Change of Title: 

The First Guaranty State Bank; Seymour, Texas, has changed 
its title to First State Bank. 

Absorbed, by National Bank: 

Farmers & Merchants Bank, Filer, Idaho. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

First National Bank, West Orange, New Jersey. 
Massanutten National Bank, Strasbourg, Virginia. 
First National Bank in Orlando, Orlando, Florida. 
First National Bank, Vincennes, Indiana, 
Farmers National Bank, Salina , Kansas (Supplemental) 
New ĵ irst National Bank in Oakland, Oakland, California. 
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X-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED APRIL 10, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admitted, to Membership: 
Total 

Capital Surplus resources 

DISTRICT NO. 2. 

The Community Trust Company, 
Middleport, N. Y. $100,000 $25,000 $362,927 

DISTRICT NO. 11. 

Central State Bank, 
Sherman, Texas 100,000 10,000 516,625 

Succeeded by a National Bank: 

Farmers & Mechanics State Bank, Childress, Texas. 

Converted into a National Bank: 

• First State Bank, Wills Point, Texas. 

Change of Title: 

The Chattanooga Savings Bank, Chattanooga, Tennessee, has 
changed its title to Chattanooga Savings Bank & Trust Co. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

First National Bank, Enosburg Falls, Vermont. 
First National Bank, Highland Falls, New York. 
First National Bank, Scranton, Pennsylvania. 
First National Bank, Dallastown, Pennsylvania. 
First National Bank, Seabreeze, Florida, 
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£-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED APRIL 1J, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 

DISTRICT NO. 

Excelsion Trust Co., 
Philadelphia, Pa. 

American State Bank, Athens, Ga. 

Absorbed by Nonrnember: 

First State Bank, Bay City, Texas. 

Converted into National Banks: 

Como State Banc, Como, Texas. 
Lubbock State Bank, LubbocK, Texas 
Security State Bank & Trast Co., Lubbock, Texas. 
Farmers State Bank, Olney, Texas. 
First State Bank, Sylvester, Texas. 

Admissions: m Total 
Capital Surplus resources 

$300,000 $400,000 $5,572,930 

Closed: 

4 
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x-1530 

FEDERAL RESERVE BOARD MKOUitfCEMENT 
WEEK ENDED APRIL 24, 1925. 

CHANGES IN STATE B M K MEMBERSHIP: 

Admitted to the System: 

N O N E 

Consolidated with State Member: 

The Yorkville Bank, New York, N. Y., has consolidated with 
the Manufacturers Trust Co., New York, N. Y., a member. 

The Citizens State Bank, Early, Iowa, has consolidated with 
the State Bank of Early, Early, Iowa, a member. 

Converted to National Bank: 

The First State Bank, Floydada, Texas. 

Closed: 

The Citizens State Bank, Gooding, Idaho. 

Voluntary Liquidation: 

The Yakima Trust Company, Yakima, Washington. 

AUTHORIZED TO ACCEPT DRAFTS AND BILLS OF EXCHANGE 
UP TO 100 PER CENT OF CAPITAL AND SURPLUS: 

The Pacific National Bank, San Francisco, California. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Peoples National Bank, Waterville, Maine. 
Connecticut River National Bank, Charlestown, N. H. 
Peoples National Bank, Langhorne, Penna. 
Citizens National Bank, Warren, Penna. 
Second National Bank, Erie, Penna. 
First National Bank, Hagerstown, Md. 
Talladega National Bank, Talladega, Ala. 
Washington Park National Bank, Chicago, 111. 
New England National Bank and Trust Co., Kansas City, Mo. 
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X--153© 

FEDERAIx BESEEM BOARD .ANNOUNCEMENT 
WEEK ENDED MAY 1, I925. 

CHANGES IN STATE BANE MEMBERSHIP: 

Admitted to the System; 

Capital 

DISTRICT NO. 2. 

Title Guaranty and Trust Co., 
Flainfield, N. J. $200,000 

Mount Pleasant Bank, 
Fleasantville, N. Y. 100,000 

DISTRICT NO, 3. 

Easton Trust Co. , 
Easton, Penna. 250,000 

Change of Title: 

The Guaranty State Bank & Trust Co., Gatesville, Texas, has changed 
its titla to "Guaranty Bond Bank & Trust Company" . 

The First Guaranty State Bank, Mortens, Texas, has changad its 
title to "First State Bank". 

Absorbed "by National Panlr: 

The Farmers Bank, Winder, Ga. 

Succeeded by National Bank: 

City Guaranty State Bank, Childress, Taxas. 

Converted into National Bank: 

First State Bank, Bonham, Texas. 
Mercantile Bank & Trust Co., Dallas, Texas. 
First State Bank, Hamlin, Texas. 
Farmers State Bank, Italy, Texas. 
Kilgore State Bank, Kilgore, Texas. 

National Bank absorbed by State Member: 

The Citizens National Bank, Longview, Texas, has been absorbed 
by the Commercial Guaranty State Bank, Longview, Texas, a member. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Total 
Surplus resources 

$40,000 $326,788 

100,000 2 ,625 ,257 

600,000 8,679,831 

Ocean City National Bank, Ocean City, N. J. 
Traders National Bank, Kansas City, Mo. 
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x-1530 

FEDERAL 2ESERVE BOARD ANNOUNCEMENT 
WEEK ENDED MAY g, 3925. 

GRANGES IN STATE BANK MEMBERSHIP: 
Admitted to the System: Total 

Capital Surplus resources 

DISTRICT NO, x 

Merchants Banting Trust Co., 

Mahancy City, Penna. $200,000 $212,500 $2,034,681 

Change of Title: 

it, utie B a n k- I e M S ' ^ «*** 

Absorption of National Bank and Change of Titift: 

E I K . . 

Voluntary Withdrawal; 

Farmers & Merchants Bank, Chipley, Ga. 

Consolidated with Nonmember: 

Wells-Dickey Trust Co., Minneapolis, Minn. 

Absorption of State Member: 

The Bank of Italy, San Francisco, Calif., a member, has 
absorbed the San Fernando Valley Savings, Bank, San Fernando, Calif., 
also a member. 

Converted into National Bank: 

Farmers Guaranty State Bank, Clifton, Texas. 
First State Bank, Grand Prairie, Texas. 
First State Bank, Reagan, Texas. 
First Guaranty State Bank, Valley View, Texas. 
First State Bank, West, Texas. 

Closed: 

Liberty State Bank, Soper, Okla. 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Holyoke National Bank, Holyoke, Mass. (Supplemental) 
First National Bank, Ballston Spa, N. Y. 
Arcadia National Bank, Newark, N. Y. 
Dominion National Bank, Bristol, V». 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED M Y 15, 1325. 

CHANGES IN STATE BANK MEMBERSHIP: 
Admitted to the System; Total 

Capital Surplus resources Date. 

DISTRICT NO. 1. 

Fort Carbon State Bank, 
' Port Carbon, Penna. $50,000 $5,000 $439*921 5-13~25 

Closed: 

City-Commercial Savings Bank, Mason City, Iowa $—11-2$ 

Converted into National Bank: 

Guaranty Bond State Bane, Eobstovm, Texas $-12-2$ 
Farmers Guaranty State Bank, Stephenville, Texas $-13-2$ 
Sudan State Bank, Sudan, Texas 5-11-25 
First State Bank, Terrell, Texas. $-1^—2$ 

Succeeded by a National Bank: 

Josephine State Bank, Josephine, Texas 5-11-25 
Moran State Bank, Moran, Texas $-12-2$ 

Vpluntary Wj thdrawal: 

Pender State Bank, Pender, Nebraska 5~11-25 

Change of Title: 

The Kentucky Title Savings Bank & Trust Co., Louisville, 
Kentucky, has changed its title to "Kentucky Title Bank and Trust 
Company". 5~ 8-25 

PERMISSION GRANTED TO EXEBCISE TBUST POWERS: 

First National Bank, Carteret, N. J, 5-1^—25 
Merchants National Bank, Whitehall, N, Y. 5~1^~25 
First National Bank, Brighton, Colo. 5-1^—25 
First National Bank, Glenwood Springs, Colo. 5~1^_25 
Columbia National Bank, Dayton, Washington 5-1^-25 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED MAY 22, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: 
Date 

Admitted to the System: 

N o n e . 

Closed: 

Farmers State Bank, Colfax, Ind. 5-21-25 

Change of Title: 

The Farmers Guaranty State Bank, Clifton, Texas, 
has changed its title to the Farmers State Bank. 3-26-25 

The First Guaranty State Bank, Jacksonville, 
Texas, has changed its title to First State Bank. 3-10-25 

The Bank of Commerce, Sinton, Texas, has changed 
its title to Commercial State Bank. 4- 7-25 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Birmingham National Sank, Derby, Conn. 5-21-25 
First National Bank, Wanksgan, 111. 5-21-25 
Stockyards National Bank, Kansas City, Mo. 5-21-25 
Mercantile National Bank in Dallas, Dallas, Tex. 5-21-25 

4 
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x-1530 

FEDERAL EESEEVE BOARD ANNOUNCEMENT 
WEEK ENDED MAY 2$, 1925. 

CHANGES IN STATE BANK MEMBERSHIP: Date 

Admitted to Membership: 

N o n e . 

Change of Title: 

The Peoples Guaranty State Bank, Tyler, Texas, 
has changed its title to Peoples State Bank. 5-25-25 

Closed: 

The First State Bank, league, Texas. 5-23-25 

Absorbed "by Nonmeiriber: 

Carolina Bank & Trust Co., Henderson, N. C. 5-26-25 

Absorbed by National Bank: 

Citizens State Bank, Valley Mills, Texas. 5-IS-25 

Converted into National Bank: 

Cameron County Bank, La Feria, Texas. 5-23-25 
First State Bank, Paducah, Texas. 5-23-25 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Palmer National Bank, Palmer, Mass. 5-29-25 
Community-South Side National Bank,Buffalo,N,Y. 5-27-25 
National Bank of Commerce, Williamson, W. Va. 5-29-25 
First National Bank, Lexington, Va. 5-29-25 
First National Bank, Eldon, Iowa 5 -29-25 
National Bank of Topeka, Tope lea, Kans. 5 -22-25 
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X-1530 

FEDERAL RESERVE: BOARD ANNOUNCEMENT 
WEEK ENDED JUNE 5, ISSS. 

CHANGES IN STATE BAISC MJMX'ERSHIP: 

Adtaixt sd bo M^mbersarp: 

N o n e 

Closed: 

American Bank of Laurel, Laurel, Mont. 

Converted into National Bank: 

Pat e 

6- 1-25 

Ths Pacific Bank, New York, N. Y. 
First State Bank, Bnhouse, Texas. 
First State Bank, Robstown, Texas. 

Vo lunt ary Wit hdrawala : 

Columbia County Bank, Magnolia, Ark. 
Farmers Bank & Trust Co., Magnolia, Ark. 
The Farmers Bank, Star, Idaho 

Change of Titls: 

The Commercial Guaranty State Bank, Nacogdoches , 
T exas, to Commercial St at ® Bank. 

The Guaranty State Bank & Trust Co., Balls, Texas, 
to Security State Bank & Trust Co. 

National Banks Absorbed by State Membqr: 

Fifth National Bank, New York, N. Y. 
(Absorbed by Manufacturers Trust Co., New York) 

The Gothrun National Bank, New York, N. Y. 
(Absorbad by Manufacturers Trust Co,., New York) 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

National Mohawk River Bank, Fonda, N. Y. 

6- 2-25 
6- 4-25 
5-29-25 

6- 4-25 
6- 2-25 
6- 1-25 

3-19-25 

3- 9-25 

5-29-25 

5-29-25 

6- 2-25 

t :S 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JUNE 12, 1925. 

CHANGES IN STATE E M MEMBERSHIP: Date 

Closed: 

Farmers State Bank, La Fontaine, Ind. 6- 8-25 

Absorbed by National Bank: 

The Grand Avenue Bank, St. Louis, Mo. 5-29-25 

Converted into National Bank: 

The First State Bank, Kaufman, Texas 6- 8-25 
The First State Bank, Weatherford, Texas 6- 5-25 
Standard Bank of Orange County, Fullerton, Cal. 6-10-25 

PERMISSION GRANTED TO EXERCISE TRUST POWERS: 

Genesee Valley National Bank, Geneseo, N. Y. 6- $—25 
First National Bank, Pearl River, N. Y. 6- $-25 
Ardmore National Bank & Trust Co., Ardmore, Pa. 6- 8-25 
Vine land National Bank, Vine land, N. J. 6- 9-25 
First-Citizens National Bank, Dyersburg, Tenn. 6- 9-25 
First National Bank, Lincoln, Nebr. 6-
First National Bank, Pocatello, Idaho. 6- $-25 
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x-1530 

FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JUNE 19, I925. 

CHANGES IN STATE BANK MEMBERSHIP: 

Admitted: 

Capital Surplus 

District No. 10. 

Empire Trust Co., St. Joseph, Mo. $200,000 $40,000 

Voluntary Withdrawal: 

The McCurtain County Bank, Broken Bow, Okla. 

Absorbed by Nonmember: 

The Framers State Bank, Ganado, Texas. 

Converted into National Bank: 

First State Bank, Lamesa, Texas. 
First State Bank, Santa Anna, Texas. 

REMISSION GRANTED TO EXERCISE TRUST POWERS: 

The American First National Bank, Findlay, Ohio. 

Total 
resources Date 

$2,706,843 6-17-25 

6-17-25 

6-16-25 

6-15-25 
6-15-25 

6-16-25 
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FEDERAL RESERVE BOARD ANNOUNCEMENT 
WEEK ENDED JUNE 26, 1925-

CHANGES IN STATE BANK MEMBERSHIP: 
Admissions: 

Capital Surplus 

DISTRICT UP. 2. 

American Union Bank, 
New York, N. Y. $800,000 $201,108 

DISTRICT NO. 11. 

Farmers -Guaranty State Bank,' 
Brady, Texas. $0,000 5,000 

Voluntary Withdrawal: 

Flatonia State Bank, Flatonia, Texas. 

Change of Title: 

The Guaranty State Bank, Rockwall, Texas, has changod 
its title to Security State Bank of Rockwall. 6-20-25 

PERMISSION GRANTED TO ttYERfllSR TRUST POWERS: 

Clarion County National Bank,of E&enburg, Knox, Pa. 
The National Bank of Snow Hill, Snow Hill, N. C. 
First National Bank, Westport, Ind. 
First National Bank, Sauk Centre,' Minn. 

Total 
resources Date 

$8,132,647 6-25-25 

152,289 6-24-55 

6-22-25 

6-25-25 
6-24-25 
6-25-25 
6-25-25 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

For Immediate Release X-4234 
January 2, 1925. 

C03IDITICIT OF ACCEPTANCE I.1ABZET 

Uovenoer IS to December 10, 1924. 

The offerings of new "bills, drawn chiefly against grain and cotton, 

during the four weeks' period ending December 10 were comparatively heavy. 

Purchases "by dealers accordingly increased and exceeded those of the previou 

period, although they were smaller than during the large agricultural export 

movements of September and October. The investment demand was insufficient 

to move these bills at prevailing rates and dealers' rates were raised 

generally, twice in November and again in December. The purchases of banks 

both in the financial centers and in the interior declined as compared 

with the month before. During the period the Federal reserve banks made 

large purchases of bills from dealers and raised their actual purchase rates 

As a result chiefly of these reserve bank purchases, dealers portfolios 

were considerably reduced, although they showed a moderate increase again 

toward the end of the period. 

Rates in the New York market ranged from 2 3/8 per cent bid and 2 l/4 

per cent offered for prime 90—day bills in the first half of November to 3 

per cent bid and 2 7/8 per cent offered on and after December 6. Thirty-

day maturities were quoted at 2 7/8 per cent bid and 2 3/4 per cent offered 

on the latter date and 120-day bills at 3 l/4 per cent bid and 3 per cent 

offered. 
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FEDERAL RESERVE B O A R D 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-4235 
January 2,1925 

SUBJECT: Decision in Pascagoula Case. 

Dear Sir; 

There is enclosed herewith for your 
information a copy of the opinion rendered 
December 29, 1924, "by the United States Dis-
trict Court for the Northern District of 
Georgia in the case of Pascagoula National 
Bank v. Federal Reserve Bank of Atlanta, et al. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 

TO GOVERNORS OF ALL ff.R.BABKS, 
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IN THE DISTRICT COURT OF THE UNITED STATES 

FOE THE NORTHERN DISTRICT OF GEORGIA. 

PASCAGOULA NATIONAL BANK, ) 
Plaintiff, ) 

) 
vs. ) 

) NO. 255 
FEDERAL RESERVE BANK OF ) 
ATLANTA, et al, ) IN EQUITY. 

Defendants. ) 

The handling of checks between Federal Reserve banks and non-

member banks of the reserve system was dealt with in American Trust & 

Banking Co., v. Federal Reserve Bank of Atlanta, 256 U.S. 35O; 2$2 U.S. 

6^3, .and in Farmers & Merchant s Bank of Monroe v. Federal Reserve Bank 

of Richmond, 262 U.S. 649. The present case involves the handling of 

checks between the Federal Reserve Bank and one of its members under 

Regulation J of the Federal Reserve Board, That regulation, adopted to 

execute the collection and clearing house powers granted in Section 13 and 

Section l6 of the Federal Reserve Act, requires that each Federal Reserve 

bank shall exercise the function of a clearing house and collect checks on 

terms and conditions particularly set forth, whose effect, so far as here 
' i 

material, is that such reserve bank will receive at par, checks which can 

be collected at par, and only such whether they be sent by its own member 

and affiliated banks, or by, or for the account of, other reserve banks, 

and whether the checks are drawn on its own member banks or non-member 

banks, and that the checks sent each reserve bank will be counted as re-

serve or become available.for withdrawal by the bank sending them (subject 

to final payment) only in accordance with a time schedule based on experience 

of the average time required to collect checks drawn on the different points. 
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The observance of this regulation by the Reserve Bank of Atlanta results in 

a refusal by it to permit the complainant, one of its members, to deduct 

the previously charged "exchange" or condensation for rezzitting payment for 

checks drawn on complainant, and prevents complainant getting immediate 

credit for checks sent by it to the Beserve Bank when drawn on points at 

a distance from Atlanta, whereby it loses-the use of the credit during the 

period of delay. The complainant contends, first, that by the provision 

of Section 16 of the Reserve Act, it is entitled to immediate credit, at 

par, for checks drawn on any of the depositors in the Reserve Bank of Atlanta, 

no matter at what distance from Atlanta the drawee may be. Second, that 

under the Hardwick amendment of Section 13, it has the right to make a charge 

for remitting payment to the Reserve Bank of Atlanta of checks drawn on it-

self when these are not the property of the Reserve Bank, but are handled 

for collection. Third, That under Section 13 the Reserve Bank of Atlanta 

has no right to have or collect any checks drawn on complainant which come 

to the Reserve Bank from a source Outside of the Sixth Reserve District. 

Fourth, That if the Reserve Act authorizes this deprivation of complainant's 

right to charge for remittance, it takes its property without due process 

of law, contrary to the Constitution. We consider these contentions in order. 

1. The provision of Section 16, which is claimed to require the im-

media,te credit of checks is: '"Every Federal reserve bank shall receive on 

deposit at par from member banks or from Federal reserve banks, checks and 

drafts drawn -upon any of its depositors." Complainant* being a member bank, 

claims immediate credit, at par, for all the checks and drafts on the de-

positors of the Reserve Bank of Atlanta, who are either member banks of the 

Sixth Reserve District, the United States or other reserve banks. Regulation J 
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allows inmediate credit for Government checks and vouchers, and for items 

payable in the city where the reserve bank is located. When payable at a 

distant point the item is deferred for the number of days indicated on the 

time schedule, and then credited without any deduction (subject to final 

payment) whether returns have been actually received or not. Are these latter 

items "received on deposit at par"? Section 5 Regulation J states the terms 

On which checks sent to a reserve bank "for deposit or collection" will be 

handled, the first being: "A Federal reserve bank will act only as agent of 

the bank from which it received such checks, and will assume no liability 

except for its ovto negligence and its guaranty of prior endorsements". A 

check so received and handled is really received for collection and not on 

deposit in the conraon sense of the word, meaning general deposit in which 

arises the relation of debtor and creditor, not that of principal and a&ent. 

Webster's International Dictionary* "Deposit" In a general deposit the check 

on indorsement and delivery to the banker becomes at once the property of 

the banker, who owes the depositor the face of the check, or other agreed sum, 

and becomes bound to honor the depositor's checks therefor. New York v. 

Massey, 192 U.S. 1)8, 1^5; McGregor, Receiver, v. Battle, 128 Ga. 577. The 

depositor's only relation to the check, thereafter, is his liability under 

hi a indorsement in case of non-payment, a liability usually enforced by 

"charging the check back" to him. Usually the depositor may check immediately, 

but this is not of the essence of a general deposit* The parties may agree 

otherwise, and it is not uncommon in banking practice, where large checks, 

payable at a distance, are taken at par, to delay availability on the checking 

account so that the banker may not, by honoring checks in advance of collection* 
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be lending his ruoney without interest. The inclusion of the time schedule 

only in the terras upon which the reserve bank will receive deposits would be 

ordinary prudent tanking, considering the enormous volume of the aggregate 

reserve bank "float", as the mass Of checks in transit is called. It may be 

noted that, by Section 13, non-member clearing banks are required to protect 

their deposited checks in transit by maintaining a balance sufficient to off-

set them, which is another way of saying that the checks are not available 

credits while in transit. It mast be remembered also that these deposit ac-

counts of the member banks in the reserve bank, though subject to check, con-

stitute their reserve required under Section 19* By amendment of this Section 

this reserve must be "an actual net balance." "Net" means that all proper 

charges and deductions have been made from the account; "actual" excludes 

what is ̂ merely fictitious or supposed. Uncollected checks, though supposed 

to be drawn against actual, available deposits, may not be, and if so they 

may nevertheless be defeated of payment by many circumstances, such as death 

or countermand of the drawer, or offset by the banker upon the drawer's in-

solvency. An immediate credit of them mist be largely on the faith of the de-

positor's indorsement, but the mere obligation of the member bank is not the 

actual reserve intended by the law. Moreover, the requirement that the re-

serve bank itself maintain a reserve in gold or lawful currency of thirty-

five per cent of its deposits is involved if the "float" is to be counted as 

present deposits. The time schedule by which credit is deferred until checks 

would ordinarily be collected minimizes the chance of accumulated disappoint-

ments in collection, and the amount of merely supposed balance in the re-

serves of members, and seems a very reasonable reconcilation of the requirement 
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of Section 16, that the checks be received on deposit in the reserve account, 

with that of Section 19, that the reserves be actual net balances. 

The additional stipulation that the reserve hank will act only 

as agent makes greater difficulty. It probably means that the checks are at 

first received only for collection; Ward v. Smith, 7 Wal. 44y. "Deposits for 

collection" are spoken of in Section 13, but "on deposit" in Section l6 does 

not mean for mere collection. Since, however, credit is to be given at the 

expiration of the period fixed by the time schedule, whether returns from the 

check have actually been received or not, at that time certainly the agency is 

to cease and the check is to become and does become the property of the re-

serve bank and the transaction ripens into a general deposit. The check is 

then "received on deposit at par," as required by Section 16. 

2# The next contention relates to charges not for collecting 

checks on others, but for remitting to the reserve bank payment of checks 

drawn on the member bank itself* Section 16 provides: "Nothing herein con-

tained shall be construed as prohibiting a member bank from charging actual 

expert ses incurred in collecting and remitting funds or for exchange sold to 

its patrons. The Federal Reserve Board shall, by rule, fix the charges to 

be collected by the member banks from its patrons whose checks are cleared 

through the Federal Reserve bank and the charge which may be imposed for the 

service of clearing or collection rendered by the Federal reserve bank." 

Whether the right established in the first clause quo ted, of a member bank to 

charge actual expenses for collecting and remitting, would include a remittance 

in payment of checks drawn on it and presented by the reserve bank; or 

whether the term "its patrons" in the second sentence refers to those sending 

checks to the reserve bank and implies that all expense of clearance of their 
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checks is to te charged back to then:, aj|e questions that need not be decided. 

For the later legislation, known as the "Hardwick amendment" of Section 13 

is directly applicable and controls. It provides that '•nothing in this or 

any other section of this Act shall be construed as prohibiting member or non-

member bank from making reasonable charges, to be determined and regulated by 

the Federal Reserve Board, but in no case to exceed ten cents per $100 or 

fraction thereof, based on the total of cheeks and drafts presented at any 

one time for collection or payment and remission therefor by exchange or other-

wise; but no such charges shall be made against the Federal reserve banks." 

The complainant argues that the last clause is in the nature of a proviso 

or exception Wholly repugnant to the main enactment preceding it, and therefore 

void, leaving the grant of the right to make reasonable charges unrestrained 

by the exception* Or, if the last clause is to be treated as a part of the J 

main enactment equally with what precedes, that the two parts are so iz*6on-

sistent as to render the nhole legislation abortive, and leave S^dtion 16 to 

control. As pointed out in Farmers & Merchants Bank of Monroe"v. Federal Re-

serve Bank of Richmond., 862 U. S. 649 , 666, there is no fetch repugnance in the 

E&rdwick amendment as to cause either consequence. The right to make the 

charge is established as to checks sent for collection or payment by other 

member banks or non-member banks, but it camot be made against reserve banks. 

We therefore come to consider the contention that the charge is not made 

against a reserve bank unless such bank is the lawful owner of the checks 

dealt with, and that if it is handling them only as the/agent of another, for 

collection, the charge is against the true owner and to be passed back by the ' 

reserve bank to that owner. The proceedings of Congress in adopting the 

amendment show that par clearance through the reserve banks was the issue dealt 
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With. The intent of the original amendment was to destroy such clearance as 

\ a reserve 'bank policy. The addition of the clause under discussion was made 

" with the intent, and has the effect, tc firmly establish it and ^ive to the 

reserve systeta and to the public whatever advantage in clearing and collecting 

Checks may follow therefrom, as well as to save the reserve banks from an ex-

panse In collecting their own checks To forbid remittance charges against 

reserve banks means no more than that remittances to then shall not be di-

minished by such charges, Without any inquiry, if that would be practicable, 

into the real ownership Of the items remitted for. The reserve banks cannot 

recognize as proper such charges made again tt them, end In this sense are for-

bidden to pay them. 

3. The contention that the Be serve Bank of Atlanta, cannot handle 

for collection or deposit checks on complainant coming to it from, sources out-

side the Sixth Reserve District is erroneous. The evidence is that the Re-

serve Bank handles no such checks on its members except those sent it by an-

other reserve bank or by the members of another reserve bank by the latter's 

authority and for its account. Section 13 declares that any Federal reserve 

bank may "solely for the purpose* of exchange or collection, receive from other 

reserve banks . . . . checks and drafts payable upon presentation within its 

district." These other reserve banks may receive from their members and non-

members maintaining clearing balances "checks and drafts payable upon pre-

sentation" at any place* Sd checks drawn upon coapl&inant coming to member 

banks or non-member clearing blanks in another reserve district may be sent by 

them to the reserve bank of the if district and by it seat for collection or 

exchange to the reserve bank of complainant * s District without going beyond 
' 

the permissions of Section 13* A check sent by a member bank by the authority 
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and. for the account of its reserve bank is in effect received, from the latter. 

4. The result of these provisions Of the Reserve Act, so construed 

is to require a member bank to pay without deduction checks drawn on it 

when presented by its reserve bank, whether paid over its counter or by the 

more convenient means of a check on its own deposits elsewhere. This takes 

none of the property or property rights of complainant without due process of 

law. Complainant may refuse to pay otherwise than in cash over its counter, 

according to the common law, as, on the other hand, the reserve bank may 

insist on that sort of payment, phat is lost is the right to agree on a 

compensation for a more convenient payment by draft on more accessible re-

serves when both parties are willing so to agree. That the State, having 

power over the state banker and his business, may regulatehis method of re-

ceiving and paying out his deposits, was ruled in Farmers & Merchants Bank of 

Monroe v. Reserve Bank of Richmond, 262 U. S. 649, A similar power must be 

recognized in the United. States to regulate the banking in the Federal Re-

serve System. Complainant being a National bank, chartered to do its business 

under the Federal laws, cannot complain that those laws are not, or do not 

remain, such as it would prefer. It is not compelled to do anything with-

out compensation. It is simply told that if it does the thing in question it 

must be done without compensation. Noble State Bank v. Haskell, 219 U. S, 

575-

The evidence offered by the defendants as to the actual conduct of 

their business is pertinent and admissible. The remainder, relating mainly to 

matters either irrelevant or to be judicially known, is excluded. 

Nothing unlawful appearing in any of the acts of the defendants con-

plained of, a decree may be taken dismissing the bill* This December 29,1924. 

(signed) Sam H. Sibley 
U. S. Judge. 
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F E D E R A L E S 5 E H V E B O A R D X-4256 

STATEMENT FOR THE PRESS 

For Immediate Release January 3, 1925 

Reduced demands on the Federal reserve "banks for credit accommodation, 

together with lower interest and discount rates, were responsible for a 

reduction of $12,400,000 in gross earnings of the Federal reserve banks 

in the calendar year 1924, as compared with 1923, gross earnings in 1924 

amounting to $38,300,000, the lowest figure for any year since 1917. Cur-

rent expenses, depreciation charges, reserves to cover losses on paper of 

failed banks, etc.,amounted to $34,600,000, as compared with $38,000,000 the 

year before and net earnings to only $3,700,000 as against $12,700,000 in 1923. 

Earnings of two of the reserve banks, Cleveland and Kansas City, were not 

sufficient to fully cover current expenses, depreciation charges, reserves, etc., 

or any part of the dividends accrued during the year, and while the earnings 

of the Federal Reserve Banks of Boston, How York, St.Louis and San Francisco 

were in excess of current expenses, depreciation charges, reserves, etc.,they 

were not sufficient to meet in full the dividend requirements. The Federal 

reserve banks named were authorized by the Federal Reserve Board to pay un-

earned dividends, totalling approximately $2,540,000, out of surplus. 

Of the six Federal reserve banks whose earnings were sufficient to cover 

current expenses, depreciation charges, reserves and dividends, only four had 

an excess of earnings after such charges. Of these, Philadelphia, Richmond 

and Dallas transferred all of the remainder of their earnings, aggregating 

$175,732.79, to surplus account, while the Minneapolis bank transferred 
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$12,627.39 to surplus account and paid $113,646.58 to the United States 

Government as a franchise tax, in accordance with Section 7 of the Federal 

Reserve Act. 

Full details as to the disposition of the gross earnings of each 

Federal reserve bank will appear in the forthcoming Annual Report of the 

Federal Reserve Board. 
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OFFICERS Aim DIRECTORS OF FEDERAL RESERVE BAKES 

District Ho. 1 - Federal Reserve Bank of Boston 
(Frederic H. Curtiss, Chaircan and Federal Reserve Agent, Allen Hollis 

Deputy Chaiman, W. p. G. Harding, Governor.) 

DIRECTOR RESIDENCE BUSINEbS AFFILIATION TERM EXPIRES 
Dec.51 

Class A: 

Frederick S. Chamberlain 
Alfred L. Ripley 
Edward S. Kennard 

Class B: 

E. R. Morse 
Philip R. Allen 
Charles G-.Washburn 

Class C: 

Hew Britain,Conn. 
Boston, Mass. 
Rumford, Maine' 

Proctor, Vt. 
E. Vialpole, Mass. 
Worcester, Mass 

V-P.-Cash.,New Britain Matl .1925 
Pres. Lierchants Hat11 Bank 1926 
V-P & Cashier Rumford Hat' 1 Bank 1927 

Treasurer, Vermont Marble Co. 1925 
V-P. Bird & Son Inc. Paper Co- 1926 
Director, The Washburn Co. 1927 

Chas. H. Manchester 
Frederic H. Curtiss 
Allen Hollis 

Providence, R.I* 
Boston, Mass 
Concord, N.H. 

Public Utilities 

Lawyer 

1925 
1926 
1927 

District No.3 - Federal Reserve Bank of Hew York 
(Pierre Jay, Chairman and Federal' Reserve Agent, Tfcu L. Saunders, Deputy 

Chairman, Benjamin Strong, Governor.) 

Class A: 

Gates ¥. McGarrah 
Ri H. Trenan 
Delmer Runkle 

Class B: 

Owen D. Young 
Theodore F.Whitmarsh 
Samuel W. Reyburn 

Class C: 

Hew York, N.Y. 
Ithaca, N.Y. 
Hoosick Falls,II.Y. 

Hew York,..N.Y. 
Hew York, jJ.Y. 
Few York,"N.Y. 

Chrm.Mechanics & Metals Hatl.Bk. 
Pres.Tompkins County Hat'l Bank 
Pres. Peoples Eat'1 Bank 

Chrm. General Electric Co. 
Pres.Francis H. Leggett & Co, 
Pres. Lord & Taylor 

1925 
1926 
1927 

1925 
1926 
1927 

Pierre Jay 
¥m. L. Saunders, 
Clarence M. Tioolley 

How York, H.Y. 
New York, H.Y. 
Hew York, H.Y. 

Chrm-Dir. Ingersoll-Rand Co. 
Chrm. American Radiator Co. 

1925 
1925 
1927 

V/} 
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DIRECTOR RESIDENCE BUSINESS AFFILIATION TERM EXPIRES 
Dec.31 

(Richard L, Austin, 
District Ho.3 - Federal Reserve Bank of Philadelphia 

(Richard L, Austin, Chairman and Federal Reserve Agent, Chas. C. Harrison, 
Deputy Chairman, Geo. ;v. Norris, Governor.) 

Class A: 
n 

John C. Cosgrove 
Jos. Wayne, Jr., 
Francis Douglas 

Johnstown, Pa. 
Phildelphia, Pa. 
Wilkcs-Barre, Pa. 

'Dir. United States Trust Co. 
Pres. Girard Hat11 Bank 
Cashier, First Hat11 Bark: 

1925 
1926 
1927 

Class B: * 

Alba B,Johnson 
Edwin S. Stuart 
Charles IC. Haddon 

Philadelphia, Pa. 
Philadelphia, Pa. 
Philadelphia, Pa. 

Chrrn. Southv/ark Foundry LI'ach. Co. 
Merchant 
Merchant,and V-P Lumbermen1s In-

surance Co. 

. 1925 
1926 

1927 

Class C: 

H. L. Cannon 
R. L. Austin 
Chas. C. Harrison 

Bridgeville, Del. 
Philadelphia, Pa. 
Philadelphia, Pa. 

Canner, - Farmer 

Banker 

1925 
1926 
1927 

District ITo.4 - Federal Reserve Bank of Cleveland 
(D. C. Wills, Chairman and Federal Reserve Agent, Lewis Blair Williams, 

Deputy Chairman, E. R. Fancher, Governor.) 

Class A: 

Chess Lamberton 
Robert Wardrop 
0. U. Sams 

Franklin, Pa. 
Pittsburgh, Pa. 
Hillsboro, Ohio 

V-P Lamberton Hat11 Bank 
Chrm. First Nat'1 Bank 
Pres. Merchants Mat'1 Bank 

1925 
1926 
1927 

Class 3: 

R. P. Wright 
Geo. D. Crabbs 
John Stambaugh 

Erie, Pa. 
Cincinnati, Ohio 
Youngstown, Ohio 

Reed Manufacturing Company 
Philip Carey Manufacturing Co. 
Iron and Steel Manufacturer 

1925 
1926 
1927 

Class C:• 

L. 3. Williams 
D. C. Wills 

77. Knight 

Cleveland, Ohio 
Cleveland, Ohio 
Toledo, Ohio 

Hayden, Miller & Company 

V-P. Bostwick-Braun Co. 

1925 
1926 
1927 
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DIRECTOR .iESIDElTCE USIFESS AFFI LI/ .T I ON TERM EXFIRX-S 
Dec.31 

District No.5 - Federal Reserve Bank of Richmond 
(Wv.i. W. Hoxton, Chairman and Federal Reserve Agent , Frederic A. Belatio, 

Deputy Chairman, George J. Seay, Governor.) 

Class A: 

John F. Bruton 
L. E. Johnson 
Charles E. Rieiran 

Class 3: 

Edwin C. Graham 
D. 2. Coker 
Edmund Strudwick 

Class C: 

Wilson, II.C. 
Alderson, W.Va. 
Baltimore, Md. 

Washington, D.C. 
Hartsville, S-.C. 
Richmond, Va. 

Pres. First national Bank 1925 
Pres. First National Bank 1926 
Pres. Western national Bank 1927 

Pres.Nat'1 Elec. Supply Co. 1925 
Merchant and Planter • 1926 
Pres.Atlantic Life Insurance Co. 1927 

Robert Lassiter 
Wm. W. Hoxton 
Frederic A. Delano 

Charlotte,N.C. 
Richmond, Va. 
Washington,D.C. 

Textiles 

Receiver 

1925 
1926 
1927 

District No.6 - Federal Reserve Bank of Atlanta 
(Oscar Newton, Chairman aiid Federal Reserve Agent, W. K. Kettig, Deputy 

Chairman, M. B. Wellborn, Governor.) 
Class A: 

1'. IV. McCey 
P. R. Kittles 
Eugene R, Black 

Class 3: 

W. H. Hartford 
Leon C. Simon 
J. A. McCrary 

Class C: 

Vic i'.sburg, Mi s s 
Sylvania, Ga. 
Atlanta, Ga. 

Nashville, Term. 
New Orleans, La. 
Decatur, Ga. 

Pres. Mjrchauts Natl. T-onk 
pros. The Hat11 of Sylvani; 
Pros. Atlanta- Trust Company 

Hartford Hosiery Mills 
Pres. Kohn, Weil & Simon, Inc. 
Contractor & Engineer 

1925 
1926 
1927 

1925 
1926 
1927 

W. H. Kettig 
Oscar Nev/ton 
Lindsey Hopkins 

Birmingham,Ala. 
Atlanta, 'Ga. 
Atlanta, Ga. 

Southern Rep., Crane Company 

Investment Banker 

1925 
1926 
1927 
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DIRECTOR BSSI3E2TCZ BUSINESS AFFILIATIOIT TBBM EXPIRES 
Dec.31 

District ITo.7 - Federal Reserve Bank of Chicago 
(William A. Heath., Chairman, and Federal Reserve Agent, James Simpson, Deputy 

Chairman, Jaaes B. KcDougal, Governor.) 

Class A: 

Charles Hi. McHider 
E. L. Johnson 
George LI. Reynolds 

Class B: 

S. T. Crapo 

Robert Mueller 
A. E. Vogel 

Class C: 

F. C. Sal1, 
James Simpson 
¥m. A. Heath 

Mason City/ la. Pres. First national Bank 1925 
Waterloo, la. Pres. Leavitt & Johnson Trust Co. 1926 
Chicago, 111. Chrm. Con.6 Cora'l ITatl.jEank 1927 

Detroit, Mich. Sec.& Treas.Huron Portland Ce-
ment Company 1925 

Decatur, 111. Mueller Manufacturing Co. 1926 
Hilwaukee, "is. Pres.Pfister & Vogel Leather Co. 1927 

Muncie, Ind. Pres. Ball Bros. Mfg. Company 1925 
Chicago, 111. Pres. Marshall Field & Co. 1925 
Chicago, 111. 1927 

Di No. 8 - Federal Reserve Bark, of St. Louis 
(William McC.Martin, Chair;nan and Federal Reserve Agent, Jphn T,'. Boehnc, 

Deputy Chairman, David 0, Governor. 

Class A: 

John G. Lonsdale 
J. C. Utterback 

Sale;.., 111. 
St. Louis, Mo. 
Paducah, Ky. 

Cashier, Salem national Bank 1925 
Pres. Zat'l Bank of Commerce 1926 
Pres. City National Bank 1927 

Class 3: 

W. B. Plunkett 
LeRoy Percy 
Rolla Wells 

Little Rock, Ark. Plunkett-Jarrell Grocery Co. 1925 
Greenville, Miss. Attorney at Law 1926 
St. Louis, Mo. Pres.Wells Realty & Investment Co.1927 

Class C: 

C. P. J. Mooney 
John W. Boehne 
Wm. McC. Martin 

Memphis, Tenn. 
Evansville,Ind. 
St. Louis-,Mo. 

Editor "Commercial Appeal" 
Retired Capitalist 

1925 
1S26 
1927 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- o~ X-4237 

DIRECTOR xESILEIICE m i "-"SS AFFILIATION USI.: EXPIRES 
Doc.Si 

District JTo.9 - Federal He serve Bank of Minneapolis 
(John R. Mitchell, Chairman and Federal Reserve Agent, Homer P. Clark, Deputy 

Chairman, R. A. Young, Governor. 

Class A: 

Theodore T.'old 
J. C. Bassett 
Wesley C. McDowell 

Class 3: 

F. R. Bigelov 
IT. B. Ho Iter 
F. P. Eixon, 

Class C: 

Minncapoli s, Minn. 
Averaeeix, S.U. 
Marion, iLB. 

St. Paul, Minn. 
Helena, Kent. 
LaCrosse, Wis. 

V-P . Northwestern Hat'1 Bank 
Pres. Aberdeen 27at11 Bank 
Pres. First national Bank 

Insurance 
Holter c. Company, Hardware 
Hixon & Company, Inc. 

1925 
1926 
1927 

1926 
1927 

George 17. Mc Co raid 
John R. Mitchell 
Homer P. Clark 

Menoninoe, Mich. 
Minneapolis, Minn 
St- Paul, Minn. 

Gen.Mgr. Menominee Sugar Co. 

Pres. West Publishing Co. 

1925 
1926 
1927 

District Uo.10 federal Reserve Bank of Kansas City 
(M. L. McClure, Chairman and Federal Reserve Agent, Hcber Hord, Deputy 

Chairman, W. J. Bailey, Governor.) 

Class A: 

Frank 
E. 3. 
J. C. 

W. Spoliable 
Mullaney 
Mitchell 

paola, Kansas 
Kill City, ICans. 
Denver, Colo. 

Pres.Miami County Hat'1 Bank 
pres. Farmers ^--Merchants Bank 
Pres. Denver ITat' 1 Bank 

1925 
1926 
1927 

Class 3: 

J. M. 
-Harry 
Thos. 

Bernardin 
W. Gibson 
C. Byrne 

Kansas City, Mo. 
Muskogee, Okla 
Omaha, He or. 

J. M. Bernardin Lumber Co. 
Retired 
Byrne & Hammer Dry Goods Co. 

1925 
1936 
1527 

Class C: 

Fred 0. Roof 
M. L. McClure 
Heber Hord 

Denver, Colo. Mining & Merchandising 
Kansas City, Mo. 
Central City, llebr. Stockman - Farmer 

1925 
1926 
1927 
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DIRECTOR RESID2D7CE K^JFESS AFFI LI ATI ON — EH:.: EXPIRES 
Dec.31 

District ITo.lI - Federal Reserve Bank of Dallas 
(Lynn P. Talley, Chairman and Federal Beserve Agent, Clarence B. Linz, Deputy 

Chairman, B. A. McKinney, Governor.) 

Class A: 

liv. H. Patrick 
Howell B. Smith 
J. H. Frost 

Clarendon, Tex. 
McKinney, Tex. 
San Aj.itonio, Tex. 

Pres.First ITat'l Bank 
Pres .First 27at11 Bank 
V-P. Frost "at11 Bank 

1925 
1926 
1927 

Class B: 

Marion Sansom 
J. J. Cul"bertson 
Frank Kell 

Fort Worth, Tex. 
Paris, Tex. 
Wichita Falls-

Livestock Commissioner 1925 
Cotton Oil Hills 192G 

Tex. Pres .& Gen.Mgr.Wichita Falls & 
Southern Railroad Company 192? 

Class C: 

Lynn. P. Talley-
Clarence E. Linz 
S. 3. Perkins 

Dallas, Tex. 
Dallas, Tex 
Dallas, Tex. 

V-P.5; Treas. Southland Life Ins.Co 
Perkins Dry Goods Company 

1925 
.1926 
1927 

District 27o.l2 - Federal Reserve Bank of San Francisco 
(John Perrin, Chairman and Federal Reserve Agent, Walton 17. Hoore, Deputy 

Chairman, J. U. Calkins, Governor.) 

Class A: 

C'/f. Mcintosh 
J. S. Hacdonnell 
Howard Whipple • 

San Francisco,Cal. pres.Tke,,B^nk of California, N.A. 1925 
Pasadena, Cal. Pres.First llat'l Bank * 1926 
Turlock, Cal. Pres.Commercial Bank 1927 

Class B: 

E. H. Cox 
A.B.C.Dohrmann 
Wm. T. Sesnon 

Madera, Cal. pros.Weed Lmbr.Co.of San Fran'sco 1925 
San Francisco,Cal. Pres.Dohrmnn Commercial Co. 1926 
San Francisco,Cal. Farmer 1927 

Class C: 

Wm. Sproule 
John Perrin 
Walton 27. Moore 

San Francisco,Cal. Pres.Southern Pacific Co. 1925 
San Francisco,Cal. 1826 
San Francisco,Cal. Walton II. Moore Dry Goods Co. 1927 
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X-4237-a 

OFFICERS M P DIRECTORS OF FEDERAL RESERVE BRANCH BANKS 

District No. 2 - Buffalo Branch of theFederal Reserve Bank 
of New York (W. W, Sehnockanburgar, Managing Director.) 

DIRECTOR 

w. V.'. Schn eckenburger 

RESIDENCE 

Harry T. Ramsdell 
John A. :Clcepfer # Chrr 
Wclcott J. Hunyhrey 
Carlton M. Smith # 
Elliott C. McDougal 
Arthur Hough # 

Buffalo, IT. Y. 
Buffalo, N. Y. 
•Buffalo, N. Y. 
Warsaw, N. Y. 
Buffalo, N. Y. 
Buffalo, N. Y. 
Batavia, N. Y. 

BUSINESS AFFILIATION TFBM EXPIRES 
Dec. 31 

Pros.Mfgrs. & Traders Nat11 Bank 
Pres. Liberty Bank 
Pres. Wyoming County Nat11 Bank 
Pres. Smith Fassett & Company 
Pros. Marine Trust Company 
Pres. Wiard Plow Company 

1325 
1525 
1925 
192b 
1926 
1927 
1927 

District No. 4 - Cincinnati Branch, of the Federal Reserve 
Bank of Cleveland ( L. W. Manning, Managing Director ) 

L. v,:. Manning Cincinnati, Ohio 
E. S. Lee Covington, Zy. 
Hon. Judson Harmon # Chrr:;Cincinnati, Ohio 

Chas. W. DuPuis 
John Omwake f 
A. Clifford Shinkle 
George M. Verity # 

Cincinnati, Ohio 
Cincinnati, Ohio 
C incinnati, Ohi 0 
Mid'letown, Ohio 

Pres. First Nat'1 Bank 
Atty., Harmon, Colston, Goldsmith & 

Hoadly 
Pres. Citizens Nat'l Bk. & Tr. Co. 
Pres. U. S. Playing c a r3 Co. 
Pres. Fourth & Central Trust Co. 
Chrm.American Rolling Mill Co. 

192| 
1925 

1925 
1926 
1926 
1927 
1927 

District No. 4 - Pittsburgh Branch of the Federal Reserve 
Bank of Cleveland ( George DeCamp, Managing Director ) 

George DeCamp Pittsburgh, Pa. 1925 
Chas. D. Armstrong Pittsburgh, Pa. Chrm. . Union Nat'l Bank 1925 
Cha.s. W. Brown # Chrm. Pittsburgh, Pa. Pres. , Pittsburgh Plate Glass Co. 1925 
Joseph R. Eisaman Greeasburg, Pa. V-P. First National Bank 1926 
James D. Gallery # Pittsburgh, Pa. V-P. Philadelphia Co.(Pittsburgh) 1926 
R. B. Mellon Pittsburgh, Pa. Pres. . Mellon Nat'l Bank 1927 
Joseph R. Naylor # Wheeling, W, , Va. John S. Naylor & Company -1927 

District No. 5 ~ Baltimore Branch of the Federal Reserve 
Bank of Richmond ( Albert II. Dudley, Managing Director ) 

Albert H. Dudley Baltimore, Md. 1925 
Levi B. Phillips Cambridge, Md. Pres. Nat'l Bank of Cambridge 1925 
Win. II. Mat thai # Chrm. Baltimore, Md. V-P. Nat'l Enameling & Stamping Co. ,1925 
Carter G. Osburn Baltimore, Md. Prea.Farmers & Mar. Nat'l Bank lg26 
Edraind P. Cohill # Hancock, Md. Pres. & Treas .Tonoloway Orchard Co. Iy26 
Henry 3. Wilcox Baltimore, Md. V.Chrm. Merchant's Nat'l Bank 1927 
John G. Rouse # Baltimore, Md. Pres. Rous e, Hemp stone & Co. 192? 
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X-4237-a 4.6 
District H 0.5 - Hex? Orlea .ns Branch of the Federal Reserve 
Bank of At lanta ( Marcus Walker, Managing Director.) 

DIRECTOR RESIDEHCE I-TJSIFPSS AFFILIATION TEE:.. EXPIRES 
."Dec.31 

Marcus Walker Hew Orleans, La. * 1925 
J. P. Butler, Jr., ii ii ii Pres.Canal Coa'l Tr.6 Svgs.21:. 1925 
P. H. Saunders fChnr:. ii ii ii V-P.Herman,Saunders &. Co., Inc. 1525 
F. T.". Foote Hattiesburg, Miss Pres.First Hat'l Bank 1925 
L. C. Simon # l*ew Orleans, La. Pres.Kohn, Weil & Sir.cn, Inc. 1926 
R. S. Kocht ii ii ii Pres.Hibernia. Bank & Tr.Co. 1537 
Albert P. Bush # Mobile, Ala. Pres.T.G-iBush Grocery Co. 1927 

District Ho.6 - Birmingham Branch of the Federal Heserve 
Bank of Atlanta '( A. 5. Walker, managing Director.) 

A. E. Walker, Birmingham, Ala. 1525 
John H. Frye Birmingham, Ala. Pres.Traders Hat11 Bank 1925 
W. H. Ke11ig_ tt Chra. Biraingham, Ala. Southern Rep., Crane Company 1925 
W. W. Crawford Birmingham, Ala. Pres.American Trust & Svgs.Bank 1926 
Oscar Wells # Birmingham, Ala. Pres.First Hat'l Bank _ 1926 
T. 0. Smith Birmingham, Ala. Pres.Birmingham Trust & Svgs.Co. 1927 
John P. Kohn # Montgomery, Ala. Seal Estate and Insurance 1927 

District Ho.6 - Jacksonville Branch of the Federal Reserve 
Bank of Atlanta ( George 3. DeSanssure, Managing Director.) 

George R. DeSaussure Jacksonville, Fla. 1925 
G. G. Ware Leesburg, Fla, Pres.First Hat11 Bank 1925 
J. C. Cooper # Chra. Jacksonville, Fla. Attorney at Law 1925 
Edward W. Lane Jacksonville, Fla. Pros.Atlantic Hat'l Bank 1926 
Fulton Saussy # Jacksonville, Fla. Saussy & Comson 1926 
C. P. Kendall Jacksonville, Fla. V-P.Barnett Hat'l Bank 1927 
L. C. Edwards f Tampa, Fla. Pres.Florida Citrus Exchange 1927 

District Ho.6 - Hashville Branch of the Federal Reserve 
Bank of Atlanta ( Joel B. Fort, Jr., Managing Director.) 

Joel B. Fort, J% Hashville, Tenn. 1925 
T. A. Embry Winchester, Tenn. Pres.Farmers Hat'l Bank 1925 
W. H. Hartford # Chra. Hashville,. Tenn. Pres.Hartford Hosiery Mills 1925 
E. A. Lindsey Hashville, Tenn. Pros.Tenn.Hermitage Hat'l Bank 1926 
P. M. Davis # Hashville, Tenn. V-P American Hational Bank 1926 
J. E. Caldwell Hashville, Tenn. Pres.4th & 1st Bank & Trust Co. 1927 

m 
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District No. 7 - Detroit Branoh of'̂ ihe Federal Reserve 
Bank of Chicago ( To. R. Cation, Managing Director ) 

DIRECTOR RESIDENCE DUSIFES5 AFFILIATION TERM EXPIRES 
Dec.31 

T.'m. R. Cation Detroit, Mich. 1925 
•Julius H. Haass Detroit, Mich. Pres.Wayne County & Home Svgs.Bk. . 1925 
vhas. H. Hodges # Chrm. Detroit, Mich. Pres.Detroit Lubricator Co 1925 
John 11. Staley Detroit, Mich. Pres.Peoples State Bank 1926 
N. P. Hull # Lansing, Mich. Pres.Grange Life Insurance Co. 1926 
George B. Morley Saginaw, Mich. Pres.Second Nat' 1 Bank 1927 
Harry H. Bassett # Flint, Mich. Pres.Baick Hotor Company 1927 

District No. 
# 

8 - Louisville Branch of the Federal Reserve . 
Bank of St. Louis ( ~i. P. Kincheloe, Managing Director ) 

W. P. Kincheloe Louisville, Ky. 1925 
Attilla Cox Louisville, Ky. Attorney 1925 
B. L. Swearingen fChrm. Louisville, Ky. Pres.First Nat'l Bank 1925 
Eugene 3. Hoge Frankfort, Ky. Pares--State Nat'l Bank 1926 
William Black f Louisville, Ky. Pres.B. F. Avery & Sons, Inc. 1926 
Max 3. Nahm Bowling Green,Ky. V-P. Citizens Nat'l Bank 1927 
E. H. Wood # Lucas, Ky. * Farmer & Live Stock Grower 1927 

District No.8 - Memphis Branch of the Federal Reserve 
Bank of St. Louis ( V. S. Fuqua, Managing Director ) 

V. S. Fuqua Memphis, Tenn 1925 
J. W. Vanden Jackson, Tenn. Pres.First Nat'l Bank 1925 
T. K. Riddick # Chrm. Memphis, Tenn. Attorney 1925 
Jno. D. McDowell Memphis, Tenn. Pres.Fidelity Bank & Trust Co. 1926 
S. E. Ragland # Memphis, Tenn. Pres.Central-State Nat'l Bank 1926 
R. Brinkley Snowden Memphis, Tenn. V-P. Bank of Commerce & Trust Co. 1927 
E. M. Allen # Helena, Ark. Planter & Real Estate 1927 

District No .8 - Little Rock Branch of the Federal Re-
serve Bank of St. Louis (A. F. Bailey, Managing Director) 

A. F. Bailey Little Rock, Ark. 1925 
J. E. England, Jr. Little Rock, Ark'. Pres.England Nat'l Bank 1925 
Moorhead Wright # Chrm. Little Rock, Ark. Pres.Union Trust Company 1925 
Stuart Wilson Texarkana, Ark. T-P. State Nat'l Bank 1926 
C. S. McCain # Little Rock, Ark. „ P;re3, Bankers Trust Company 1926 
John M. Davis Little Rock, Ark. Pres.Exchange Nat111 Bank 1227 
Haiap Williams # Hot Springs, Ark. pres.Eamp Williams Hardware Co. 1927 
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District No. 9 ~ Helena. Branch of the Federal Reserve 
Bank cf Minneapolis (E. 5. Towle, Managing Director.) 

DILECTOE RESIDENCE BUSINESS AFFILIATION TERM EXPIRES 
Dec.31 

E. E. Towle Helena, Mont 19^5 
Lee M. Ford Great Falls, Mont Pres. Great Falls Natl. Bank 13^5 
II. 7i, Rowley # Chrm. Fillings, Mont. Pres. Billings Investment Co. 1925 
B, 0. Kaufman Helena, Mont. Dir. Union Bank and Trust Co. 1$26 
C. J. Kelly f Butte, Mont. Hanson Packing Company 19̂ 5. 
T. A. Marlow Helena, Mont. Pres. Natl. Bank of Montana 19^7 
Henry Sieben # Helena, Mont. Pres. Sieben Live Stock Co. 19^7 

District No. 10 - Denver Branch of the Federal Reserve 
Bank of Kansas City (J. E. Olson, Managing Director.) 

J. E. Olson Denver, Colo. 19^5 
Harry Farr Greeley, Colo. v«j? ,$arr -BroSuce .Corcnany . __ 1925 
Murdo MacICenzie # Chrm. Denver, Colo. The Matador Land & Cattle Co.,Ltd. 1925 
A. C. Fester Denver, Colo. V-P. United States Nat'l Bank 19-̂ 6 
E. H. Davis # Denver, Colo. Merchant, Wholesale Drug business 1926 
C. C. Parks Denver, Colo. V-P. First Nat'l Bank 1927 
Wm. L. Petriken # Denver, Cclo. Pres. Great WestemSugar Co. 1927 

District No. 10 - Omaha Branch of the Federal Reserve 
Bank of Kansas City (L.H.Earhart, Managing Director.) 

L. H. Earhart Omaha, Nebr. 1925 
A. H. Marble Cheyenne, Wyo. Pres.Stock Growers Nat'l Bank 1925 
W. J. Co ad # Chrm. Omaha, Nebr. Pres. Packers Nat'l Bank 1925 
T. L. Davis Omaha, Nebr. V-P. First Nat'l Bank 1926 
J. E. Miller # Lincoln, Nebr. Miller & Paine Department Stores 1926 
R. 0. Marnell Nebraska City, Nebr. Cashier, Merchants Nat'l Bank 1927 
A. J. Weaver # Falls City, Nebr. V-P. First National Bank 1927 

District No. 10 - Oklahoma. City Branch of the Federal 
Reserve Bank of Kansas City (C.E.Daniel,Managing Director.) 

C. E. Daniel Oklahoma City, Okla. 1925 
Ned Holman Guthrie, Okla. Pres. First Nat'l Bank 1925 
E. K. Thurmond # Chrm. Oklahoma City, Okla.Banker 1925 
Walter Ferguson Oklahoma City, Okla. V-P. First Nat'l Bank 1926 
Frank Buttram # Oklahoma City, Okla. V-P. Liberty Nat'l Bank 1926 
William Mee Oklahoma City, Okla. Pres. Security Nat'l Bank 1927 
W. A. Stuart # Okmulgee, Okla, pres. Fuller ton-Stewart Lumber Co. 1927 
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District No.11 - El Paso Branch of the Federal Reserve 
Bank of Dallas ( Dwight P.Beordan, 1,'anaging Director ) 

X-4237-a 
49 

DIRECTOR BUSIFFSS AFFILIATION 

Dwight P. Beordan 
E. 1.1. Hurd 
W. 17. Turney # Chrm. 
E. A. Gaboon 
A. P. Coles # 
George D. Flory 
H. L. Kokernot f 

El Paso, Texas 
II Paso, Texas 
El Paso, Texas 
Bo swell, N. K. 
El Paso, l"3xas 
El Paso, Texas 
Alpine, Texas. 

TEBi: EXPIRES 
Dec.31 

The H.'Lesinsky Company 
Attorney at Law 
Prjs., First iTatl .Bank cf Be swell 
Irvve stments 
Y-P., The State Natl. Bank 

Cattleman 

1925 
1925 
1925 
1926 
1926 
122? 
1927 

District Ho.11 - Houston Branch of the Federal Reserve 
Bank of Dallas ( Fred Harris, Managing Director ) 

Fred Harris 
Guy Igs, Bryan 
B. M. Farrar # Chrm. 
E. F. Gossett 
J. Cooke Wilson # 
Fred ¥. Catterall 
E. A. Peden # 

Houston, Texas 
Houston, Texas 
Houston, Texas 
Houston, Texas 
Beaumont,Texas 
Galveston,Texas 
Houston, Texas 

1925 
V-P. Second Nat'l Bank 1925 
Pres.Farrar Lumber Co. 1925 
V-P. South Texas Com.Nat'1 Bank 1925 
Pres.The Wilson Brcach Company 1925 
Cash.First ITatl.Bank of Galveston 1927 
Pres.Pelen Ircn anJ Steel Conyany 1927 

District Ho.12 - Portland Branch of the Federal Beserve Bank 
of San Francisco ( Frederick Greenwood, Managing Director ) 

Frederick Greenwood Portland, Ore. 1925 
Edward Cookingham Portland, Ore. Pres.Ladd & Tilton Bank 1925 
Jos. N. Teal # Chrm. Portland, Ore. Teal, Winfree, Johnson & McCullock 1925 
J. C. Ainsworth Portland, Ore. Pres.United States Nat'1 Bank 1926 
Nathan Strauss # Portland, Ore. . Gen.Mgr.,Fibischner,IJayer & Co. 1925 
William Pdllman Baker, Ore. Pres.First kat11 Bank; & Pres 

Baker Loan & Trust Company 1927 
A. C. Dixon # Eugene, Ore. Gen.Mgr. .Booth-Kelly Lumber Co. 1927 

District No.12 - Seattle Branch of the Federal Reserve 
Bank of San Francisco (C. B. Shaw, 1,Managing Director ) 

C.B. Shaw Seattle, Wash. 1925 
Chas.E.Peahody # Chrm. Seattle, wash. Chrm. Paget Sound Navigation Co. 1925 
M. F. Backus Seattle, Wash. Pres. National Bank of Commerce 1925 
1.1. A. Arnold Seattle, Wash. Pres. First Hat'1 Bank 1926 
Chas. II. Clarke § Seattle, Wash. Pres. Kelly Clarke Company 192y 
E. W. Purdy Bellingham, Wash. Pres. First Nat11 Banlc 1927 
Charles E. Ga.ch.es # Mt.Vernon, Wash. Farmer 1927 
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50 
District Ho. 12 - Spokane Branch of the Federal Reserve 
Bank of San Francisco ( YT. L. Partner, Managing Director.) 

DIRECTOR SESIDEHCI 

W. L. Partner 
3. L. Sutter 
Peter McGregor # Chrm. 
C. S. McBroom 
G. I. Toevs # 
Charles -£/. McZenzie 
E. H. Van"0strand # 

Spokane, 
Spokane, 
Hooper, 
Spokane, 
Spokane, 
Colfax, 

Wash. 
Wash. 
Wash .• 
Wash. 
Wash. 
Wash. 

BUSINESS AFFILIATION TERLi EXPIRES 
Dec.31 

Coeur d'Alene,Ida. 

Pres.Spokane & Eastern Tr.Co. 
Pres.McGregor Land & Livestock 
Pres.Exchange Mat11 Bank 
V-P. Centennial Mill Company 
"Retired 
Pres.Craig Mountain Lumber 

Co.,Winchester,Idah@ 

Co. 

,1925 
1925 
1925 
1926 
1926 
1927 

1927 

District Ho. 12 - Salt Lake City Branch of the Federal Re-
serve Bank of San Francisco (R.B.Motherwell,l^anaging Director) 

R. B. iviotherwell 
L, H. Farnsworth 
G. G. Wright # Chrm. 
Charles H. Barton 
Lafayette Hanchett # 
J. S. Bassell 
Chapin A. Day # 

Salt Lake City,Utah 
Salt Lake City,Utah 
Salt Lake City,Utah 
Ogden, Utah 
Salt Lake City,Utah 
Pocatello, Idaho 
Ogden, Utah 

Chrm.Walker Brothers, Bankers 
Gen.Mgr.Consol'd Wagon & Mach.Co. 
Pres.Hat'1 Bank of Commerce 
Pres.Utah Power & Light Co. 
Pres.Citizens Bank & Trust Co. 
Pres.Ogden Portland Cement Co. 

1925 
1925 
1925 
1926 
1926 
1927 
1927 

District Ho. 12 - Los Angeles Branch of the Federal Reserve 
Bank of San Francisco ( C. J. Shepherd, Managing Director.) 

C. J. Shepherd, Los Angeles, Cal. 1925 
Henry M.Robinson Los Angeles, Cal. Pres.First Hat'1 Bank 1925 
Isaac B. Hewton # Chrm. Los Angeles, Cal. Retired 1925 
J. F. Sartori Los Angeles, Cal, pres.Security Trust & Svgs.Bank 1926 
W. Lt Valentine Fuller ton, Cal. Pres. Fuller ton Oil Cc. 1926 
F. J. Belcher, Jr. San Diego, Cal. Pres.First Hat11 Bank 1927 
E. M. Lyon # Redlands, Cal. Horticulturist 1927 

# Appointed by Board 
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FEDERAL RESERVE B O A R D 
X-4239 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

January 9, 1925. 

SUBJECT: Procedure in Adjustments of Capital Stock Holdings 
of Member Banks. 

Dear Sir: 

Referring to Board's letter X-4206 of December 11, 1924, 
on the subject of"Adjustments in Capital Stock Holdings of Member 
Banks",several inquiries have been raised regarding procedure, 
and in order that the practice of all Federal reserve banks may be 
similar you are advised as follows: 

(1) Adjustments are to be made January 1 and July 1 of each 
year. By this it is meant that beginning with the dates named or 
as soon thereafter as the reports are available, the office ox the 
Federal Reserve Agent should check the stockholdings of member banks 
with the capital and surplus figures as shown in reports of condition 
rendered at or about the close of the preceding six months' period, 
and request the member banks by letter to file appropriate applica-
tions for changes in stock where their holdings do not conform to 
that required by law and the regulations of the Board, it being under-
stood that in connection with decreases in surplus you will be governed 
by the special instructions heretofore issued. (See letter X-3874, 
November 1, 1923). When the applications have been received and veri-
fied, they should be listed and forwarded to the Board. 

(2) Applications involving a small number of shares which come 
in voluntarily after the submission of those received as a result of 
the semi-annual canvass, may be submitted at your convenience, it 
being suggested that they be permitted to accumulate for a period of 
say one month. 

(3) Applications involved in the following instances should be 
forwarded to the Board as promptly as possible; 

(a) Those for original stock; 
(b) Those of liquidating agents or receivers for surrender 

of stock; 
(c) Those resulting from consolidations; 
(d) Those involving a considerable amount of stock, oc-

casioned by an increase in capital or surplus, or 
by a decrease in capital. 
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X-4239 

What is to "be considered a "considerable amount of stock" is 
left to your discretion, with the suggestion, however, that it would "be 
well to take care of all applications where the change in capital or 
surplus amounts to $100,000 or more. In cases where the change is less 
than $100,000 the ratio of the change to the size of the "bank, as 
evidenced "by its capital and surplus, should "be taken into consideration. 

(4) It is of course to "be understood that the above arrangement 
does not involve the certificates of increase and decrease of capital 
stock which you render periodically upon a form addressed to the 
Comptroller of the Currency. These should now "be made out in dupli-
cate at the close of "business June 30 and December 31, and forwarded 
to the Comptroller of the Currency and to the Board. In this con-
nection it is requested that the certificates be accompanied by a 
recapitulation in substantially the form herewith. 

Very truly yours, 

WAITER L. EDDY, 
Secretary, 

Enclosure: 

TO AIL 3PEDERAL RESERVE AGENTS. 
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S E C A P I I U L A T I 0 IT 

State 
Previously 
Allotted 

Allotted 
Sliis period 

Surrendered 
this period 

Held at end 
of period 

- NATIONAL BAKK STOCK 

! 

1'OIAI.S: 

STATE MEMBER BAKK STOCK— 

! 

'• 

i i " 

TOTALS: 
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FEDERAL RESERVE B O A R D 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

x-UaUo 

January 9, 1925 

SUBJECT: Code Words to be used in Currency Telegrams. 

Dear Sir: 

The Federal Reserve Board's letter of July 8, 1922, 
(X-3^70), "Code Words to be Used in Currency Telegrams" has been 
revised and is superseded by this letter. Please amend all code 
bocks accordingly. 

CLAVICLE: Treasurer, U. S., requested to ship today (name of 
bank or branch)(amount) (denomination) . Plea.se credit 
Treasurer, U. S., as transfer of funds upon receipt. 

CLAYBANK: Treasurer, U. S., desires to obtain your Federal 
Reserve notes (amount)(denomination). If you can 
accommodate M m plea.se arrange with Agent your bank 
to wire Board today instructions to deliver your 
Federal Reserve notes to Treasurer on (date) talcing 
credit in Treasurer's general account same date. 

CLAYZILN: Collateral having been deposited with ma to cover 
issue, please request Comptroller to deliver to 
Treasurer, U. S., (date)(amount)(denomination) Fed-
eral Reserve notes of this bank. General account 
of Treasurer, U. S., will be charged same date. 

CLAYMORE: Please request Comptroller of the Currency to ship 
(Federal Reserve Agent, Assistant Federal Reserve 
Agent, Bank or Branch) Federal Reserve notes as 
follows: (amount)(denomination) . Confirmation is 
being forwarded today by ma.il. 

Very truly yours, 

J• C. Noell, 
Assistant Secretary. 

TO CHAIRMM OF ALL FEDERAL RESERVE BANKS 
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FEDERAL RESERVE B O A R D 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-4241 

January 9, 1925, 

SUBJECT: Discontinuance of Complete Par List for 
July. 

Dear Sir: 

Daring the past few years, it has been 
customary for the Board to publish in January 
and July a. complete par list and a monthly sup-
plement thereto for the remaining months of the 
year. The suggestion has recently been made 
that the publication of the complete list for 
July might be dispensed with, and that a monthly 
supplement similar in form to that prepared for 
other months be issued in lieu thereof. 

In view of the fact that substantial 
changes in the par list are gradually becoming 
less frequent and also that an approximate saving 
to the System of $2,000 per annum would'be ef<-
fected by the elimination of the complete list 
for July, it is believed the above proposal 
merits consideration. 

The Board will accordingly appreciate 
advice from you as to whether or not, in your 
opinion, adoption of this suggestion will prove 
practicable. , s ; 

Yours very truly, 

J. C. KOell, 
Assistant Secretary. 

TO GOVERNORS OF ALL FEDERAL^S&ERVE BANKS. 
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X-4242 
TREASURY DEPARTMENT 
Office of the Secretary 

WASHINGTON 
January 6, ig2$. 

The Governor 
Federal Res$#rve Board. 

Sir:. 

You are hereby advised that the Department has referred to the Disburs-
ing Clerk, Treasury Department, for payment, the account of the Bureau of 
Engraving and Printing for preparing Federal reserve notes during the period 
December 1 to December 31, 1924, amounting to $95)4-03, &s follows: 

Federal. Re serve No te s i g i 4 ^ 
M $10 ^20 . Total 

Boston 100,000 50,000 50,000 §00,000 
New York 400,000 400,000 
Philadelphia 100,000 $0,000 50,000 200,000 
Cleveland . 125,000 50,000 50,000 225,000 
RichmoTvl 100,000 50,000 2$,000 175,000 

Atlanta 100,000 100,000 
Chicago 391,000 391,000 
Kansas City 247,000 247,000 
Dallas 100,000 50,000 40,000 190,000 
San Francisco 200,000 50,000 100,000 350,000 

1,863,000 300,000 315,000 2,478,000 

2,478,000 sheets at $38.50 per M $95,403.00 

The charges against the several Federal Reserve Bateks are as follows: 
Compen- Plate 

Sheets sation Printing Materials Total 

Boston . 200 , 0 0 0 $ 3 , 5 5 0 . 0 0 $ 1 , 6 3 6 . 0 0 $2,514.00 $7,700.00 
New York 400,000 7,100.00 3,272.00 5,028.00 15,400.00 
Philadelphia .. 200,000 3,550,00 1,636.00 2,514.00 7,700.00 
Cleveland 225,000 3,993-75 1,840.50 2,828,25 8 , 6 6 2 . 5 0 
Richmond 175,000 3 ,106 .25 1 ,431 .50 2 ,199 .75 6 , 7 3 7 . 5 0 
Atlanta 100,000 1,775-00 818.00 1,257.00 3,850.00 
Chicago ., 3 9 1 , 0 0 0 6,940.25 3,198.38 4,914.87 1 5 , 0 5 3 . 5 0 
Kansas City... 247,000 . 4,384.25 2,020.46 3,104.79 9,509.50 
Dallas 190,000 3,372.50 1,554.20 2,388.30 7,315.00 
San Francisco. . 350,000 6,212.50 2,861.00 4,199.50 13,475.00 

2 , 4 7 8 , 0 0 0 43 ,984 .50 20,270.04 31 148.46 9 5 , 4 0 3 . 0 0 

The Bureau appropriation will be reimbursed in the above amount from 
tho indefinite appropriation "Preparation and Issue of Federal Reserve Notes.. 
Reimbursable", and it is requested that your board cause such indefinite 
appropriation to "be reimbursed in like amount • 

Respectfully, 

Commissioner. 
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FEDERAL RESERVE B O A R D 5 7 

W A S H I N G T O N 

X-4243 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

January 12,1925 

SUBJECT: Bank and Public Relations Work. 

Dear Sir; 

Reference is made to the Board's letter of 
December 19, 1924, X-4218, with regard to the Committee 
report submitted at the recent conference of Federal 
Reserve Agents on the subject of "Banlc and Public Rela-
tions Work". The Board's attention has been called 
to the fact that the conference had in mind, not a con-
certed effort "to bring before the business men of the 
country the advantages they are receiving*** from the 
Federal Reserve System", but "the preparation of definite 
plans for bringing about a better understanding of the 
System among the business men". 

The Board has, therefore, reconsidered the 
action reported in its previous letter and has approved 
the recommendation that a committee of the Agents give 
consideration to the preparation of such plans. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

TO ALL FEDERAL RESERVE AGENTS. 
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( c c ? T) 1-4244 

January 13, 1925. 

My dear Senator 

I have your letter of January 7th enclosing a letter 
from Mr. , regarding the eligibility 
of notes based on calcium arsenate stored in Federal warehouses 
for rediscount by Federal reserve banks. 

The eligibility of promissory notes for rediscount by 
Federal reserve banks docs not depend upon the existence or 
character of collateral security; but, under the terms of 
Section 13 of the Federal Reserve Act it depends upon the 
question whether or not they are issued or drawn, or the 
proceeds are used for commercial or agricultural purposes. 
If, therefore, the notes in question are negotiable in form, 
have,maturities not in excess of those prescribed by the 
Federal Reserve Act, and arise out of commercial or 
agricultural transactions or the proceeds are used for 
commercial or agricultural purposes, they are technically 
eligible for rediscount at a Federal reserve bank. 

If the notes are notes of farmers given in payment for 
calcium arsenate or any other goods to be used for strictly 
agricultural purposes, such notes would be eligible for 
rediscount as agricultural paper with maturities not in excess 
of nine months. 

If, however, such notes are the notes of dealers in calcium 
arsenate, they could be eligible only as commercial paper with 
maturities not in excess of 90 days. !Ehe storage of calcium 
arsenate or any other goods by a dealer pending a reasonably 
prompt sale would be deemed to be a commercial transaction 
within the meaning of the Federal Reserve Act and notes given 
to finance the storage would be eligible as commercial paper; but 
if the storage is for the purpose of withholding calcium arsenate 
from the market in order to obtain a speculative price it would 
not be deemed a commercial transaction. 
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While the eligibility of promissory notes for rediscount 
from a legal standpoint does not depend at all upon the 
existence or character of collateral security, you, will, of 
course, understand that the existence of good collateral will 
make then more desirable from a credit standpoint. The 
desirability from a.credit standpoint of paper offered for 
rediscount* however, is a matter to be passed upon by the 
Federal reserve banks in the exercise of their banking 
discretion rather than by the Federal Reserve Board. If 
any more definite or specific information is desired, 
therefore, as to whether these notes will actually be 
accepted for rediscount when offered to a Federal reserve 
bank it would be best to take the matter up directly with 
the Federal reserve bank to which it is contemplated such 
notes will be offered. 

Very truly yours, 

(Signed) D. E. Crissinger, 
Governor 
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W A S H I N G T O N 

60 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-4246 

January 15,1925. 
\ 

SUBJECT; Change in Inter-District Time 
Schedule. 

Dear Sir: 

By agreement between the Federal Re-
serve Bank of St. Louis and the Federal Reserve 
Bank of Kansas City, the following change should 
he made in the inter-district time schedule: 

St. Louis to Omaha - one day 

For the time "being it has been con-
sidered advisable that no change be made in the 
time schedule on items forwarded by Omaha Branch 
of the Federal Reserve Bank of Kansas City to the 
Federal Reserve Bank of St. Louis. 

Yours very truly, 

J. C. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL FEDERAL RESERVE BASKS. 
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IN THE DISTRICT COURT OF THE UNITED STATES 

For the District of Oregon. 

FEDERAL RESERVE B A H ) 
OF SAN FRANCISCO, ) 

Plaintiff,) .. 3-8658 
v. ) 

) November 17, 1924. 
PACIFIC GRAIN COMPANY, ) 

. Defendant, ) 

Albert C. Agnew, of San Francisco, California, and 
Wood, Montague & Matthiessen, of Portland, Oregon, 

for plaintiff: 

Dolph, Mai lory, Simon & Gear in and Edgar Freed, 
all of Portland, Oregon, for Defendant. 

WOLVERTON, District Judge: 

At the time of the transactions 

hereinafter noted, the Federal Reserve Bank of San Francis-

co (to be, for convenience, called the Bank), was the 

holder, .Sir5:indorsement, of McCormick & Co., Bankers, of 

three promissory notes, aggregating $40,000, of which Inter-

mountain Milling Company was the maker, "bearing date, re-

spectively, February 28, March 7, and March 9, 1921. The 

Pacific Grain Company, by J. E. MacAlpine, its authorized 

agent, wrote the Federal Reserve Bank, Salt Lake City, Utah, 
% 

as follows: 

"Salt Lake City, Utah, 
Jur~ 17th, 1921. 

Federal Reserve Bank, 
Salt Lake City, Utah. 

Gentlemen: 

In conformity with arrangements made on all 
of the outstanding paper of the Inter-mountain Milling 
Company, held, by other banks, we will state to you, that, 
in consideration #f your extending note you hold of 
$40,000.00 for a period of thirty days from date, we 
will at the expiration of that time indorse the paper 
on the understanding that arrangements can be made for 
a further extension or renewal, 

Yours truly, 
Pacific Grain Company, 
By J, E. MaCAlpine, Agt. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



63 

The proposition couchcd in the lettayi was 12aa© 

in pursuance of previous conversations "between the 

writer and Louis H. Moore, who. at the time was the 

authorized collecting agent of the Bank, that is, the 

Federal Reserve Bank of San Francisco. 

At this #time the Grain Company was the owner 

of seventy per cent of the stock of the Milling Company. 

The two companies had interlocking directorates; that 

is to say, three members of the "board of directors of 

the Grain Company, who were owners of qualifying shares 

in the Milling Company, were also directors of the latter 

company, and constituted a majority of the hoard. Ho"ben 

was secretary of the Grain Company, and Kennedy of the 

Milling Company. Draper was president of "both concerns. 

The dealings "between the two companies in respect to the 

transactions relating to the sale of grain out of which 

the debt in suit arose, that is, the total during the 

season, amounted to a very large sum of money. Mr. Max 

Houser was the principal owner of the Grain Company, and 

Kennedy was his confidential employee, and handled "busi-

ness more or less for the Grain Company. 

At about the same date as the proposition by 

MacAlpine, agent, was made for an indorsement of the Bank's 

paper, the Grain Company, through Kennedy, procured a re-

newal of the Milling Company's note with Walker Bros., Bankers, 

and further endeavored to secure a loan of a large sum on the 

Milling Company's properties. So it may "be said that there 

was then existing an interrelation "between the two companies 

respecting their "business organization and affairs. 

In the meantime the Milling Company has gone into 

the hands of a receiver, through voluntary liquidation, 

and the Grain Company has presented to the receiver for 

— 2 -
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payment its claim for a large »W« which claim is being 

held by the receiver in process of inquiry whether to 

9.II0W or disallow the same. 

The instant suit is one to compel specific 

performance on the part of the Grain Company, in that 

it be required to indorse the Bank's paper, and be held 

to liability thereon, and to restrain it from disposing 

of its claim against the Milling Company, and for fur-

ther relief. 

The first contention of the defendant is that 

it has not been shown that the Grain Company had such an 

interest in the Milling Company as to take the case out 

of the rule that one corporation cannot indorse paper for 

another. I am of the view, however, that the application 

of the rule is obviated under the facts appearing in the 

foregoing statement. 

The next question arising is, as it is perti-

nently stated by counsel for the defendant, "Did the Pacific 

Grain Company contract to indorse the notes?" This leads 

to an examination of the letter, or it might otherwise be 

termed the proposition or offer, of June 17th. The per-

tinent context is, "That, in consideration of your ex-

tending note you hold of $40,000.00 for a period of 

thirty days from date, we will at the expiration of that 

time indorse the paper on the understanding that arrange-

ments can be made for a further extension or renewal." 

let us (analyze- .the paper, as fat as is essential« 

The last clause, namely, "on the understanding," etc., 

is somewhat ambiguous. If read as a proviso (of which 

it has some of the earmarks), it would seem to render the 

proposition clearer, and there is some indication from 

— 3 — 
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evidence aliunda that such was tho understanding. Llore, 

the collecting: Bgdnt< for the Be serve Bank, had previously 

had a conference with MacAlpine with respect to the Milling 

Company's obligations than held "by the Bank, and touching 

which the Bank was desirous of obtaining the indorsement 

of the Grain Company. The financial condition of the 

Milling Company was more than likely in the minds of the 

agents at the time, and the interlocking relations of the 

two companies were probably understood by both uucK agents. 

Further, it appears that about the same time that the propo-

sition was made for indorsement by agent MacAlpine, namely, 

June 17, 1921, the Grain Company arranged with Walker Bros,, 

Bankers, at Salt Lake City, for a renewal of a note of the 

Milling Company. These matters of evidence throw some 

light upon what was meant by the words "further extension 

or renewal." Evidently "extension11 pertained to an act 

that required the assent of the Bank, while "renewal" is 

referable to an act that could be performed only by the 

Milling Company; it being the maker of the notes held by 

the Bank. So that, read in the light of the evidence, 

the indorsement was to be made provided "arrangements 

can be made" for an extension on the part of the Bank, 

or a renewal on the part of the Milling Company. In 

either event, if accomplished, the Grain Company was to 

indorse. 

But however it may be, whether we treat the clause 

- as a proviso or adhere to the literal, it is clear that 

it was contemplated that there should bo an accord between 

the parties pertaining to a further extension or renewal as 

a condition to the indorsement of the notes by the Grain 

Company. 

4 •** 
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Tiie consideration for the proposition was an exten-

sion of time for payment of the notes. The notes "became due 

on May 29th, June 5th, and June 7th, respectively, and the 

Bank was already extending grace when the proposition was 

made June 17th, and thence continued to refrain from en-

. forcing payment of the obligations. She act of the Bank 

in thus continuing to refrain from enforcing the obligations 

was a sufficient consideration on its part for sustaining 

the proposition. 

It is argued that the proposition was never accept" 

@d "by the Bank, and therefore failed as an agreement between 

the parties. But the very act which supplied the consider-

ation was also the equivalent of an acceptance of the propo-

sition on the part of the Bank, and it then became an agree-

ment to be fulfilled by the parties according to its terms 

and conditions. It is quite apparent that the proposition 

put in writing was but a confirmation of the understanding 

touching the matter that was previously reached orally. 

The question of larger difficulty arises in view 

of the stipulation for indorsement of the paper. It in-

cludes and contemplates an arrangement for further extension 

or renewal, which involves the element of time, and this, 

from the very nature of things, is necessarily to be arrived 

at as a condition to the indorsement. That is to say, a fur-

ther agreement as to the time the obligations were to run is 

within the intendment of the stipulation, and that is essen-

tially a prerequisite to the requirement for indorsement. 

Further reference to the correspondence of the par-

ties will be helpful. On June 21, 1921, the Grain Company, 

by J. p. Hoben, Secretary, wrote the Federal Reserve Bank of 

- 5 -
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Salt Lake City confirming the authority of LiacAlpihe 

to sign the letter. On August 8th following, Moore, 

the collecting agent, addressed to the Grain Company 

an inquiry touching what action it expected to take 

respecting the letter of the 17th. On August 12th the 

Grain Company made reply, addressed to the Salt Lake 

City Bank, as follows: 

"We have your letter of August 8th, and wish 
to state that we have been endeavoring to arrive 
at some definite conclusion regarding the affairs 
of the Inter-mountain Milling Co. A meeting is 
to be held next week, and at that time we hope to 
be able to advise you just what can be done in 
the matter, but will say at this time that the 
outlook is not promising." 

On September 15th Moore directed a letter to 

the Grain Company requesting that it fulfill its agreement 

to indorse the paper, and advising that he was sending 

it to the Portland Branch Bank, so as to make it avail-

able for that purpose. The Branch Bank notified the 

Grain Company that it had the paper, and sought to know 

the company's attitude with respect to indorsement of it, 

and was referred, first to Kennedy, and then to Malpas, 

chairman of a bankers' conmittee which at the time had 

the affairs of the Grain Company in charge, and finally 

to Houser, who repudiated all authority of any one for 

writing the letter agreeing to indorse the obligations 

held by the Bank, and stated that, so far as he felt, 

there existed no legal or moral obligation on the part 

of the Grain Company to indorse the paper. This leads 

to no other result than an absolute repudiation on the 

part of the Grain Company of all contract or agreement 

to indorse. 

The Bank stood ready at all times to meet the 

stipulations of the proposition, but without avail. .Had 

- 6 -
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the Grain Company entertained the thought of conferring 

with the Bank for making an agreement as to the time of 

extension, and stood willing to agree to a reasonable 

time in that particular, the Bank would have "been required 

to yield in order to meet the condition of the proposition 

or offer, whatever it may he called. Bat the Grain Company 

having flatly repudiated the proposition, the Bank was under 

no further obligations to insist upon reaching an agreement 

as to the time of extension, and its only remedy left was 

to seek specific performance.; The Grain Company could not 

repudiate its entire obligations and thus rid itself of all 

attempt to come to an agreement with the Bank respecting 

the time the paper should run when indorsed. Having re-

pudiated, and thus refused concord with the Bank as to 

the time of extension, it cannot thereby defeat the right 

of the Bank to insist upon specific performance. 

A Decree will be entered requiring the Grain Com-

pany to indorse the notes of the Milling Company; that the 

Bank recover from the Grain Company the balance due upon such 

paper according to the terms thereof; that the Grain Com-

pany, be restrained from disposing of the proceeds of its 

claim against the Milling Conpany, as prayed; and that the 

Bank have its costs and disbursements. 

- 7 -
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III THE DISTRICT COURT OP THE UNITED STATES 

FOB THE NORTHERN DISTRICT OF GEORGIA. 

CAPITAL GRAIN & FEED COLtPANY 
VS. 

FEDERAL RESERVE BANK OF ATLANTA 

1TO. 659 

AT LAW. 

This is an action at law for damages on account of 

alleged negligence of the Federal Reserve Bank of Atlanta in 

the handling of a check sent it for collection. Demurrers 

to the petition and to the answer are for decision. 

The petition sets up that petitioners, a partnership 

doing business under the name Capital Grain & Feed Company, having 

a deposit of more than $7,500.00 in the Merchants Bank of Montgomery, 

Alabama, drew their check for that sum, payable to the order of 

Fifth National Bank of Hew York, had it certified by the Merchants 

Bank and sent it to the Fifth National Bank for collection and 

credit, it being agreed with the latter bank as follows: 

"This bank acts only as collecting agent and 
assumes no liability on account of delay or loss 
while items are in transit, or until it receives 
final actual payments from its correspondents." 

The check was forwarded by the Fifth National Bank to the 

Federal Reserve Bank of New York and by the latter to de-

fendant, who received it on the morning of December 19th, 

1922. On the afternoon of the next day the check was sent 

for payment direct to the drawee, Merchants Bank of Montgom-

ery, which was a member bank of defendant, reaching it on 

the morning of December 21st. Merchants Bank charged the 

check to plaintiff's account and sent its draft on the de-

fendant in payment, which was received in Atlanta December 

22nd. Though there were funds to the credit of the Merchants 
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Bank sufficient to pay the draft, it r/o.s not paid :vnd pro-

ceeds remitted to the New Yorlc bank. The following day the 

Merchants Bank was put in the hands of a receiver, and it is 

now impossible to collect from it beyond some dividends paid 

by the receiver, which have reduced the loss to $3,750.00. 

Negligence is claimed in that defendant knew the weak condi-

tion of the Merchants Bank and should not have delayed col-

lecting the check as it did, should not have sent it direct 

to the drawee but should have presented it for payment in 

cash over the counter, the Merchants Bank having on hand all 

during December, 1932, cash sufficient to pay it, and should 

not have accepted the draft in payment, or having done so, 

should not have delayed paying the draft until after the 

failure of the Merchants Bank. Notice of the facts was 

not given by defendant until the afternoon of December 23rd, 

and this is also charged as negligence. 

1. The first contention urged is that the defendant 

had no such relations with plaintiffs as to be liable to 

suit by them, but is answerable only to the forwarding bank. 

Under the quoted agreement with the Fifth National Bank, that 

bank did not accept ownership of the check, though it was 

payable to it, but was to act only as an agent for its col-

lection. Had there been no other stipulation, since the 

transaction was in the course of banking business done in 

Hew York, what is termed"the New York rule" would have ap-

plied, by which it would be held that the Fifth National 

Bank had undertaken to make the ultimate collection, furnish-
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ing the necessary agencies and means therefor and. not merely 

to procure for the plaintiffs other agents to make it. Ex-

charge National Bank v. Third National Bank, 112 U. S. 276. 

The result would "be that the correspondent "banks to which 

the check was forwarded would be the agents of the Fifth 

National Bank and not of plaintiffs, and for non-feasance, 

at least, would not he accountable to plaintiffs, as they 

would be if their agents. The plaintiffs would be enti-

tled to hold the Fifth National Bank, and it alone, responsi-

ble. But the New York rule is, after all, only a presump-

tion of law as to what the parties to such a transaction in-

tended to agree to. It may be altered or abrogated by 

statute, or departed from by mere agreement otherwise. Fed-

eral Reserve Bank of Richmond v. Malloy, et al., 264 U. S. 

160/» In that case the deposit for collection was made in 

Florida where the legislature had enacted that "When a bank 

receives for collection any check . . . and forwards 

the same for collection as herein provided ( i.e. without de-

lay, in usual commercial way in use according to the regu-

lar course of business of banks), it shall only be liable 

after actual final payment is received by it, except in case 

of want of due diligence on its part as aforesaid." This 

statute was held to enter into the contract of deposit for 

collection, and since the effect of it was to relieve the 

receiving bank from liability for the defaults of its cor-

respondents, they were held to be intended not to be agents 

of the receiving bank and answerable only to it, but—aJL,the 
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owner of the check and answerable to him. Otherwise the 

owner would "be wholly without remedy on the one hand and on 

the other a principal would have escaped responsibility for 

the negligence of its own agents, and those agents have es-

caped responsibility to any person. In the present case 

the agreement is that the receiving bank "assumes no liability 

on account of delay or loss while items are in transit or 

until it receives final actual payments from its corres-

pondents . The substance of this agreement is exactly the 

same as the Florida statute and must be held to have the 

same consequences. Bach correspondent is the agent 

of plaintiffs and answerable to them for its conduct. 

The plaintiffs may therefore sue the defendant for its neg-

ligence. 

2. While the relationship between plaintiffs and 

the collecting bank is controlled by the law and the contract at 

the place of deposit, as has just been ruled, the duty of the 

correspondent bank is primarily regulated by the law and 

the customs of banking at the place where it does its bus-

iness, and may be affected likewise by special instruc-

tions given it or agreements made. When the Fifth National 

Bank, through the Federal Reserve Bank of Hew York, procured 

the Federal Reserve Bank of Atlanta to act for plaintiffs 

in collecting this check, the parties must have expected the 

thing to be done according to the law and customs applying 

in Atlanta and Montgomery. While the original rule of law 

was that a check ought not properly to be sent for payment 
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direct to the drawee 'bank. Reserve Bank v. Malloy, supra., 

yet in both Georgia and Alabama there are closely similar 

statutes enacting that checks drawn on a bank in another 

city within or without the state may "be sent for payment by 

a collecting bank direct to the drawee bank without incurring 

liability; "Provided, however, such forwarding bank shall have 

used due diligence in other respects in connection with 

the collection of such instrument." See Georgia Acts 1919, 

page 207 Sec. 36; Alabama Acts 1519, page 856, Sec. 1. Un-

der this legislation the mere sending the check to the drawee 

for payment is not negligence and the collecting bank is not 

rendered liable for consequences whicl-* were not reasonably 

to be foreseen by it. If, however, the drawee bank is 

known to the collecting bank to be in a failing condition, 

as is alleged here, and liable at any time to suspend pay-

ments, due diligence may require some extra effort at col-

lection to be made. Whether such was the case here and 

what due diligence would have required to be done under the 

circumstances, are questions of fact to be determined by a 

jury. Ordinarily a forwarding for presentment on the day 

after receipt of a check is considered sufficient diligence, 

5. Cyc« 532; Comer v. Dufore, 95 Ga. 376. but here again notice 

of special circumstances might be considered by the jury to 

require greater haste. 

3. The general rule of law is that a collecting 

bank which accepts in payment of the check to be collected 

the draft of the drawee on another bank takes the risk of the 

- 5 -
Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



X-4243 fAj <s % 4 * V 
draft "being paid, Reserve Bank v. Malloy, supra. The defend-

ant here, while it did not pay the draft on it sent "by the Mont-

gomery "bank, did not return it and demand the check back, 

"but let matters stand, so that it may "be found to have accepted 

it. But it is contended that no harm was done thereby, 

because the Alabama bank had the right, under the Alabama 

statute approved September 30th, 1920, to tender the draft 

in payment. The material part of this statute is: 

"Whenever a check or checks are forwarded or 
presented to a bank for payment by any Federal Re-
serve bank, express company or post office employee, 
other bank, banker, trust company or by any agent 
or agents thereof, or through any other agency or 
individual, the paying bank or remitting bank may 
pay or remit the same at its option either in 
money or in exchange drawn on its reserve agent or 
agents in the city of 2\few York or in any reserve 
city within the Sixth Federal Reserve District.11 

This Act is said to be unconstitutional in that thereby the 

state of Alabama has made something else than gold and silver 

coin tenderable in payment of the debts of the Merchants 

Bank to its depositors. The holder of an uncertified check 

has no debt against the bank; First national Bank v. Whitman, 

94 U. S. 343. Where, however, the bank has certified the 

check for the drawer, as was done here, a direct and primary 

ooligation arises on the part of the bank to pay it; Merchants 

Bank v. State Bank, 10 Wal. 604, at p. 647, 548. It may well 

be, however, that the payment due on the certified check is 

only in such medium and at such time and place as would have 

been proper had the check not been certified. So it becomes 

necessary to examine the application of this statute to or-

w 6 
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7 4 
dinary checks. In Thompson v. Biggs, 5 Wal. 663, where 

the point at issue was the proper medium of payment, it was said: 

"Where the deposit is general and there is 
no special agreement proved, the title to the 
money deposited, of whatever kind, passes to the 
"bank and the bank he comes liable for the amount 
as for a debt which can only be discharged by such money 
as is by law a lawful tender." 

In Farmers Bank v. Federal Reserve Bank of Richmond, 262 TJ. S.649, 

a statute of North Carolina, which gave the bank the right to 

pay its check by another check, except where the 

depositor, in drawing his check, specified that it should be 

payable in money, was good, because it did not deprive the 

depositor of the right to collect his debt in money but sim-

ply made his failure to specify that mode of payment a con-

sent to the payment by check. !Ehe statute here goes much 

further and is fundamentally different. It offers no basis 

of permitted consent in the payment of a particular check 

and could involve the consent of the depositor only by supposing 

that in making his deposit with such a law on the 

statute books he consented thereto. But the statute 

does not pretend to regulate the terms on which deposits in 

banks in Alabama shall be made. It baldly enacts an option 

of payment of them whereby the bank may have an absolute 

choice of paying in cash or by check. This is, on its 

face, a plain effort to make a debt by general deposit dis-

chargeable by something else than gold or silver coin or 

- 7 -
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other medium fixed "by the constitutional Federal authority. The 

depositor so far from being presumed to consent thereto, 

should rather he presumed to have treated the law as void and 

without effect on his rights. Had the act merely made the 

place of payment optional and authorized the drawee to refer 

the holder of the check to its reserve cities for pay-

ment, or if the check to be given on.the reserve city were 

made only tentative and to be payment when itself paid in legal 

money, the case would have been different. It is true that a 

check, as between the parties giving and receiving 

it, is ordinarily not payment until itself paid, unless 

expressly taken as payment, but in the case of a commercial 

check presented and paid by another check, the first check 

is taken up and marked "paid11 and charged to the drawer, and 

he and all prior endorsers are discharged. There is no 

dishonor and protest or other means taken to hold them liv-

able. The second check is thus, by force of commercial 

custom, necessarily payment. And this statute so declares* 

Moreover, the statute is so broad as to appear to apply also 

to the second check given in payment of the first, if on an 

Alabama bank. So that it, when presented, might itself be 

paid by another check and so no money ever be collectible 

in Alabama, or any other state where a similar law should be 

enacted. The statute, as written, %is an effort by a state 

to make a class of debts payable at the option of the debtor 

in something else than gold and silver coin, and is void. 

It affords no reason why the defendant here should not have 

*• 8 
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demanded money in payment of the check in its hands for col-

lection. 

4. It is also contended that the Reserve Board regu-

lation J, Series 1920, sub-section 8, which was in force at 

this time, authorized the* sending of this check direct to 

the drawee, ar-d the remittance back by draft. This regula-

tion, I think, is not such a Departmental action as Till be 

judicially noticed without pleading, as a statute would be. 

Its provisions, not appearing in the petition, cannot be con-

sidered on a demurrer thereto. 

5. Furthermore, the petition alleges that the draft 

which the Merchants Bank sent to defendant was good and that 

defendant neglected to pay it and remit the proceeds promptly and 

that the loss really resulted from that neglect. If that 

be the truth, plaintiffs have a cause of action for this conduct 

independently of all else. 

6. The demurrers to the petition will therefore be 

overruled, except those to paragraphs 15 and 16, touching 

the failure to give notice to the drawer of the situation. 

It affirmatively appears that nothing was unpaid except the 

draft made by Merchants Bank on defendant. The drawer was 

no party to it and not to be notified of its dishonor. More-

over, notice of its non-payment, if it were bad, could have 

been given only twenty-four hours before the receivership, 

and plaintiff could have made no collection without procur-

ing and surrendering this draft. The damage, if any was 

done, was not due to want of notice, nor avoidable by no-
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tice, but to the other matters discusscd above. The plaintiffs ^'"7 

case mast stand or fall on these. Paragraphs 15 and 16 Trill 

be stricken. 

7. The answer is not demurrable as a whole. Its de-

nials put tho plaintiffs on proof of many of their allega-

tions. It sets up that the draft sent the defendant- in 

payment could not be paid when received because in excess of 

available balance on hand to the credit of the Merchants 

Bank, but that items in course of collection for it when 

available would have rendered the draft good. A jury 

might conclude that the defendant acted prudently in hold-

ing the draft to await these collections instead of sending 

it back to Montgomery. 

8. The general reference in paragraph 17 of the 

answer to the rules and regulations of the Federal Reserve 

Board and to business usages and customs adds nothing to 

the defense. These are not to be judicially noticed, but 

must be pleaded and proved in order to be available. On 

the other hand, the general reference to the statutes of 

Georgia and Alabama is unnecessary but unobjectionable, such 

public laws of either state as are applicable and valid be-

ing judicially noticed and applied without pleading or proof. 

9. Paragraph 20 of the answer is defective as plead-

ed. If the rules and regulations of the Reserve bank re-

ferred to were sufficiently pleaded, the knowledge of them 

on the part of the plaintiffs would be material. Their know-

ledge of the statutes involved is not material, for all per-

- 10-
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sons are bound to know the statutes "binding on tanks with 

which they deal. The contention that plaintiffs knew of 

the pending insolvency and failure of the Merchants Bank 

and if they had succeeded in withdrawing their deposits it 

would have "been a preference of then, void under the Alabama 

law, seems to state a natter of defense. The failure of 

the defendant to secure a collection the benefit of which 

the plaintiffs could not retain, would not be a damage to 

them, it appearing that they have received equal treatment 

with other creditors by the receiver. The allegation that 

one of the plaintiffs, being a director of the Merchants 

Bank, ought to have known of its condition, is irrelevant 

and stricken. Such obligation would not in this case be 

the equivalent of actual knowledge. This portion of the 

defense is retained, though iaeagerly pleaded, for further in-

vestigation of the law and facts that aay be applicable thereto. 

Judgment may be taken upon the demurrers in accord-

ance with this opinion. 

This 8th day of January, 1925. 

Sam'l E. Sibley, 

U. S. Judge. 
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The McFadaen "bill as it passed in the House of Representatives 
sets up a new and more restrictive definition of eligibility for 
membership in the Federal Reserve System. It would make ineligible 
for membership all non-member banks operating branches outside the 
home city in States which now permit such branches by "law or 
regulation". These States and the number of banks which would be 
made ineligible except on the condition of giving up their outside 
branches are: 

Arizona <4 
Alabama ,4 
Arkansas ... 2 
California 50 
Delaware 4 
Florida 1 
Georgia 10 
Indiana 1 
Louisiana 21 
Maryland ...15 
Maine 20 
Michigan 3 
Massachusetts ;6 
Mississippi . 8 
ITorth Carolina 34 
New Jersey 4 
Ohio 8 
Pennsylvania 9 
South Carolina 4 
Rhode Island 2 
Tennessee 14 
Virginia 18 
Washington 3 

Total 245 

Several of these States, including Alabama, Arkansas, Florida, 
Indiana, New Jersey and Washington do not now permit the establishment 
of branches, and some others do not permit new branches beyond city 
limits. In Pennsylvania recent branches are of limited power. 
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The Federal Reserve Board. 

Mr. Wyatt, General Counsel. 

C O N F I D E N T I A L . 

At a special meeting of the Board, on the afternoon of Tuesday, January 20, 

the Board, considered, a telephonic request from Senator Glass for an analysis of 

the IfcFadden Bill in the form in which it passed the House of Representatives, 

and the following motion was carried: 

"Mr. Piatt moved that Counsel prepare for submis-
sion to the Board an analysis and criticism of 
the McFadden Bill, both as to form and policy, 
omitting the branch banking provisions. « 

In the following memorandum I shall endeavor faithfully to comply with 

this request and to give a full and frank expression of my own views with re-

gard to this oill. I understand that the Board does not desire me to attempt 

to prepare a statement of what I understand to be, or think ought to be, the 

Board's views, but rather a frank statement of my o m personal views for the 

information of the Board, with the understanding that they will not neces-

sarily be adopted as the Board's views and will not be ccimiunicated to Con-

gress unless they are so adopted. 

Any analysis of a bill such as this necessarily contains the writer1 s 

views as to vAiat will be its legal effect, but I wish to make it clear that 

certain provisions of this bill are so ambiguous that it is impossible for 

me at this time to render a final and thoroughly considered opinion as to 

their legal effect. I can only discuss it on the basis of what I think the 

effect will be if the bill is passed in its present form. 

I shall discuss, each section of the bill in order. 

80 
X-4252 

Jan. 23, 1925 

Analysis and Criticism of 
IfcFadden Bill in the form in which 
it passed the House. 
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SEC. 1. CONSOLIDATION OF STATE BANK WITH NATIONAL BANK. 

Section 1 amends the Act of November 7» 1918, which provides for the 

consolidation of national banks, by adding a new paragraph to provide for the 

direct consolidation of a State bank with a national bank. Under the present 

law, whenever it is desired to consolidate a State bank with a national bank 

it is necessary first to convert the State bank into a national bank and then 

consolidate the two national banks; and this amendment is designed to obviate 

the extra step of first converting the State bank into a national bank. This 

simplification of the procedure would seem to be very desirable. The new sec-

tion follows the general lines of the present provision of the law governing 

the consolidation of national banks and contains ample provision for safe-

guarding the rights of the minority stockholders. It also forbids the con-

solidated association froa retaining any branches which may have been estab-

lished beyond the corporate limits of the place in which it is located, or 

which may have been established within the corporate limits of such place 

subsequent to the enactment of this bill if the State laws did not permit the 

establishment of branches at the time of the enactment of the bill. 

SEC. 2. CHARTERS OF NATIONAL BAMS. 

This section amends Section 513^ of the Revised Statutes so as to 

provide perpetual or indeterminate charters for national banks in lieu of 

the present ninety-nine year charters. It is designed primarily to enable 

national banks to conpete for trust business on more even terms, and is 

very important and desirable. It provides that each national bank shall have 

succession until: 
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(a) It is voluntarily dissolved by the stockholders; 

(b) Its franchise is forfeited for violation of law; 

(c) It is terminated by either a general or special Act of 
Congress; or 

(d) It is placed in the hands of a receiver and finally 
liquidated by him. 

SEC* 5- REAL ESTATE FOR BANKING HOUSES. 

Section 3 amends Section 5137 of the Revised Statutes so as to permit 

a national bank to own such real estate as shall be necessary for its accommo 

da,tion in the transaction of its business instead of only such as shall be 

necessary for its immediate accommodation in the transaction of its business 

as provided by the present law. It simply strikes out the word wiromediatew 

from this section. This is intended merely to serve the convenience of na-

tional banks which desire to purchase lots upon which to construct banking 

houses in the future. Under the present law, as it has been construed by 

the Comptroller, a national bank cannot purchase such a lot unless it in-

tends to build immediately, and this has been found to be somewhat incon-

venient. I see no objection to this amendment• 

SEC. U. CAPITAL STOCK OF NATIONAL BANKS IN OUTLYING DISTRICTS. 

This section amends Section of the Revised Statutes so as to per-

mit the organization of national banks with a capital of $100,000 in the 

outlying districts of cities with a population in excess of $C,000 inhabit-

ants, whereas under the present law a capital of $200,000 is required. In 

the light of the present tendency of local business centers to grow up in 
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the outlying districts of large cities, this would seem to be a. desirable pro-

vision. It is unfortunate, however, that in revising this section the language 

was not simplified and clarified. The language of the present section is quite 

involved, due to the fact that it has been amended from time to time by the 

addition of provisos, and it could very easily be simplified by the use of 

more direct language. No attempt is ma.de to simplify it, and the amendment is 

tacked on at the end as an additional exception, thus farther complicating it. 

SEC. 5- STOCK DIVIDENDS. 

This amends Section $142 of the Revised Statutes which relates to the 

increase of capital stock by national banks so as to simplify somewhat the 

terms of that section and to add a provision authorizing national banks to in-

crease their capital stock by the declaration of stock dividends from accumulat-

ed surplus. This would seem to be very desirable, since it would encourage banks 

to increase their capital stock, thus increasing the double liability of the 

shareholders and providing additional protection for the depositors. 

SEC. 6. CHA.IRJ.tAII OF THE BOARD-

This section amends Section ^1$0 of the Revised Statutes so as to pro-

vide that the president of the bank shall be chairman of the board of directors 

unless the directors designate some other director in lieu of president to 

act as chairman of the board. This seems to be quite unimportant and probably 

could be covered by a. provision In the bank's by-la.ws, but I see no objection to 

it. 

SEC. 7. CONVERSION OF STAT? BANKS WITH BRANCHES. 

This amends Section 5155 of the Revised Statutes which authorizes State 
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tanks converting into national "banks to retain in operation any "branches 

which they may have established prior to such conversion. It is amended 

in the following respects: 

1. The present requirements of the law that the capital of such 

State "banks mast be joint and assigned to and used by the mother bank and 

branches in definite proportions•and that the amount of circulating notes 

redeemable at the parent bank in each branch shall be regulated by the 

amount of capital assigned to and used by each, are eliminated: 

2. A proviso is added prohibiting any State bank having 

branches in operation outside of the corporate limits of the place in 

which it is located to retain any such branches after conversion except 

foreign branches; and 

3. A further proviso is added expressly permitting banks which 

have been converted from State banks into national banks prior to the enact-

ment of this bill to retain any branches, either within or without the 

city of the home office, but prohibiting any such bank to retain in oper-

ation any branch, wherever located, which may have been established sub-

sequent to the enactment of this bill in any State which did not by law 

or regulation at the time of the approval of the bill permit State banks 

or trust companies to have branches. 
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S5C. 8. BRANCHES OF MTIOITAL BAMS . 

This section pertains primarily to the establishment of branches 

"ty national banks and will not be discussed, in view of the Board's 

wishes in the matter. It may be remarked, however, that this section 
v 

is very complicated and not at all free from'ambiguities. 

SEC. 9. BRANCHES OF STATE M-IBER BAMS 

This section amends Section 9 of the Federal Reserve Act so as to 

regulate the establishment of branches by State member banks of the Fed-

eral Reserve System. I shall not discuss it, therefore, except to call 

attention to the fact that it contains a complete regulation on this 

subject and expressly provides that the establishment of any branch by 

a member bank shall not require the approval of the Federal Reserve 

Board. It is also very complicated and contains a number of ambigui-

ties. 
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SEC. 10. LILITATIOlfS 0% L0A1IS BY NATIONAL 3ANKS TO SI1T&IZ BORROWERS. 

Section 10 of the Bill is intended to revise Section 5200 of the Revised 

Statutes in such a way as to clarify and liberalize its provisions. In my 

opinion, however, it does not clarify it hut makes it more ambiguous and 

complicated than ever before, and some of the amendments arc entirely too 

liberal in enlarging the amounts which a national bank may lend to a single 

customer. 

general discussion. 

The Vbasi<$ idea of Sectiô i 5200 is that no bank should lend to any one 

customer an amount exceeding one-tenth of its own capital and surplus, and 

this principle has long been recognized by the enlightened members of the 

banking fraternity as one of the wisest and soundest principles of the 

national Bank Act • It is based on the old adage that one should not put 

all of his eggs in the same basket, and is intended primarily to avoid two 

evils: (a) That of making the solvency of a bank depend too largely upon the 

solvency of a single large borrower or a small group of borrowers, and (b) 

that of permitting a few large borrowers to absorb too large a proportion 

of the lending power of the bank to the detriment of other customers. 

Prior to the amendment of October 22, 1919, there were but two excep-

tions to the basic 10^ limitation. The discount of (a) "bills of exchange 

drawn in good faith against actually existing valuesn, and (b) "business 

paper actually owned by the person negotiating the same11 were excepted 

altogether from this limitation. 

The amendment of October 22, 1919, which was intended to meet the needs 

of agriculture for broader credit facilities, added a number of other 

exceptions and materially broadened the amounts of certain kinds of loans 

and discounts which might be made for a single customer. (See F.R.Bulletin 
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for November, 1919, p. 1055.) Kany persons considered that amendment unsound; 

and every tine a proposal has come forward to further liberalize the 

limitations of Section 5200 the Federal Reserve Board has disapproved such 

proposals and expressed the view that the limitations on loans which 

national "banks might make to single "borrowers had been broadened about as 

far as could be done with safety by the amendment of October 22, 1919. 

(See letter, Acting Governor Piatt to Senator McLean,February 16, 1923.) 

I concur in this view and fear that any further liberalization of the 

limitations of Section 5200 will do more harm than good by permitting 

excessive loans to single borrowers, which may impair the ability of the 

banks to care for the needs of other borrowers and also endanger the safety 

of the banks themselves. The proposal to liberalize further this limitation 

grows out of a desire to enable national banks to meet the competition of 

State banks which operate under looser and less 'sound laws; but it has been 

argued with much force that the best competitive advantage enjoyed by national 

banks is the prestige which they enjoy due to their generally sound condition 

and high standard of banking. Any lowering of these standards to meet the 

competition of unsound State banking may do them more harm than good. 

Section 5200 has always been somewhat ambiguous and difficult to apply 

in certain cases, and the amendment of October 22, 1919, made it quite 

complicated. Even as so amended, however, it has been thoroughly construed 

and is quite generally understood by the banking fraternity. If it is to be 

clarified, therefore, as many as possible of its present terms should be 

retained and the clarification should be accomplished through a simpler 

arrangement and the use of more direct language. I believe that the best 

way to clarify it would be to rewrite it in the form of a tabular statement 

along the lines of the analysis printed on page 1055 of the November,1919, 
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The proposed revision contained in the KcFadden Bill proceeds on a 

somewhat different theory, however. The subject is approached from a n,ew 

angle and new terms are employed which have never been construed and 

have no well defined meaning in either legal or banking circles. The 

result is that it is quite ambiguous and.I think it will be extremely 

difficult to construe and apply. Furthermore, its provisions are in some ^ 

respects even more complicated than those of the present Section 5200* 

In justice to Mr. Collins, Deputy Comptroller of the Currency, I wish 

to say that I am informed that he did not write this section of the McFadden 

Bill, as is generally supposed. 

I shall now endeavor to analyze and comment on the proposed new 

Section 5200 in some detail; but before doing so I wish to put the Board 

on notice that I c-annot at this time attempt to express a linal opinion 

as to what many of its provisions mean or what their legal cffeet will oe. 

I can only say what I think they mean and what I think their legal effect 

will be. Their exact meaning and effect can be known only after they have 

been construed and applied in practice and in the light of concrete problems 

which will arise in the future• 

The Basis Limitations 

The present law limits MThe total liabilities to any association oT? any 

person or of arjy company, corporation, or firm for money borrowed, including 

in the liabilities of a company or firm the liabilities of the several members 

thereof", which has been generally held to mean the direct liabilities of 

the actual borrowers. The proposed revision would limit "The total 

obligations to any national banking association of any person,copartnership, 

association, or corporation, " and the nerv term "obligation", around \vhich the 
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entire section revolves, is defined to mean "the direct liability of t_ie 

maker or acceptor of paper discounted with or sold t© such association 

and the liability of the endorser, drawer, or guarantor who obtains a 

loan from or discounts paper with or sells paper under his guaranty to 

such association and ohall include in the case of obligations of a copartner-

ship or association the obligations of the several members thereof•n 

This can be understood and may be clear enough, in spite of the introduction 

of the new term "obligations"; but, instead of liberalizing the law, it 

makes the basic limitation much stricter than that contained in the old 

law by making it apply to secondary liabilities as endorser, drawer, ©r 

guarantor, as well as to direct liabilities as maker or acceptor. Tnis 

effect is largely nullified, however, by the fact that the new section, 

like the old section, excepts entirely from the basic limitation the dis-

count of commercial or business paper actually owned by the person, company, 

corporation, or firm negotiating the same. 

The new section, like the old section, makes the basic limitation 

10$ of the bank's capital and surplus and contains numerous exceptions to 

tMs limitation. Unlike the old section, however, these exceptions are 

not In the form Of provisos but are set out in separate paragraphs numbered 

from 1 to 9, which is a distinct improvement and would greatly clarify 

the law if the exceptions were all clear and simple. 

I shall take up each of these exceptions in order: 
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Exception No. 1, 

"Obligations in the form of drafts or bills of exchange 

drawn in good faith against actually existing values11 are entirely ex-

cepted from the limitation and those of a single borrower may be dis-

counted in any amount. This is substantially the same as the present 

law. 

Exception No. 2. 

"Obligations arising out of the discount of commercial 

or business paper actually owned by the person, copartnership, associ-

ation or corporation negotiating the same" are likewise excepted alto-

gether from the limitation, This is substantially the same as the present 

law. 

Exception No. 

"Obligations drawn in good faith against actually existing 

values and secured by goods or commodities in process of shipment" 

are wholly excepted from the limitation. This is the same as the first 

exception except that (a) it applies to all "obligations" and, therefore, 

would seem to apply to notes as well as to drafts and bills of exchange, 
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and (b) such obligations mast be secured by goods or commodities 

in process of shipment. 

The expression "drawn in gcoa faith against actually 

existing values", however, is entirely inappropriate as applied 

to notes and for that reason it could be argued that this ex-

ception is not intended to apply to notes. Yet if it should be 

construed to apply only to drafts and bills of exchange it would 

cover nothing that is not fully covered by the first exception 

and, therefore, would have no effect. I assume, therefore, that 

it is intended primarily to cover notes secured by goods or 

commodities in process of shipment and %o take the place of 

the provision of the present lav; which wholly excepts from the 

limitation "demand obligations when secured by documents cover-

ing commodities in actual process of shipment. n If so, it 

would broaden the law so as to apply to time obligations as 

well as demand obligations and to those secured by goods as well 

as those secured by commodities. It may be intended to cover 

also "drafts and bills of exchange secured by shipping documents 

conveying or securing title to goods shipped," which are a,t 

present excepted altogether from the limitations of bection 

5200, but the first exception is broad enough to cover this 

class of paper. 
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The new expression, "secured by goods or commodities in process 

of shipment" is not as good as the old expression "secured by documents 

covering commodities in actual process of shipment" and "secured by 

shipping documents conveying or securing title to the goods shipped." 

Exception Ho. 4. 

This reads, "Obligations as endorser or guarantor of notes, 

other than corrmercial or business paper excepted under (2) hereof, 

having a maturity of not more than six months, and owned by the person, 

corporation, association, or copartnership endorsing and negotiating 

the same, shall be subject under this section to a limitation of 15 

per centum of such capital and surplus in addition to such 10 per ceitum 

of such cap it a-1 a_nd surplus. " 

This is an illustration of the unnecessarily involved 

language of the new section. No one can tell from a mere reading of 

it what it is intended tc cover. The purpose of clarifying the law 

would be served much better by defining in simple, direct language 

precisely what paper is meant. 

Since it covers only "obligations as endorser or guarantor" 

it is hard to understand what this exception is intended to cover 

that is not covered by the second exception, which pertains to "ob-

ligations arising out of the discount of commercial or business paper 

actually owned by the person," etc., negotiating the same - unless 

it is intended to: cover^aaaomrnodation loan3with a maturity not 

in excess of six months. By reference to the report on the Pepper Bill 

by the Senate Committee cn Banking and Currency, however, I find that 

the fourth exception is intended to cover notes not arising directly 
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out of commercial transactions, such as ^renewed commercial paper, per-

sonal loans, notes in settlement of past due debts, notes given for 

the purchase of live stock, notes given for personal services, and 

the like!1 . It would seem very unwise to give a preferential status to 

any paper of this kind, except possibly notes given for the purchase 

of live stock, and these probably would be covered by the second ex-

ception, since they would be business paper actually owned by the person 

discounting them. 

While this exception would give a preferential status to 

this clasd of paper, the bill really restricts rather than broadens, the 

law on this class of liability; because the 10$ limitation of the pres-

ent law applies only to direct liabilities and does not impose any limi-

tation on liabilities as endorser or guarantory- whereas the basic 10$ 

limitation in the bill applies to liabilities as endorser or guarantor 

and this exception merely raises the limit on such liabilities on this 

particular class of paper to 25 

Exception No. 5-

This excludes from the limitation "Obligations in the form 

of bankers * acceptances of other banks of the kind described in Section 

13 of the Federal Reserve Act"- This is substantially the same as 

the present law. 

Exception No. 6, 

This is extremely complicated and involved, and is replete 

with awkward and auibiguous language. It reads as follows: 
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9 
,f(6) Obligations of any person, copartnership, asso-

ciation or corporation, in the form of notes or drafts secured 
"by shipping documaa ts, warehouse receipts of other such 
documents transferring or securing title covering readily 
marketable nonperish&ble staples when such property is 
fully covered by insurance shall be subject under this sec-
tion to a limitation of 15 per centum of such capital and 
surplus in addition to such 10 per centum of such capital 
and surplus when the market value of such staples securing 
such obligation is not at any time less than 115 per centum 
of the face amount of such obligation, and to an additional 
increase of limitation of 5 V e T centum of such capital and 
surplus in addition to such 25 per Centum of such capital 
and surplus when the market value of such staples securing 
such additional obligation is not at any time less than 120 
per centum of the face amount of such additional obligation, 
and to a further additional increase of limitation of 5 P e r 

centum of such capital and surplus in addition to such 30 
per centum of such capital and surplus when the market 
value of such staples securing such additional obligation is 
not at any time less than 125 per centum of the face amount 
of such additional obligation, and to a further additional 
increase of limitation of 5 per centum of such capital and 
surplus in addition to such 35 P e r centum of such capital 
and surplus when the market value of such staples securing 
such additional obligation is not at any time less than I3O 
per centum of the face amount of such additional obligation, 
and to a further additional increase of limitation of 5 P e r 

cmturn of such capital and surplus in addition to such 40 
per centum of such capital and surplus when the market 
value of such staples securing such additional obligation is 
not at any time less than 135 P e r centum of the face amount^ 
of such additional obligation, and to a further additional in-
crease' of limitation of 5 per Centum of such capital and sur-
plus in addition to such 45 per centum of such capital and 
surplus when the market value of such staples securing such 
additional obligation is not at any time less than lUO per 
centum of the face amount of such additional obligation, 
but this exception shall not apply to obligations of any one 
person, copartnership, association or corporation arising from 
the same transactions and secured upon the identical staples 
for more than ten months." 

I have puzzled over it long and hard, but I cannot attempt to 

express a final opinion at this time as to its meaning or legal effect. 

I can only explain it as I understand it at this time. 

It deals with "obligations" in the form @f notes or drafts 

secured by shipping documents, warehouse receipts or other such docu-
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merits transferring or securing title covering readily marketable non-

perishable staples when such property is fully covered by insurance," 

but it does not apply to -"obligations of any one person, copartnership, 

association or corporation arising from the same transactions and secured 

upon the identical staples for mora than ten months." It apparently is 

intended to take the place of the present exception which permits a na-

tional bank to lend any customer, in addition to the basic 10% amount, 

an additional amount equal to 15$> of its capital and surplus if such ad-

ditional amount is evidenced by notes secured by shipping documents, ware-

house receipts, or other such documents, conveying or securing title cover 

ing readily marketable, nonperishable, staples, including live stock, the 

market value of which is not less than 115$ of the loan and which is fully 

covered by insurance. 

The principal changes which it would make in existing law with 

reference to this class of paper appear to be as follows: 

1. The amount which may be loaned to one customer on this class 

of paper (excepting live stock paper) would be increased from 25$ of the 

bank's capital and surplus to $0^, upon a graduated increase in the 

amount of security, as explained below: 

2. The privilege of borrowing on this class of paper secured by 

the same staples would be permitted for ten months out of any twelve 

instead of six months out of any twelve, as at present; and 

3. Live stock paper, which is covered by the same exception in 

the present law, would be covered by a separate exception which will 

be discussed later. 
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The provision for a graduated increase in the amount Of the 

loan upon a. graduated increase in the amount of security apparently 

would permit a. bank, to lend to one customer an amount equal to 50$ of 

its capital and surplus on this class of paper, if the amount in excess 

of 10$ but not in excess of 25$ of its capital and surplus is secured 

by staples having a. market value of 115 per cent of the face amount of 

the loan, the next amount equal to 5$ of capital and surplus is protected 

by a 20$ margin, the next 5$ by a 25$ margin, and so on. 

It is interesting to see how this could be applied in practice. 

A bank with a capital and surplus aggregating $1,000,000 which desires 

to lend as much as possible on this class of paper to a favored customer 

could lend him $500,000, and the total security required by the law 

would be only $497,500 or of the face amount of the loan. This 

cou^d be worked out as indicated in the following table: 

Percentage 
of 

^ Security 

None 

115 

120 

125 

130 

135 

140 

Amount 
of 

Security 

None 

$172,500 

60,000 

62,500 

65,000 

67,500 

70,000 

99.5$ $497,500 

Percentage 
of Capital 
and Surplus 

: f ;v#' 

Amount 
of 
loan 

10 

1.5 

5 

5 

5 

5 

5 

$100,000 

150,000 

50,000 

50,000 

50,000 

50,000 

50>000 

Total 50$ •i$500,000 
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Eli* would seem to be entirely too large an aiaount for a national 

oank to tie up in a loan of this kind to & single customer for ten months. 

A few such loans might seriously jeopardize the "bank's solvency if the 

pri^e of thv underlying staples should take a large slump, especially 

if the market conditions should become such as to make it impossible 

for the borrowers to sell the goods and liquidate their loans. 

It might be argued tn-s.t no well managed bank would take such 

a chance, but the restrictions in the law are for the protection of 

depositors in poorly managed banks, which have been found to be quite 

numerous. If bankers would always conduct their business along sound 

a n d conservative lines, the limitations of Section 5200 would be en-

tirely unnecessary; out experience has proven them to be very import-

ant and necessary, and the oars should not be let down too much, if 

at all. 

In my opinion, exception number 6 of the Bill is entirely too 

liberal and is unsound and dangerous• 

Exception No. 7. 

This exception pertains to live stock paper. In addition to the 

basic 10% of capital and surplus, which may be loaned on any kind of 

paper and without any security, it would permit any national bank to 

lend any customer an additional amcunt equal to 1 ^ of its capital and 

surplus on notes or drafts secured by shipping documents or instru-

ments transferring or securing title covering live stock or giv-

ing a lien on live stock vith a market value of not less than 11^ per 

cent of the face amount of the notes evidencing such additional loan. 

It differs from existing law in these respects: 
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(a) There is no requirement for insurance; 

(b) The provision limiting this privilege to six months out 

of any twelve is omitted entirely; 

(c) It covers drafts as well as notes; and 

(d) Whereas the present law requires the security to be shipping 

documents, warehouse receipts or other such documents conveying or se-

curing title, the bill would permit the security to be shipping docu-

ments "or instruments" transferring or securing title covering live 

stock or "giving a lien on live stock," 

The term "instruments giving a liai on live stock" might be 

construed to include chattel mortgages or even mere trust receipts. 

Exception Ho. 8. 

This pertains to notes secured by Liberty Bonds or certificates 

of indebtedness of the United States, ana appears to be substantially 

the same as the present law, except that the additional amount which 

may be loaned without the consent of the Comptroller of the Currency and 

the Secretary is increased from 10fo to 15$ of the bankrs capital and 

surplus in addition to the basic 10$. 

Exception No. 9* 

This is entirely new and forbids the purchase of *obligations evi-

dencing indebtedness of any person, copartnership, association, or corpor-

ation in the form of bonds, notes, debentures and the like commonly 

known as investment securities" in an amount exceeding 15% °f tne 

bank's capital and surplus, in addition to the basic 10$ which may be 

loaned on any class of paper and without any security. 
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Under the present law, s.s has been construed, by the Comptroller of 

the Currency, national hanks may purchase corporate "bonds and other invest-* 

nent securities without any limitation, and this hill would limit ^he amount 

of "bonds of ary one corporation or "investment securities" issued by any one 

borrower which may he purchased Ty a national "bank to an amount not exceeding 

25$ of the hank's capital and surplus. 

Obligations of the United States, obligations of any State or of 

any political subdivision thereof, and obligations issued under the authority 

of the Federal Farm. Loan Act, however, would be excepted altogether from any 

limitation, and all investment securities purchased prior to the enactment 

of the Bill would be exempted until December 31, 1925. 

Comparison of Bill with Section 5200. 

The following comparative tabular analysis of the Bill and the 

existing law will serve to indicate in a general Way the changes which would 

be made in Section 5200. In the interest of brevity, however, it has not 

been made technically accurate and complete. 

EXISTING LAv7 KcFADBEN BILL 

BASIC LIMITATION BASIC LIMITATION 

10$ of bank's paid up and unimpaired : 10$ of band's paid up and unimpaired cap-
capital and surplus. (appltM"only, Hc'I- Ital and surplus. ^Applies to all "obli-
direct liabilities.) gations",whether in'the form of direct 

liabilities or indirect liabilities p.s 
drawer, endorser or guarantor,) 

EXCEPTIONS EXCEPTIONS 
Class of Paper 

? 

Amount which : Class of,"Obligations*: Amount which may 
may be loaned : " :be incurred in ad-
in addition to: :dition to basic 
basic IQfr limit-: 
itation 

:10fs limitation. 

No limita- : Drafts or bills of ex;No limitation 
tion imposed : change drawn in good ;imposed by law. 
by law. : faith tu- : 

: al ' ' : 

iBills of exchange 
drawn in.- good faith 
against actually exist 
ing values. 
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Class of paper Amount which may he 
loaned in addition 
to basic lim-
itation. 

Class of "Obliga-
tions" . 

:Amount which 
:may be incurred 
:in addition to 
:basic 10^ lim-
itation. 

2.Commercial or busi-: 
ness paper actual- : 
ly owned by person,: 
company,corporation: 
or firm negotiating: 
the same. : 

ITo limitation im-
posed by law. 

Commercial or busi-:No limitation 
ness paper actual- :imposed by law. 
ly owned by person,: 
copartnership,assoc* 
iation or corpora- : 
tion negotiating : 
the sane. : 

3.Drafts and bills 
of exchange secur-
ed by shipping 
documents conveying 
or securing title 
to goods shipped. 
Demand obligations 
secured by documents 
covering comnodi- : 
ties in actual pro-: 
cess of shipment. : 

Mo limitation im-
posed by law. 

Obligations (both, 
time and demand) 
drawn in good faith 
against actually 
existing values and 
secured by goods or 
commodities in pro-
cess of shipment. 

Ho limitation 
imposed by law. 

4.Obligations as en-
dorser or guaran-
tor of notes other 
than commercial or 
business paper 

Ho limitation im-
posed by law. 

Obligations as en- :15$ of bank's 
dorser or guarantor:capital and sur-
of notes other than:plus in addi-
comaercial or busi-:tion to 10$ bas-
ness paper having a:ic limitation, 
maturity of not : 
more than six months 
and owned by person; 
corporation,associ-: 
ation or copartner-
ship endorsing and 
negotiating the 
same. 

5.Bankers1 accept-
ances of the kind 
described in Sec-
tion 13 of the Fed-
eral Reserve Act. 

ITo limitation im-
posed by law. 

Bankers1 Acceptan-• 
ces of other banks 
of the kind descri-
bed in Section 13 
of the Federal Re-
serve Act. 

ITo limitation 
imposed by law 
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Class of Paper. :Amount which may be 
: loaned in addition 
:to basic 10# limita-
tion. 

Class of •Obliga-
tions". 

Amount v<ihich may 
be incurred in 
addition to 
basic 10$ limi-
tation. 

Notes secured by 
shipping documents, 
warehouse receipts 
or other such docu-
ments conveying or 
securing title cov-
ering readily mar-
ketable non-perish-
able staples fully 
insured when actual 
market value of 
property securing 
obligation is not 
at any time less 
than 115# of the 
note secured by the 
documents. 

15^ of bank's capital 
and surplus in addi-
tion to 10$ basic li-
mitation. 
Exception does not ap-
ply for more than six 
months in any consecu-
tive twelve months » 

:Notes,or drafts of 
:any person,copartner-
ship, association or 
corporation secured 
•:by shipping documents 
:warehouse receipts or 
:other such documents 
:transferring or secur-
ing title covering 
:readily marketable 
:non-p eri shable sta-
:ples ,when such prop-
erty is fully covered 
: by in sur anc e .(Thi s ex-
ception shall not ap-
:ply to obligations of 
:any one person, co-
partnership, associa-
tion or corporation 
:arising from the same 
:transactions and se-
cured upon the iden-

15$ of bank's cap-
ital and surplus 
in addition to 
10$ basic limita-
tion when market 
value of staples 
securing obliga-
tion is not at 
any time less 
than 115$ of face 
amount of such 
obligation;wit h 
an additional 5$ 
of such capital 
and surplus for 
each additional 
5$ increase in 
the market value 
of security .ever 
the amount of ob-
ligation by grad-
uated scale up to 
a, maximum exempt-:tical staples for 

:more than ten months.) ion of 50# ef 
: :capital and 
: : surplus when mar-
: :ket value of se-
: rcurity is lU0$. 
• : (Each 5$ increase 
: :required in val-
: :ue of security 
: :applies only to 
: :the 5# increase 
: :in the amount of 
: :the obligation, 
: :and not to the 
: :entire amount 
: :thereof.) 
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Class of Paper. 

X-U252 

.•Amount which may be :Class of "Obligations" 
•'loaned, in addition to: 
:basic 10$ limitation. : 

Amount Vvhich may be 
incurred in addi-
tion to basic lÔ b 
limitation. 

7. Notes secured by : 15$ of capital and : 
shipping documents,':surplus in addition : 
warehouse receipts:to 10$ basic limita : 
or other such doc-:tian.Exception does : 
uments conveying or not apply for more : 
securing title cov-:than six months in any 
ering live stock : consecutive twelve : 
fully covered by :months. : 
insurance when ac- : : 
tual market value : : 
of live stock is : : 
not at any time : : 
less than 115$ of : : 
the fa.ce amount of: : 
the notes secured : : 
thereby. : 

Notes, drafts of any 
person,copartnership 
association or corpor-
ation secured by ship-
ping documents or in-
struments transferring 
:or securing title co-
vering live stock or 
giving a lien on live 
stock when the market 
value of the live 
stock securing the ob-
ligation is not at any 
time less than 115$ of 
the f ace amount of the 
notes covered by such 
documents. 

15$ of bank's cap-
ital and surplus 
in addition to 
10% basic limitac-
tion. 
(The time limit on 
this privilege is 
repealed alto-
gether. ) 

,Notes secured by 
not less than a 
like amount of 
bonds or notes of 
the United States 
issued since April 
24, 1917 or cer-
tificates of in-
debtedness of the 
United States. 

10$ of capital and 
surplus in addition 
to 10$ basic limita-
tion. (The Comptroller 
of the Currency,with 
the approval of the 
Secretary of the 
Treasury may remove 
all limitations on 
this class of paper.) 

:Obligations of any 
:person,copartnership, 
association or corpor-
ation secured by not 
:less than a like 
:amount of bends or 
motes of the United 
:States issued since 
:April 24, 1917 or cer-
tificates of indebted-
mess of the United 
.•States. 

:15$ of bank's 
:capital and sur-
• :plus in addition 
:to 10$ basic 
:limitation. 
:(The Comptroller 
:cf the Currency 
:with the approval 
:of the Secretary 
:of the Treasury 
:may remove all 
:limitations on 
:this class of ob-
ligations. ) 
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Class of Paper. Amount which may be 
loaned in addition to 
basic 10$ limitation. 

Class of "Obliga-
tions. " 

Amount which cay be 
incurred in addition 
to basic 10$ limita-
t ion. 

9*Investment secur-
ities. 

No limitation imposed 
by law. 

Obligations evidenc-
ing indebtedness of 
any person,copart-
nership, association 
or corporation in th 
tha form of bonds, 
notes,debentures and 
the like commonly 
known as investment 
securities. (Pur-
chases of such ob-
ligations completed 
before the passage 
of this Act are not 
subject to any lim-
itation until De-
cember 1925.) 

1 5 o f bank's cap-
ital and surplus 
in addition to 
basic 10$ limita-
tion. 

9a. Government and 
municipal bonds. 

Nc limitation in 
present law as to 
such investments. 
(But see paragraph 8 
of this analysis.) 

Obligations of the 
United States, gen-
eral obligations 
of any State or pol-
itical subdivision 
thereof or obliga-
tions issued under 
the authority of 
the Federal Farm 
Loan Act. 

ySo limitation im-
posed by law. 

SEC. 11. LIMITATION OF TOTAL LIABILITIES OF NATIONAL BANKS. 

This section amends Section 5^02 of theRevised Statutes, which prescribes 

as a general rule that no national bank shall at any time be indebted in any way 

in an amount exceeding the amount of its capital stock, so as to make an exception 

as to liabilities incurred under the provisions of the Agricultural Credits Act. 
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This amendment was contained in the Agricultural Credits Act of 1923> bu£ 

was made inoperative through an error, and this section of the McFadden Bill 

was merely intended to correct that mistake. It relates to liabilities of 

national banks as endorsers of paper which they have rediscounted with 

Federal Intermediate Credit Banks. 

SEC. 12. UNLAWFUL CERTIFICATION" OF CHECKS. 

Section 5208 of the Revised Statutes makes it unlawful for any of-

ficer, director, agent or employee of any Federal reserve bank or any member 

bank of the Federal Reserve System to certify a check before the amount 

thereof "shall have been regularly entered to the credit of the drawer on 

the books of the bank", and this would be amended so as to prohibit only 

the certification of a check before the amount thereof "shall nave been 

regularly deposited in the bank by the drawer thereof.!f 

This would seem unimportant, but it may provide a loophole whereby 

violators of this provision may escape liability, since it is more diffi-

cult to prove that a check is drawn a,gainst insufficient funds if tnis ques-

tion of Sact is not made to depend upon the status of the bank1 s books at the 

time the check is drawn. 

It is contended that the present law causes inconvenience by re-

quiring a person who deposits money in a bank and desires immediately to draw 

a certified check against such deposit to wait until the proper entries have 

been made on the books before his check is certified. It would seem, however, 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



> Page 26. X-U252 
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that this is a matter of detail which could "be attended to speedily by the 

officers cf the bank if they desire tc acoouxnodata such a customer* 

SEC. 13. REPORTS OF CONDITION BY NATIONAL BANKS. 

This amends Section 5211 of the Revised Statutes so as to permit reports 

of condition made by national banks to tile Comptroller of the Currency to be 

verified by the oath or affirmation of a vice president or an assistant cashier 

of the association designated by the board of directors to verify such reports 

in the absence of the president and cashier. The present law requires such 

reports to be verified by the president or cashier and this amendment is 

intended to serve the convenience of a bank when both the cashier and president 

are absent. I see no objection tc it. 

SEC. 1^. LIMITATION ON REDISCOUNTS BY FEDERAL RESERVE BANKS OF 
PAPZR CF THE SAME BORROWER 

This amends the fourth paragraph of Section 13 of the Federal Reserve Act, 

which now prohibits any Federal reserve bank to disc cunt f or any one member 

bank the paper of any one borrower in an amount exceeding 10 per cent of the 

capital and surplus of such member bank, excepting only bills of exchange drawn 

in good faith a,gainst actually existing values. The amendment would incorporate 

by reference all of the exceptions the 10$ limitation of Section 5200 of 

the Revised Statutes in the form in which it would be amended by this bill. 

In principle, this would seem to be perfectly logical; because it ought 

to be safe for a Federal Reserve Bank to discount any amount of paper of a 

single borrower which it is safe for a member bank to lend to a single borrower. 

The chief practical objection to it is that the McFadden Bill would -amead 

Section 5200 so as to make the limitations of that section entirely too 

liberal and, therefore, the amendment 't6 the Federal Reserve Act would also be 
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too literal. Unless the proposed liberalization of Section 5200 is considerably 

modified, this amendment to the Federal Reserve Act should be stricken cut; 

but I personally favor its retention if the proposed revision of Section 5200 is 

amended so as not to broaden materially the present amounts which a national 

bank may lend to one borrower• 

This is the amendment which brought forth severe criticism of the bill 

by Dr. Willis and other authorities on the ground that it would change the 

fundamental character of paper which may be rediscounted by Federal reserve 

banks and even permit them to discount stocks, bonds, and other investment 

securities. As pointed out above, however, the amendment affects only the 

amount' of paper of any one borrower which may be rediscounted for any one member 

bank and does not affect the character of paper which may be rediscounted. As 

originally drawn, this section was somewhat ambiguous as to the amount of paper 

which might be rediscounted for any one borrower, but it was amended on the floor 

of the House so as to clarify this point> and the following proviso was added: 

"Provided, however, that nothing in this paragraph shall be construed to 

change the character or classes of paper now eligible for discount by Federal 

reserve banks "• 

The result is that this section will permit Federal reserve banks to re-

discount for any one member bank the paper of any one borrower in an amount 

equal to that which a national bank may lend to any one borrower and it is made 

perfectly clear that this provision does not affect the character or classes of 

paper eligible for rediscount by Federal reserve banks. 
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SEC. 15. SAFE DEPOSIT BUSINESS. 

This section would add a new paragraph at the end of Section 13 of the 

Federal Reserve Act, authorizing national banks tc aigage in the safe deposit 

business, either by leasing receptacles on their premises or by owning stock 

in corporations organized under State law "to conduct a safe deposit business 

located on or adjacent to the premises of such association." It is provided 

that the amount invested in the capital stock of any such safe deposit 

company shall not exceed 15 per cent of the bank's capital and surplus.- In 

view of the fact that national banks have for years been engaging in the safe 

deposit business under their implied powers, I see no objection to this 

amendment. 

SEC. 16. THEFTS BY NATIONAL BANK EXAMINERS. 

This amends the second paragraph of sub section (a) of Section 22 of the 

Federal Reserve Act which now prohibits bank examiners from accepting loans 

or gratuities from banks examined by them so as to make it cover assistant 

examiners also and so as to make it a crime against Federal law for any 

examiner to steal or unlawfully take or conceal any property of value in 

the possession of any member bank or from any safe deposit box in or adjacent 

to the premises of such bank. This would seem to be a very proper and desirable 

amendment.. 

SEC. 17. REAL ESTATE LOANS AND INVESTMENT BUSINESS. 

This amends Section 24 of the Federal Reserve Act by changing the provi-

sions regarding real estate loans by national banks, adding a new paragraph 

expressly authorizing national banks to engage in the business of buying and 
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selling investment securities,. and adding a provision forbidding national 

banks to pay a higher rate of interest on deposits of any kind than nay 

lawfully be paid by State banks or trust companies in the same State. 

Real Estate Loans. 

Che principal changes in the provisions regarding real estate loans are 

these: 

1. National banks in central reserve cities, which are now forbidden to 

make real estate loans, would be authorized to raake such loans; 

2. Loans could be made on city real estate with maturities up to five 

years, whereas at present such loans can. be r%de only with maturities not 

exceeding one year; and 

3. Loans could be made on city real estate located anywhere in the 

Federal Reserve District or within one hundred miles of the lending bank 

whereas at present such loans can be made only on real estate within one 

hundred miles of the lending bank. 

The amendment authorizing national banks in central reserve cities to 

make real estate loans would seem relatively unimportant, because it would 

affect only two cities, Hew York and Chicago. It may be considered a step 

in the wrong direction, however, because it has always been thought desirable 

to require banks in central reserve cities to keep themselves in an especially 

liquid condition, and this would permit them to make their condition less 

liquid. 
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The amendment permitting loans on city real estate to be made with 

maturities "up to five years would seem to "be desirable, "because it is too 

inconvenient and expensive to renew such loans every year. The Board has 

provided in its regulations on this subject that where such a loan is made 

for a term of one year the mortgage or deed of trust securing it may he 

so drawn as to cover renewals or extensions of the original loan, provided 

the "bank does not commit itself in advance to grant such renewals or 

extensions. I understand that this has been found to "be unsatisfactory, 

however, "because "borrowers do not like to go to the expense of placing 

mortgages on their property in order to obtain a loan for only one year 

where they have no assurances that such loans will be renewed or extended 

at the end of the year. It has also been found difficult in some cases to 

word the mortgages or deeds of trust so as effectively to secure renewals 

or extensions of the loan under local laws. In order to assure the 

liquidity of national banks and to offset the effect of extending the term 

of such loans however it would seem advisable to add a provision to the law 

requiring the bank to apportion such loans so as to have a certain proportion 

of them - say one-fifth - fall due each year. This would keep the bank in a 

position to liquidate some of its real estate loans each year if it is found 

that its condition was becoming too nonliquid. 

As originally drawn, this section would have changed the limitation on 

the aggregate amount of real estate loans which may be made by national banks 

so as to make it 25 per cent of the bank's capital stock and surplus or one-

third of its time deposits whichever is the less, instead of 25 per cent of 

its capital and surplus or one-third of its time deposits whichever is the 

greater, as now provided by the law. This resulted from an error, and the 
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words "at the election of the association" were inserted on the 

floor of the House in an attempt to cure the mistakeThis is 

somewhat ambiguous, however, and it would have been much better 

if the words, "whichever is the greater" had been inserted in 

lieu of those which were inserted. 

She limitation on the aggregate amount of real estate 

loans which may be made is also changed so as to apply to 

the liability of the bank as endorser or guarantor of real 

estate loans which it has sold. This would restrict the power 

of a national bank to make additional real estate loans if it 

has previously made such loans and sold them with its endorse-

ment or guaranty, and would seem unnecessary ana undesirable. 

It might actually discourage a national bank from disposing 

of some of its real estate loans at a time when it needed to 

rid itself of slow assets. 

The following inartistic and ambiguous definition of 

a real estate loan is also introduced into this section: 

"A loan secured by real estate within the meaning of 

this section shall be in the form of an obligation or obliga-

tions secured by mortgage, trust deed, or other such instrument 
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u^.cn rea l e s t a t e when thv ont iro amount of such oLl iga t ion or 

o b l i g a t i o n s i s made or so ld to such a s s o c i a t i o n . " 

Iho v f f u c t of t h i s d e f i n i t i o n 011 the law i s Vory u n c e r t a i n , 

and i t should be c l a r i f i e d or omitted e n t i r e l y . I t may be 

construed to prevent a n a t i o n a l Lank from miking a rea l e s t a t e 

loan at a l l u n l e s s i t ho lds the m t i r e o b l i g a t i o n secured by any 

one mortgage or iea3 of t r u s t , or i t may be construed to 

remove the r e s t r i c t i o n s of S e c t i o n 24 a l t o g e t h e r as to any 

bond, note , or other o b l i g a t i o n secured by rea l e s t a t e vdten 

the n a t i o n a l bank dees not hold the e n t i r e amount secured by 

a. l i e n on the same rea l e s t a t e . The l a t t e r e f f e c t probably i s 

what i s intended. 

Instead of c l a r i f y i n g the law regarding t h e power of 

n a t i o n a l banks to make rea l e s t a t e loans , the b i l l woujd 

r e w r i t e the e n t i r e p r o v i s i o n on t h i s subject i n language 

which i s more ambiguous than the present law. This i s 

so i n c o n s i s t e n t w i t h the purpose of the B i l l to c l a r i f y the 

law that the e n t i r e s e c t i o n ought to be r e w r i t t e n i n s imple 

language r e t a i n i n g as f a r as p o s s i b l e the phraseo logy of the 

p r e s e n t law* 
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I t has been sug^es tea that the l i n i t a t i . c n en the aggregate amount 

of r e a l e s t a t e l o a n s that m y be made by a n a t i o n a l tank ought to be i n -

creased to o n e - h a l f of the bank !s c a p i t a l and surp lus , in order t o enable 

country binks t o meet the c o m p e t i t i o n of S t a t e banks and to s e r v e b e t t e r 

the needs of t h e i r communities. I f any such change i s made, however, i t 

would seem that i t should be a p p l i c a b l e only t o country banks and should 

be surrounded with a d d i t i o n a l sa feguards . I b e l i e v e that i t would oe u n s a f e 

to i n c r e a s e f u r t h e r t h i s amount u n l e s s the bank i s required t o s egrega te 

i t s savings d e p o s i t s i n a s eparate department of the bank and i s permi t ted 

to make r e a l e s t a t e loans i n t h e i n c r e a s e d amount only from the a s s e t s of 

the sav ings department• This v*ould avoid rendering the a s s e t s of the com-

merc ia l department non- l iqu id* 

Investment S e c u r i t i e s . 

The p r o v i s i o n e x p r e s s l y a u t h o r i z i n g na.t i on a J banks t o buy and s e l l 

investment s e c u r i t i e s would seem t o be r e l a t i v e l y unimportant, oecau.se of 

the f a c t that they have been doing t h i s , b u s i n e s s f o r years under t h e i r 

p r e s e n t powers• The amendment i s not in very s a t i s f a c t o r y form, however, 

because i t i s not a t a l l c l e a r j u s t what i s i n c l u d e d i n the term " i n v e s t -

ment s e c u r i t i e s , f T I t would seem b e t t o r e i t h e r to d e f i n e t h i s term p r e -

c i s e l y or to g i v e the Comptroller of the Currency express a u t h o r i t y to 

promulgate r e g u l a t i o n s s p e c i f y i n g the c l a s s e s of s e c u r i t i e s which might 

be purchased and s o l d . The amendment conta.ins one good sa feguard in that 

i t a u t h o r i z e s n a t i o n a l banks t o , s e l l such s e c u r i t i e s only "without re-

course**. This would be s t i l l b e t t e r if . i t s a i d 11 without r e c o u r s e , guar-

anty or warranty of any kind. " 
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Savings Depos i t s , 

The following restriction is ta,eked on to the reference in 

the present law to savings deposits: 

"But the rate of interest which such banks 
m y pay upon such time deposits or upon ether de-
posits shall not exceed the mxiirium rate authorized 
to be paid upon such deposits by State banks ©r 
trust companies organized "under the laws of the 
State wherein such national banking association is 
located." 

This is entirely out of harmony with the general purpose of the bill, 

because it restricts rather than liberalizes the powers of national 

banks• Furthermore, it refers to the rate of interest "authorized to 

be paid" by State banks, and it might be argued that it technically 

would forbit any national bank to pay any interest ©n deposits when 

the State la.w contains n® express authority for State banks t© pay 

a certain rate of interest. If this interpretation were adopted, it 

would be quite a serious handicap to national banks, because very few, 

if any of the State laws contain express authority to pay a certain 

rate of interest on deposits. In my opinion, this particular amendment 

should be stricken out. It certainly will not benefit the poor savings 

depositors. 

CRIMES AGAINST MEMBER BAMS* 

Section 17 of the original, bill, which would have made it 

a Federal crime to conspire to boycott or black-list or to cause a general 

withdrawal of deposits or patronage from or otherwise to injure the busi-

ness or good will of any national bank or State member bank of the Federal 

Reserve System or to rob or burglarize any such bank or to make false 
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statements for the purpose Of Ob tainin^, loans from any such bank or tc conceal 

dissipate, sell, or fraudently dispose cf any personal property which is 

mortgaged tc a member bank wa.s stricken from the bill on the floor of the Hous 

G^TERAL COMMENTS. 

The most remarkable thing about the bill as a whole is that it is 

intended to clarify and moaerniza the National Bank Act, but fails ade-

quately to modernize it and instead of clarifying and simplifying it, it 

makes it much more complicated and ambiguous in many respects. It deals 

only with a few isolated sections of the Act and some of these are ma.de more 

ambiguous and complicated instead of being clarified and simplified. Further-

more, the bill does not touch many of the subjects with respect to which the 

National Bank Act needs to be modernized and does not do many of the things 

which could be done to ena.ble national banks to compete On more equal terms 

with State banks. 

These defects obviously result from the fact that the Dill is a 

piece of emergency legislation and was drawn hastily and vvitn a, view of 

excluding everything which might give rise to much opposition or debate 

except the very important provisions regarding the acute question of branch 

banking. M9ny of the ambiguities result from amendments tacked on from time 

to time to meet the whims of various persons or interests. 

The desirability of revising the National Bank Act so as to clarify 

its complicated and frequently amended provisions and so as to enable na-

tional banks to conform more easily to more modern banking practices and 

compete on a, mere equal basis with State banking institutions has long been 

recognized. These ends could best be accomplished, however, through a complete 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



k . > • 1:15 

Page 36. X-U252 

Revision and codification of the entire Act, based upon a, thoroue^h, scientific 

study made by a committee of banking experts and drafted by experienced spec-

ialists in banking laws. It is too late to attempt this at the present term 

of Congress, however, and this bill with proper amendments should be enacted 

at this Session if the emergency facing the National Banking System which 

the Comptroller of the Currency described in his Annual Report is to be met 

promptly. Even if this bill is enacted, however, a complete, scientific 

revision and codification, of the entire National Bank Act should be undertaken 

at once, and it would be well to add a provision to this Dill authorizing 

the appointment of a commission to errploy experts and draft such a, revision. 

As intimated above, there are numerous matters not touched upon 

in this bill which should be covered in a general revision of the National 

Bank Act in order to enable national banks to conform more easily to modern 

banking practices and to compete on a more equal oasis with State banks and 

trust companies. I shall not endeavor to enumerate all such provisions, but 

shall merely point out a few of the more important ones. 

Separate Savings Departments. 

I feel strongly that the National Bank Act shpulo. be amended 

in such a way as to require national banks which receive savings de-

posits to establish separate savings departments, the assets of which 

would be segregated and kept entirely separate and distinct from the 

assets of their commercial and trust departments. - Under the present law, 

national banks may receive savings deposits, but such deposits are mingled 

with the general assets of the bank, and upon the failure of a bank the 

savings depositors have to share as general creditors along with the 

commercial depositors. Furthermore, savings depositors operate under a 
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contract with the batik: Whereby the "bank may require thirty days' notice be-

fore permitting the withdrawal of savings deposits, whereas commercial de-

positors are not bound by any such restrictions. The result is that in 

the event of a run upon a bank it may exercise the right to require this 

thirty days' notice, thus preventing the savings depositor from withdrawing 

his funds but permitting the commercial depositor to withdraw all of his 

funds. This leaves the savings depositor to share only in such assets as 

remain after the collapse of the bank, which assets frequently are almost 

worthless and of a non-liquid character. This is a great injustice to sav-

ings depositors, who should be given special protection. It could be avoided 

if thd assets of the savings department were segregated from the other 

assets of the bank and the savings depositor were given a prior lien thereon. 

Furthermore, the segregation of savings deposits would be of great ad-

vantage to national banks in States like California which have fully developed 

departmental banking, and would enable them to compete with State banks on 

much more equal terms. Under the present law, many national banks in Califor-

nia find that they are unable to compete with State.savings banks for sav-

ings business and, therefore, are forced to organize affiliated savings banks 

under State law, which is both cumbersome and expensive. 

If separate savings departments were established under proper safe-

guards, national banks could also be permitted to use the funds of such 

departments in making real estate loans to a greater extent than can be 

permitted under the existing law, since safety rather than liquidity is the 

most important requisite for the investment of savings deposits. Real es-

tate loans usually are safer and the only objection to them is that they 

are non-liquid and, therefore, not a desirable investment for commercial 
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If it is not considered desirable to compul all national tanks 

which receive savings deposits to establish separate savings departments, 

a compromise might be effected either by making the establishment of such 

departments optional with the bank or by requiring them to establish such 

departments only in those States in which State banks are required to do so. 

If the establishment of such departments is made optional, any increased 

power to make real estate loans should be conditioned on the establishment 

of such separate savings departments. 

A provision for the organize.lion of separate savings departments 

was contained in the original Federal Reserve Act in the form in which it 

passed the House, but it was stricken out by the Senate. Subsequently, 

I drafted a bill which was introduced in the Senate by Senator Calder. 

This was worked out in great detail and was designed to authorize national 

banks to establish separate savings departments at their option, and upon 

the establishment of such separate savings departments to make real estate 

loans to a greater extent than permitted under the existing law• 

The establishment of separate savings departments has been objected 

to on the ground that it is "departmental banking", and some persons seem , 

to think that departmental banking is a very vicious thing. It seems ob-

vious to me, however, tĥ -i if a bank is to be permitted to follow the 

modern tendency and engage in all the various different classes of banking 

business, including commercial banking, savings banking, trust business, 

and investment business, it would be much safer to require these various 

classes of business to be segregated in separate departments than to 

permit them to be mingled together in the same department. 
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Ac c ep t%: c e Powers. 

Another respect in wLic„ I feel that the national Bank Act should "be 

amended, so as to enable national "banks to compete on a more equal "basis with 

State banks is with respect to their power to issue bankers' acceptances. 

Heretofore Congress has been very cautious in granting this power to national 

banks and has hedged it about with very severe restrictions, because the 

business was new to this country and it was feared that the banks would de-

velop unsound acceptance practices. Today, however, the situation is entirely 

changed. Banks have become better acquainted with the acceptance business and 

it has been found that the Federal reserve banks can effectively discoutage 

any unsound acceptance practices by refusing to discount or purchase on the 

open market acceptances which have been issued on an unsound basis. 

The State of Hew York has recognized the changed situation with 

regard to bankers' acceptances and, in simple and broad terms, has authorized 

State banks to accept for payment at future dates all drafts drawn on them by 

their customers. This has resulted in giving the Uew York State banks much 

greater latitude and a tremendous advantage over national banks in their ac-

ceptance business and has been a source of embarrassment to the national 

banks. 

I would recommend that the first sentence of the sixth paragraph 

of Section 13 of the Federal Reserve Act be amended to read as follows: 

"Any member bank may accept for payment at a 
future date drafts drawn upon it by its cus-
tomers having not more than six months sight 
to run,exclusive of days of grace, and may 
issue letters of credit authorizing the hold-
ers thereof to draw drafts upon it or its 
correspondents." 

Power of Comptroller to enforce compliance with law. 

Another thing which I think should be covered by the bill 
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io the pc^er the Comptroller to enforce conplisnce vvitu the provisions 

of the National Bank Act end the regulations of his office without bringing a 

suit to forfeit the bank's charter, which is a very drastic action and inevitably 

results in the immediate closing of the bank. I feel that the Comptroller should 

oe given po-Aer to bring pressure in less drastic ways to compel banks to comply 

^ith the xaw ana with sound banking practices. Officers and directors of banks 

which violate any provision of the National Bank Act might be made subject to 

fine and imprisonment and .the Comptroller might be given power to forbid any 

b^nk to make any additional loans, pay any dividends, or pay any further salaries 

to its officers until they had complied fully with the terms of the law. Some 

such power as tnis would enable the Comptroller to bring pressure to bear upon a 

bank and would in practice be more useful than the present power to bring a suit 

for the forfeiture of the bank1 s charter, because that action is so very drastic 

tnat the Comptroller hesitates to exercise it, and I understand that it 

has only been exercised in one or two cases, although there is hardly a time 

when many national banks are not violating some of the provisions of the Na-

tional Bank Act and disregarding the admonitions of the Comptroller and his 

Examiners* 

CONCLUSION. 

I feel that this bill needs much clarification and that a number of 

its sections should be amended materially so as to correct the matters criticized 

above. Sections 10 and 17 should be entirely rewritten. If the Board so desiresT 

I shall be very glad to prepare drafts of any amendments which the Board may 

wish to have offered to the Bill. 

Respectfully, 

Walter Wyatt 
General Counsel. 
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STATEMENT FOR THE PRESS X-4253 
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For Release in Morning Papers, 
Tuesday, January 27, 1925. 

The following is a summary of general business 
and financial conditions throughout the several 
Federal Reserve Districts, based upon statistics 
for the months of December and January, as con-
tained in the forthcoming issue of the Federal 
Reserve Bulletin. 

Production and employment in December continued the increase which began 

in the autumn and wholesale prices advanced further to the highest level for the 

year. Railroad shipments of goods continued in large volume and trade, both at 

wholesale and retail, v.as larger than a year Ago. 

Production. - The index of production in basic industries advanced about 10 per 

cent in December to a point 25 per cent higher than last summer but was still 

below the level of the opening months of 1924. Practically all of the 22 indus-

tries included in the index shared in the advance and the increases were partic-

ularly large in iron and steel, cotton manufacturing, coal mining, and meat pack-

ing. Among the industries not represented in the index the output of automobiles 

declined in December and was the smallest for any month in more than two years. 

Increased industrial activity was accompanied by an advance of about 2 per cent in 

factory employment, with larger increases in the metal and textile industries, 

and by a growth of nearly 5 per cent in total factory payrolls. Volume of building, 

as measured by contracts awarded, was less in December than in November, but con-

tinued unusually large for the season of the year. 

Trade. - Distribution of goods was greater in December than in the same month of 

1925, as indicated by larger railroad shipments and an increase in the volume of 

wholesale and retail trade. Christmas trade at department stores was greater 
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than in the previous year, and sales by mail order houses and chain stores were 

the largest on record. Wholesale trade was seasonally less than in November "but 

in practically all lines was larger than a year ago. Marketing of agricultural 

products was greater than for the corresponding month of any recent year. 

Prices. ~ A further advance of more than 2 per. cent in the Bureau of Labor 

Statistics index of wholesale prices carried the average in December 8 per cent 

above the low point of June and to the highest level since April, 1923. Prices of 

all groups of co: modities were higher, the principal incrcasesbeing in farm pro-

ducts and foods. In the first half of January prices of grains,wool, coal, and 

metals increased further, while sugar, dairy products, silk, coke, and rubber de-

clined. 

Bank Credit. - At the Federal reserve banks the rapid return flow of currency after 

the holiday trade resulted, during the four weeks ending January 21, in a reduction 

of earning assets about equal to that for the same season a year earlier. The net 

outflow of currency from the reserve banks during the month preceding Christmas 

amounted to more than $200,000,000, and the return flow after the Christmas peak, 

reflected both in the increase in reserves and in the decline of Federal reserve 

note circulation, was in excess of $300,000,000. Fluctuations in the earning assets 

of the reserve banks during the past two months have reflected chiefly these sea-

sonal changes in the demand for currency. The decline in discounts brought their 

total on January 21 to a smaller volume than at any time in 1924, and acceptances 

also showed a seasonal decrease. Holdings of United States securities, which have 

declined for more than two months, were about $175,000,000 below the level of 

last autumn and in about the same amount as at the middle of 1924. Net exports 
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of gold, which gave rise to a demand for reserve "bank credit, amounted to 

$30,000,COO in December and were in larger volume during the first three weeks 

in January. 

The growth of demand deposits at member banks in leading cities during the 

three weeks ending in the middle of January, which has been greater than the in-

crease in their total loans and investments, has reflected the return of currency 

from circulation. In the same period there was some increase in commercial loans 

and a continued growth in loans secured by stocks and bonds. Holdings of invest-

ment securities have decreased somewhat since the middle of November, particularly 

at the banks in ITew York .'City. 

Firmer conditions in the money market in December and the first few days 

in January were followed later in the month by declines in rates on commercial 

paper to 3 l/2 per cent. 
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F E D E R A L R E S I S T S B O A R D 

STATELIEST FOR THE PRESS 

For immediate Release X-4254 
January 27, 1925. 

CONDITION OF ACCEPTANCE L̂ ARXET 

December 11,1924 to January 21,1925. 

The supply of "bills in the market was moderately good throughout the 

• last half of December and the first three weeks of January. Firmer conditions 

in the money market and uncertainty as to "bill rates in the middle of 

December diminished the demand and on December 18 dealers' rates were 

advanced generally from 2 7/8 to 3 per cent on 90-day bills. On December 

22 the buying rates of the Hew York Federal Reserve Bank were raised l/8 

of one per cent on all maturities and the Federal Reserve bank's purchases 

during the week ending December 24 were considerably larger than pre-

viously. Toward the end of the year the supply of bills offered to the 

New York market was increased by sales of acceptances by banks from their 

own portfolios, but the effect of these sales on the market was offset by 

an additional demand from the correspondents of foreign clients. With 

easier money conditions after the close of the year, local demand increased 

generally. Savings banks took a larger volume of bills and out-of-town 

sales improved. The supply diminished toward the close of the reporting 

period, ending January 21st, and dealers' portfolios on that date were re-

duced to the lowest volume reported since September 10. Rates in New York 

on January 21 ranged from 3 per cent bid and 2 7/8 per cent offered for 30-

day bills to 3 5/8 per cent bid and 3 l/2 - 3 3/8 per cent offered for 

180-day bills. 
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FEDERAL RESERVE B O A R D 1 2 4 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-4256 
January 3Q> 1925 

SUBJECT: Expense Main Line, Leased Wire System, 
December, 192*. 

Dear Sir: 

Enclosed herewith you will find two mimeograph 
statements, X-4256-a and X-4256-b, covering in detail 
operations of the main line, Leased Wire System, during 
the month of December, 1924. 

Please credit the amount payable by your bank 
in the general account, Treasurer, U. S., on your books, 
and issue C/D Form 1, National Banks, for account of 
"Salaries and Expenses, Federal Reserve Board, Special 
Fund," Leased Wire System, sending duplicate C/D to Fed-
eral Reserve Board. 

Yours very truly, 

Fiscal Agent, 

(Enclosures) 

TO GOVERNORS OF ALL BANKS EXCEPT CHICAGO. 
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X-4256-a 

REPORT SHOWING CLASSIFICATION AMD NUMBER OF WORDS 
TRANSMITTED OVER MAIN LINE OF TEE FEDERAL RESERVE 
LEASED WIRE SYSTEM FOR THE MONTH OF DECEMBER* 

1924, 

Percent of... Treasury War 
Fed. Res. 3?otal Bank Dept. Finance Corp. 

From Bank Business Business (*) Business Business Total 

Boston 
New York 
Philadelphia 
Cleveland 
Richmond 
Atlanta 
Chicago 
St. x,ouis 
Minneapolis 
Kansas City 
Dallas 
San Francisco 

26,240 
197,921 
37,315 
69 ,861 
41,007 
62 ,388 
96,771 
67,270 
39,429 
67,577 
55,962 

102 ,91s 

3 .03 
22.89 
4.32 
8.08 
4.74 
7.22 

11 „19 
7-78 
4,56 
7.82 
6,47 
11.90 

7,807 
18,054 
6,943 
9,617 
7,548 
10,031 
12,071 
9,199 
5,934 
9,327 
6,231 
17,512 1 

0
 1

 t
 1

 1
 1

 1
 1

 1
 1
 

( 

34,047 
216,005 
46,258 
79,472 
48,555 
72,469 
108,542 
76,469 
45,363 
76,904 
62,297 

120,430 

Total 864,659 100.00$ 122,354 10 4 9S7,H7 

Board 285,777 139,059 1,814 426,650 

•Total 1,150»436 261,413 1 ,918 1,413,767 

Percent of Total 81.37$ 18.49$ «l4$ 

Bank Business 1,150,436 words or 81.48% 
Treasury Dept. 26l,4l3 words cr 18.52% 

Total 1,411,849 " " 100.00% 

(*) These percentages used in calculating 
the pro rata share of leased wire 
expenses as shown on the accompanying 
statement (X-4256-b) 

FEDERAL RESERVE BOARD 
Washington, D. C. 
January 30, 1925 
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REPORT OF EXPENSE 
MAIN LINE 

FEDERAL RESERVE LEASED WIRE SYSTEM, DECEMBER, 1924 

X-4256-13 
4 

Name of Bank 
Operators'-
Salaries 

Operators 1 

Overtime 
Wire 
Rental 

.Total 
Expenses 

Pro Rata 
Share of 
Total 

Expenses Credits 

Payable t® 
Federal 
Reserve 
Board 

Boston $ 250.00 $ —. -- - $ 250.00 
New York 920.82 2.00 - 922.82 
Philadelphia 200.00 - — 200.00 
Cleveland 272.00 - - 272.00 
Richmond 200.00 - - 200>00 
Atlanta 255.00 - - 255.00 
Chicago (*)3,775*24 - - 3,775.24 
St. Louis 200.00 — 200.00 
Minneapolis • 183.40 - - 183.40 
Kansas City 265.64 - - 265.64 
Dallas 251.00 - - 251.00 
San Francisco 380.00 - - 380.00 
ĵ ed. Res., Beard $14,788.34 $14,788.34 

TOTAL $7,153*10 $2.00 $14,788.34 1,9 43 * 44 

$ 540.53 $ 250.00 $ 290 .53 
4,083.42 922.82 3 , 1 6 0 . 6 0 
770.66 200.00 570.66 

1,441.42 272.00 1,169.42 
845.5S 200.00 (#) 850.25 

1,288.00 255.00 1,933.00 
1,996.22 3,775-24 (&)1,779-02 
1,387.90 200.00 1,187.90 

SI3 .47 183.40 630.07 
1,395.03 265.64 1,129.39 
1,154.20 251.00 903.20 
2,122.88 380.00 1,742.88 

$17,839.31 $7,155.10 $12,667.90 
(all.104.13 (b)l,779.02 
#17,833.31 $10,888.88 

(#) Includes $204.67 for branch line business transmitted over ma-in line circuit. 
(*) Includes salaries of Ytoshingtcn operators 
(&) Credit the 
(a) Received $47.00 fromyWar Finance Corp. and $4,057.13 from the 

Treasury Dept. covering business for the month of December, 1924. 
(b) Amount reimbursable to Chicago 

jssek 

0: 
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X-4257 

..<37 

FROM ADDRESS TO WASHINGTON SOCIETY OF ENG-HjCBERS. DECEMBER 3. 1924. 

In a few spots recovery was retarded "by unfortunate conditions, 
such as the drouths in New Mexico and on the Pacific ..Coast, and there 
have been some brakes on the wheelfe of progress that may be mentioned. 
Since the beginning of the present year almost 700 banks have failed, 
nearly all small institutions serving agricultural communities in the 
West. These are an aftermath of agricultural depression, but that 
doesn't in my opinion tell the whole story. They are due in large 
measure to a bad banking system - to a multiplication beyond all reason 
of small, weak, often badly managed institutions. Bankers will tell you 
that ouf American banking system is the best in the world. If efficiency 
and safety and service to all classes of customers in small as well as 
in large communities at reasonable rates are requisites of a good banking 
system our American system instead of being the best in the world is 
not far from the worst. In no other great commercial nation is there so 
great a contrast between rates for loans in the financial centrcs and 
rates for loans in the agricultural sections. We have 2 per cent money 
in Wall Street and 10 or 12 per cent money in the Dakotas. The little 
country bank - Senator Glass has called some of them toll gates - is 
nevertheless regarded as a sacred American institution, little less 
sacred than the little red schoolhouse. It can fail in great numbers 
just at the time when everything else is recovering yet no one thinks 
of questioning the institution itself or of suggesting that a better 
system of serving small communities could be devised - that is no one 
except a few economists and theorists who don't count. Bankers are all 
for increasing the number of banks unmindful of the repeated lessons of 
the past. 

A good system of banking for small communities should provide banks 
large enough to afford good management, and serving a territory wide 
enough to include a variety of crops and industries, so that the safety 
of a bank would not be put in jeopardy by depression in any one industry 
or by a mere local calamity. This means larger banks,and less banks 
and would probably make necessary the extension of banking facilities 
to some of the smaller communities by means of branches. Branch banking 
comes under the condemnation of the American Bankers Association every 
year, but it is the system of every other great commercial country, and 
in spite of various efforts to suppress it has made considerable progress 
in the banking systems of about a third of our states. The time will 
come, I believe, when business men, farmers and manufacturers will be 
compelled to give this matter some study instead of leaving it wholly 
to the bankers. 
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FEDERAL RESERVE B O A R D 
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W A S H I N G T O N X-4258 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

January 30, 1925. 

SUBJECT; Code Words to be used "by the Federal Reserve 
Bank of Hew York in advising other Federal re-
serve "banks of transactions in purchases and 
sales of Government securities from the Special 
Investment Account for the Federal Reserve 
System. 

Dear Sir: 

In connection with the coded telegrams trans-
mitted by the Federal Reserve Bank of ITew York to other 
Federal reserve banks relating to the purchases and sales 
of Government securities from the Special Investment Ac-
count for the Federal Reserve System, you are advised a re-
vision has been made in the translation of the code words 
"NOTABLY11 and "NOTCH", as listed in the Board's circular 
letter of January 9, 1924, (X-3940). 

It is requested that the above two code words 
with their accompanying translations be cancelled in the 
Federal Reserve Telegraphic Code and that they be replaced 
by the code words "NOTABLES" and "NOTARIAL" with the" revised 
phraseology as below indicated: 

NOTABLES: Purchased to-day $ U. S• 
securities System Special Investment Account. We 
charge you $ your apportionment. Please 
credit us. For your information this purchase con-
sists of $ (class of securities). 

NOTARIAL: Sold to-day $ _ U.S.securities 
System Special Investment Account. We credit you 
$ _ _ your apportionment. Please charge us. 
For your information this sale consists of $ 
(class of securities) 

Two additional code words have also been adopted 
and are as follows: 
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ROTATING: Sale to-day r e s u l t s i n d i f f e r e n c e 
"between book value and proceeds of s e c u r i t i e s s o l d 
* $ - • * m • — -
represent ing your p a r t i c i p a t i o n . 

HOTESIY: For use in your p r e s s statement your 
p a r t i c i p a t i o n a t the c l o s e of bus ines s to-day in 
United S t a t e s s e c u r i t i e s h e l d in the System Spec ia l 
Investment Account i s $ c o n s i s t i n g of 
$ c e r t i f i c a t e s of indebtedness , $ 
Treasury no te s , and $ Liberty Loan Bonds, 

I t i s requested that a record of the above can-
c e l l a t i o n s and a d d i t i o n s be made on page 164 in your cop ies 
of the Federal Reserve Telegraphic Code. 

Yours very t r u l y , 

J , C. IToell, 
A s s i s t a n t Secre tary . 

TO GOVEmORS OF .ALL F.E.BANKS. 
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OFFICERS OF FEDERAL RESERVE BANKS X-4259 

Chrm. & F.R.Agt. Governor 

BOSTON 

NEW YORK 
Pierre Jay Benj. Strong 

PHILADELPHIA 
R. L. Austin G.W. Norris 

Deputy Governor Cashier As st . Cashier 

W.W. Paddock Wm. Willett E.G. Halt 
W.N. Kenyon 
E.M. Leavitt 
L.W. Sweetser 

J.H. C ctS 0 L.H. Hendricks* J.L. Morris# 
L.F. Sailer A.W. Gilbart* W.B. Matteson# 
G.L. Harrison G.E. Chapin* A.J. Lins# 
E.R. Kenzel J.W. Jones* C.H. Coe# 

R.M. Gidney* R.M. 01Hara# 
L.R. Rounds* J.E. Crane#l 

H.M. Jefferson# 
I.W. Waters# 
J.M. Rice# 
E.G. French# 
S.S. Vansant# 
A.K. Lauclmer# 
G.B. Roberts# 

W.H. Hutt W. A. Dyer(&) W.J. lavis 
W.G. McCreedy* C.A. Mcllhenny 

S.R. Earl 
F.W. LaBold 
R.M. Miller,Jr. 
J.M. Toy 

C.F. Gettemy H.F. Currier 

W.R. 
Carl 

Burgess 
Snyder*** 

E.L. Dodge L.R. Mason 
J.H. Philbin 
(Asst.) 

A.E. Post W.I. Rutter,Jr. #4 
J.F. Rehfuss** 

f* « 
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- 2 - X-4259 

OhriE, & F.R.Agt. Governor Deputy Governor Cashier 

CLEVELAND 
B.C. Wills E.R. Fancher M.J. Fleming J.C. Nevin(&) 

F.J. Zurlinden 

RICHMOND 
Wm. W. Hoxton G.J. Seay C.A. Peple G. Hi Keesee 

Asst. Cashier Asst. F.E.Agt. Auditor Counsel 

H.F. Strater 
C.W. Arnold 
W.F. Taylor 
C.L. Bickford 
D.B. Clouser 
G.H. Wagner 
G.A. Stephenson#! 

Thos.,Marshall,Jr.J.G. Fry 

W.H. Fletcher F.V. Grayson 
J.B. Anderson 

Hugh Leach M.G.Wallace 
R.H. Broaddus J.S. Walden,Jr.* G.S. Sloan S.M. Foster** 

Edw. Waller, Jr. 
W.W. Dillard 
C.V. Blackburn 
J.T. Garrett# 
A. S. Johnstone# 

ATLANTA 
Oscar Newton M.B. Wellborn J.L. Campbell M.W. Bell 

Creed Taylor 
H.F. Conniff 
R.A. Sims 
J.B. Tutwiler 
J.M. Slattery# 
W.H. Toole# 

Ward Albertson Vs.S. Johns Randolph & 
(&) Parker 

CHICAGO 
vVm. A. Heath J.B. McDougal J.H. Blair 

C.R. McKay 
K.C. Chi Ids* 
J.H. Dillard* 
W.C. Bachman* 
D.A. Jones* 

E.L. Harris# 
F'.M. Hasten# 
J.G. Roberts# 
R.E. Coulter# 

O.J. Netterstrom* F. Bateman# 
Clarke Washburne* R.H. Buss# 

E.A. Delaney# 
J.H. Rumbaugh# 
R.J. Hargreaves# 

W.F. McLallen F.R.Burgess C.L.Powell 
(&) 

W.H. White* 

,« c. 
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Chrm. d- F.R.Agt. Governor Deputy Governor Cashier 

CHICAGO (Cont'd) 

ST. LOUIS 
"TB.MCC. Max tin D.C. Biggs O.M, Attebery J.W. White 

MINNEAPOLIS 
John E. IVlitchell B.A. Young W.B. Geary Gray Warren 

B.V. Moore F.C. Dunlop* 
Harry Yaeger**** 

KANSAS CITY 
M.L. IvfcClure W.J. Bailey C.A.Worthington J. W. Helm 

-3-

Asst. Cashier Asst. F.R.Agt. Auditor k 

X-4259 

Counsel 

L.G. Meyer# 
A.W. Dazey# 
A.R. LeRoy# 
L.G. Psvey# 
J.C. Callahan# 
F. A. Lindsten# 
R.C. HueIsman# 
Irving Fischer# 

A.H. Haill C.M. Stewart S.J. Novy J.G.MsConkey 
W.H. Glasgow (&) 
J.W. Rinkleff 
E.G. Adams 
S.F. Gilmore 
F.N. Hall 

H.C. Core C.L. Mosher A. Ueland 
L.E. East J.F. Ebersole 
A.R. Larson 
W.C. Langdon 
H.I. Ziemer 
P.M. Bailey# 

John Phillips,Jr. C.K. Boardmsn S.A.Wardell H.G. Lee&y 
G.E. Barley (&) 
E.P. Tyner 
A.M. McAdams 
G.H. Pipkin 
M.W.E. Park 

W-* 
ic 
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-4- X-4259 

Chrm. & F.B.Agt. Governor 
•I "T" 1 * Deputy Governor Gashi er Asst. Cashier Asst.F.B.Agt. Auditor Counsel 

DALLAS 
lynn P. Talley B.A. Mc Kinney B.B. Gilbert 

Val J. Grund 
B.B. Coleman W.O. Ford 

B.T. Freeman 
W.D. Gentry 
J.L. Hermann 
E.B. Austin 

C.C. Hall B.L.Foulks E.B.Stroud,Jr. 
W.J. Evans (Office) 

SAW FRANCISCO 
John Perrin J.U. Calkins Wm. A. Day 

Ira Clerk 
L.C. Pomtious 

W.N. Ambrose W.M. Hale 
C.E. Earhart 
C.D. Phillips 
H.N. Mangels 
H.M. Craft 
Mudie McBitchie 
S.A. MacEachron. 
E.C• Mailliard 

S.G-. Sargent F.H. Holman A.C. Agnew 
Allan Sproul (Genl) E.E. Hull 

(&) J.M. Csmer (Asst. to) 
E.W. Morton 

Ccntrcllwi-
. # Mat.a or 
(&) AloO Secretary 
•#1 AIJC Assistant Secretary 
** Act in~-
'' "* General Statistician 
**** Acat.Deputy Governor Corrected to March 26, 1^25 
## HeaJ of Audit Dê  t. 

t 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



* t > 

Managing Sirectcr 

OFFICERS OF FEDERAL RESERVE BRANCH BANKS 

Cashier Asst. Cashier Auditor 

HAVANA AGENCY OF F.R. BANK OF BOSTON 
Horace E. Snow (Mgr.) 

BUFFALO 
V/. W. „Sclineckenburger 

CINCINNATI 
L. W. Manning 

PITTSBURGH 
Geo. BeCamp 

BALTIMORE 
A.H. Dudley 

NASHVILLE 
J.B. Fcrt, Jr. 

BIRMINGHAM 
A. E. Walker 

NEW ORLEANS 
Marcus Walker 

J AC KSONVI LLE 
G. R. DeSaus sur e 

SAVANNAH AGENCY 
R. N. Groover (Mgr.) 

H.W; Snow, Jr. 

B.J. Lazar 

T.C. Griggs 

E.G. Grady 

v«L• B1akes 1 e ̂ 
E.L. Theobald 

J.P.H. Brewster 
H.N. Ott 

P.A. Brown 
F.E. Cotun 

T.I. Hays 
M.F. Reese 

E.G. Huggins, Jr. Leo Starr 

H.J. Urquhart T.N. Knowlton 

J.A. Walker 
W.H. Black# 

W.S. RfcLarin. Jr. 

D.E. Avery# 

F.C. Vasterling 

B. Kennelly 
(Asst.) 

Raymond Armor 
(Asst.) 

Henry Schutz 

X-4259-a 

Asst. F.R. Agent 

P.J. Faulkner 

T.M. Jones 

Lawson Brown 
(& Auditor) 

HAVANA AGENCY OF F.R. BANK OF ATLANTA 
L.C. Ane!son (Mgr.) L.L. Magruder# 

wv 
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Managing Director 

DETROIT 
Wm.B. Cation 

LITTLE ROCK 
A.F. Bailey 

LOUISVILLE 
W.P. Kincheloe 

MEMPHIS 
V. S. Fuqua 

HELENA 
R.E. Towle 

DENVER 
J.E. Olson 

OMAHA 
L.H. Ear hart 

OKLAHOMA CITY 
C.E. Daniel 

EL PASO 
D.P. Reordan 

HOUSTON 
Fred Harris 

Cashier 

J.B. Dew 

M.E. Long 

John T. Moore 

S.K. Belcher 

H. F. Brown 

A.J. Conway 

G.A. Gregory 

R.O. Wunderlich 

M. Crump 

L.G. Pondrom 

- 2 -

Asst. Cashier 

H.J. Chalfont 
H.H. Gardner 

F.A. Coe 

Earl R. ivfuir 

C.E. Martin 

R.E. Schumacher 
W. A. Cutler, Jr. 

John A. Cronan 

"W. D. Lower 
Wm. Phillips 

R.L. Mathes 

Allen Sayles 

H.R. DeMoss 

Auditor 

X-U259-a 

Asst. F.R. Agent 

Geo. J. Jarvis John G* Baskin 
(Asst.) Wm.C. Schrader 

(Acting) 

P.P. Maguire 
(Asst.) 

Lee A. Moore 
(Asst.) 

H. L- Ziiarnermann 
(& Auditor) 

R.W. Smith 
(Asst.) 

T.G. Sanders 
(Asst.) 

0.A. Leamon 
(Asst.) 

M.C. Smyth 

C.L. Whitley w' 
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Managing Director 

LOS AIIGSLES 
G.J. Shepherd 

PORTLAND 
Frederick Greenwood 

SEATTLE 
C. R. Shaw 

SALT LAKE CITY 
B.B. Motherwell 

ggOKANE 
W. L. Partner 

Cashier 

G.H. Schmidt# 

B.B. West# 

A.B. Nordling# 

D.L. Davis# 

# Assistant Manager 

-3-

Asst. Cashier Auditor 

X - 4 2 5 9 - a 

Asst. F.B. Agent 

A.J. Dumm 
L.C. Meyer , 

J.P. Blanchard 

B.A.. Bus sell 

P.M. Lee 
J.M« Leisner 

Evan Berg 

Corrected to Jauuary 3i> 

Imwk 
e, 

•<5 

6. 

.T\ w * 
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FEDERAL RESERVE B O A R D 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

February 4, 1925. 

SUBJECT: Observance of Holidays by Federal Reserve Banks. 

Dear Sir: 

This will confirm the following telegram addressed 
to you today by the Secretary of the Board* 

"Board today approved recommendation of Governors' 
Conference and has ruled that each Federal reserve 
bank shall advise the Board at least ten days in 
advance of a prospective holiday affecting either 
the parent bank or any of its branches whether the 
parent bank or such branches under advice of the 
bank's counsel will close or remain open on such 
holiday. It is understood that if a bank or branch 
closes on a particular legal holiday it will not 
participate either way in the gold settlement fund 
clearing and that if it remains open it will par-
ticipate both ways. The ruling of the Board, 
letter X-4128 August 1, 1924, rescinded." 

Very truly yours, 

J. C. Hoell, 
Assistant Secretary. 

TO GOVERNORS OF ALL FEDERAL RESERVE BAKES. 
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X--4263 

FEDERAL RESERVE B O A R D 139 
W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d February 5, 1925. 

SUBJECT: Membership in American Acceptance Council and 
American Bankers' Association. 

Dear Sir: 

One of the Federal Reserve banks has recently made 
inquiry of the Federal Reserve Board as to whether or not in 
the opinion of the Board it is advisable for the bank to con-
tinue its sustaining membership in the American Acceptance 
Council, the dues for which during the year 1935 will be $300. 
The bank states that it derives no direct value from the 
membership. 

The Board, upon inquiry, has learned that a majority 
of the Federal Reserve banks are in favor of continuing their 
sustaining memberships in the Council, and is, therefore, of 
the opinion that it should be optional with each bank as to 
whether or not it maintains membership for the year 1925. 
The Board believes that the question of the advisability 
and propriety of the Reserve banks as a whole continuing 
their memberships in the Council subsequent to 1925 should 
be made a topic for discussion at the next Governors' Con-
ference. 

The Board, at the suggestion of one of the Federal 
Reserve banks, also desires the Governors at their next con-
ference to consider the question of Federal Reserve banks con-
tinuing paid memberships in the American Bankers1 Association. 

The matter of continuing memberships in the two 
organizations referred to should be discussed by the Governors 
with their respective boards of directors prior to the time 
of the next conference and the views of the directors submitted 
to the conference. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

TO GOVERNORS OF All F.R.BAmS 
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FEDERAL RESERVE B O A R D 

W A S H I N G T O N X-4264 

140 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

February 7, 1925. 

SUBJECT: Circulars issued by Federal Reserve 
Banks. 

Dear Sir: 

Referring to the Board's request con-
tained in letter of Augtist 4, 1521, (X-3180), 
it appears that some of the, banks are not for-
warding to the Board regularly as issued six 
copies of all new circular letters addressed 
to their member banks. 

In order that the Board may receive 
such circular letters promptly as issued, it 
t;ill be appreciated if you will again call to 
the attention of the proper department the 
Board's request in order that there will be no 
omission or delay in the transmission of these 
letters. 

Very truly yours, 

J. C. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F.R.BANKS. 
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FEDERAL RESERVE B O A R D 
141 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-U265 

February 9, 1925 

SUBJECT: Holiday Washington 's Birthday, 
Monday, February 23, 19^5-

Dear Sir: 

For your information, there will be no Gold 

Settlement Fund or Federal Reserve Note Clearing 

on Monday, February 2Jrd, on account of observance 

of Washington's birthday, a.nd Board's books will 

be closed. 

Please advise Branches. 

Yours very truly, 

J. C. Ncell, 
Assistant Secretary. 

TO GOVERNORS OF ALL F. R. BANKS 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE B O A R D 142 
W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d X-4266 

February 9, 1925 

SUBJECT: Banks closed during 1924. 

dear Sir: 

By di recti on. of the Federal Reserve Board, I 

enclose herewith, for your information and not for pub-

lication, copy of a statement showing the number of banks 

closed in each of the Federal reserve districts during 

the year 1924. 

This tabulation is based upon information fur-

nished the Board from time to time during the year by the 

Federal Reserve Banks and the Comptroller of the Currency, 

Very truly yours, 

J. C. Hoellf 
Assistant Secretary. 

To the Governors of all Federal 
Reserve Banks.-
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1 4 3 
X-4266-a, 

CLOSED BANZ5 ^ 13dk. 

The a t tached t a b l e s g ive a conso l idated statement of banks c losed 
throughout the United S t a t e s during the year 1924, as taken from the 
Board 1s records . 

Table 1 g i v e s the t o t a l number of banks c l o s e d , toge ther w i th 
t h e i r c a p i t a l and surplus , be ing arranged by D i s t r i c t s , and c l a s s i f i e d 
as Nat ional Banks, S ta te Member Banks, and Non-member Banks. 

The tab le shows that a t o t a l of 753 banks c l o s e d , with c a p i t a l of 
$35,267,595, a-nd surplus of £11,375,390. 

Of these, 127 were National Banks, with capital of $9,3&5,OCC, 
and surplus of $4,099,260J 3^ were State Member B--nks, v,lth capital of 
$2,545,000, and surplus of $759,630, and 592 were non-member Banks, 
with capital of $23,357,595, and surplus of $6,516,500. 

The percentage table indicates that Rational Banks comprised 1]^ 
of the total number closed, 26g$ of the capital, and 36% of the surplus. 

State Member Banks 4g$> of the number, 7$ of the capital, and of 
the surplus. 

Non-memoer Banks 76g$ of the number, 66jg$ of the c a p i t a l , and 5 7 ^ 
of the surplus . 

District No. 9, with 299 banks, took the lead in the number closed, 
with District No. 10 second, with 134 banks. 

These two districts together comprised 57$$ of the total number 
closed, 40$ of the capital, and 49$ of the surplus. 

The table discloses that District Ho. 4, Cleveland, is the one and 
only District in which no banks were closed. 

Taole 2 gives the same information as above, but classifies the 
banks with relation to their capital. 

The table indicates that banks with capital of $25,000 and less 
make up 65$ of the total; banks with less than $75,000 capital, 6870, 
and banks with less than $100,000 capital, 9 0 w h i c h leaves banks with 
capital of $100,000 or more making up 10$. 

Table 3 is a statement of banks re-opened during the year 1924, 
which indicates that only 5$ of the closed banks re-opened within the 
year. 
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X— 4-c.66-~*3. 

TABLE 1. 

STATEMENT OF BANKS CLOSED LOSING THE YEAB 1924, BY FEDERAL 
RESERVE DISTRICTS, AND CLASSIFIED AS NATIONAL BANKS, 

STATE MEMBER BAMS AND NON-MErffiER BANKS. 

DISTRICT NO- 1. (Boston) 
Number 
of Banks Capital Surplus 

National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO- 2. (New York) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 3- (Philadelphia) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 4. (Cleveland) 
National Banks 
State Member Banks 
Non-Member Banks 

To tal 

DISTRICT NO. 5- (Richmond) 
Na.t ional Banks 
State Member Banks 
Non-member Banks 

To tal 

DISTRICT NO. 6. (Atlanta) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 7- (Chicago) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO- 8. (St. Louis) 
National Banks 
State Member Banks 
Non-Memb'Sr Banks 

Total 

1 
0 
0 

0 
3 
5 

1 
o 
0 
1 

0 
0 
0 
0 

3 
l 
29 
33 

4 
9 

& 

4 
9 
88 
101 

1 
2 
52 
55 

$ 150,000 

150,000 

1,525,000 

5,030,000 
6,555,000 

50,000 

50,000 

200,000 
100,000 

1,132,670 
1,432,670 

365,000 
625,000 
939,300 

1,929,300 

225,000 
490,000 

3,927,500 
4,642,500 

200,000 
200,000 

1,523,625 
1,983,625 

100,0; 

100,000 

762,500 

36,930 
792,430 

28,500 

26,500 

28,500 
20,000 
335,350 
333,850 

160,000 
246,290 
334,230 
740,520 

114,010 
123,210 

1,581,680 
1,818,900 

5,000 
36,000 
575,320 
616,320 
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Page 2. 

X-426 6-a 

14.5 

DISTRICT NO. 9. (Minneapolis) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 10. (Kansas City) 
National Banks 
State Member Banks 
Hon-member Banks 

Total 

DISTRICT NO. 11. (Dallas) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 12. (San Francisco) 
National Banks 
State Member Banks 
Non-member Banks 

To tal 

Numb er 
of Banks Capital Surplus 

50 $ 2,555,000 $1,245,070 
9 795,000 200,970 

240 5,948,500 2,160,150 
299 9,295,500 3,626,150 

32 1,745,000 956,93c 
2 125,000 27,000 

100 3,051,500 971,750 
134 4,921,500 1,955,650 

19 1 ,855 ,000 554,500 
2 210,000 106,160 
31 913,00c 239,490 

• 52 3,005,000 900,150 

10 465,000 144,250 
0 
is £31,500 261,600 
25 1,296,500 405,650 

TOTAL FOR ALL DISTRICTS 
National Banks 127 9,365,000 4,099,260 
State Member Banks 34 2,545,000 759,630 
Non-member Banks 592 23,357,595 6,516,500 

Grand Total 753 35,267,595 11,375,390 

PERCENTAGES 
National Banks 17$ 26g$ 36$ 
State Member Banks 4g$ 7$ 7$ 
Non-member Banks 7 82$ 66g$ 57% 

Total 100$ 100$ 100$ 
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« # 

X-4266-a 

Table 2. 
1 6 

STATFMEMT OF CLOSED BAMS, CLASSIFIED AS TO CAPITAL 

CAPITAL 
1 2 3 4 5 6 7 1 s 10 11 121 

25,000 and less, 0 5 1 0 0 16 26 58 36 
1 9 

229 69 22 11 490 

26,000 to 45,000, 0 0 0 0 3 6 >5 5 17 11 t 2 51 

50,000 to 74,000, 0: 0 1 0 7 5 21 10 30 20 9 11 

1—1 
1—1 

75,000 to 99,000, 0 0 0 0 2 0 

i 
I 1 1 4 2, 2 3 I 15 

100,000 to 124,000, 0 0 0 0 If 

1 

1 
! 11 0 11 10 S 9 Us 

125,000 to 199,000, 1 0 c 0 1 i| 2 1 3 0 0 1 10 

200,000 to 499,000, 0 0 0 0 0 2! 3 2 4 1 2 0 14. 

500,000 to 1,000,000, 0 0 0 0 0 
i 

C| 0 0 1 1 1 0 3 

Over 1,000,000. 0 2 0 0 0 
I 

0 0 0 0 0 0 0 2 
Total • 1 5 1 G 

* II1 • 
33 44 101 55 299 13U 52 28 753 

Banks with capital of $25,000 and less make up 65$ of the total; 

Banks with les* than $75,000 capital, 88$; 

Banks with less than $100,000 capital, 9O/0; 

Leaving banks with capital of $100,000 or more making up 10%,. 
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Table 3. 1 4 7 

STATEMENT OF PANES EE-OPENED IN 1924, WHICH HAD PREVIOUSLY 
. -'CLOSED DURING THE YEAR 

DISTRICT NO. 6. (Atlanta) 
Number 
of Banks Capital Surplus 

National Banks 
State Member Banks 
Hon-member Banks 

Total 

DISTRICT NO. 7. (Chicago) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 8. (St. Louis) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 9. (Minneapolis) 
National Banks 
State Member Banks 
Non-member Banks 

Total 

DISTRICT NO. 10. (Kansas City) 
National Banks 
State Member Banks 
Non-member Banks 

. So tal 

DISTRICT NO. 11. (Dallas) 
National Banks 
State Member Banks' 
Non-member Banks 

Total 

DISTRICT NO. 12. (San Francisco) 
National Banks 
State Member Banks 
Non-rmember Banks 

Total 

TOTAL FOR ALL DISTRICTS 
National Banks 
State Member Banks 
Non-member Banks 

u 
1 
3 
4 

6 
7 

V 

2 
2 

2 
0 
16 
18 

1 
0 
1 
2 

1 
0 
2 
3 

1 
0 
1 
2 

6 
1 
31 

25,COG 
85,000 
110,000 

6o,GGv 

200,000 
260,000 

35,000 
35,000 

75,ooo 

425,000 
500,000 

50,000 

10,000 
60,000 

50,000 

65,000 
115,000 

50,000 

25,000 
75,000 

285,000 
25,000 
845,000 

$ 1,000 
15,170 
16,170 

60,000 

45,890 
105,590 

4,690 
4,690 

20,000 

172,600 
192,600 

10,000 

6,500 
16,500 

50,000 

7,500 
57,500 

16,500 
16,500 

140,000 
1,000 

268,550 

Grand Total 3s 1,155,000 409,550 
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X-J+26S 
TREASURY DEPARTMENT 

Office of the Secretary 
WASHINGTON 

February 10, 192$. 
The Governor, 
Federal Beserve Board. 

Sir: 
You are hereby advised that the Department has referred to tke Disbursing 

Clerk, Treasury Department, for payment, the account of the Bureau of Engraving 
and Fringing for preparing Federal reserve notes during the period January 1 to 
January 31, 192$, ambmiting to $100,000, as follows,-

Federal.Reserve. No te.Sj.. 
$10 $20 Total 

Boston,.»>............. 100,000 100,000 100,000 300,000 
New York . 400,000 — — 400,000 
Philadelphia . 100,000 50,000 50,000 200,000 
Cleveland ». 300,000 100,000 • 400,000 
Richmond . . 100,000 50,000 50,000 200,000 
Atlanta 100,000 ——— 100,000 
Chicago « . 400,000 400,000 
Minneapolis 50,000 $0,000 
Kansas City 100,000 50,000 150,000 
Dallas 50,000 50,000 100,000 
San Francisco 100,000 100,000 100,000 100,000 

1,800,000 350,000 450,000 2,600,000 

2,600,000 sheets at $38.50 per M . . . . . $100,100. 

The charges against the several Federal Reserve Banks are as follows,-

Sheets Compensation Plate Printing Materials Total 

Boston ...... 300,000 $5,325.00 $2,454.00 $3,771.00 $11,550.00 
New York 400,000 7,100.00 3,272.00 5,028.00 15,400.00 
Phi lade lphia . .. *00,000 3,550.00 1,636.00 2,514.00 7,700.00 
Cleveland . 400,000 . 7,100.00 3,272.00 5,028.00 15,400.00 
Richmond 200,000 3,550.00 1,636.00 2,514.00 7,700.00 
Atlanta ...... .. 100,000 1,775.00 818.00 1,257.00 3,850.00 
Chicago .. 400,000 7,100.00 3,272.00 5,028.00 15,400.00 
Minneapolis ., ,. 50,000 887.50 409.00 628.50 1,925.00 
Kansas City .. .. 150,000 . 2,662.50 1,227.00 1,885.50 5,775.00 
Dallas ....... ,, 100,000 1,775.00 818.00 1,257.00 3,850.00 
San Francisco . 300,000 5,325.00 . 2,454.00 3,771.00 11,550.00 

2,600,000 $ 46,150.00 $21,268.00 $ 32,682.00 $100,100.00 

The Bureau appropriations will be reimbursed in the above amount from the 
indefinite appropriation "Preparation and Issue of Federal Reserve Notes, Re-
imbursable" , and it is requested that your board cause such indefinite appro-
priation to be reimbursed in like amount. 

Respectfully, 
"(Signed) W. Barr, 

Acting Deputy Commissioner. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE B O A R D 14.9 

W A S H I N G T O N 

X-4269 
a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 

t h e f e d e r a l r e s e r v e b o a r d 

February 13, 1925. 

SUBJECT: Bank Holidays 

Dear Sir: 

The Federal Reserve Board is advised that 

the Eew Orleans Branch of the Federal Reserve Bank 

of Atlanta will be open for business on Monday, Feb-

ruary 23rd, as the law of the State of Louisiana does 

not provide for the observance on Monday of a holiday 

falling on Sunday. 

On Tuesday, February 24th, the l"e\v Or-

leans Branch will be closed on account of observance of 

IZardi-G-ras. Please include credits for the Hew Orleans 

Branch in your Gold Fund Clearing telegram of the fol-

lowing day. 

Please notify branches. 

Very truly yours, 

J. C. IToell, 
Assistant Secretary. 

Letter to Governors of all 
Federal Reserve Banks. 
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STATEMBKT FOR TH3 PESSS 
February 17, 1925. 

For Release in 
Morning Papers. 

P. K. Warburg 

J. M. 1,Ciller, Jr. 
* 

Oscar Wells 

F. 0. Wetmore 

Breckinridge Jones 

The organization meeting of the Federal Advisory Council was held 

yesterday, the membership as constituted for 1925 being as follows: 

Federal Reserve District #1 - Boston, C. A. Morss 

#£ - New Yvrk, 

TrO - Philadelphia, L. L. Rue 

#4 - Cleveland, G. A. Coulton 

#5 - Richmond, 

#6 - Atlanta.. 

#7 - Chicago, 

#6 - St. Louis, 

#9 - Minneapolis, G. H. Prince 

#10 - Kansas City, E. F. Swinney 

#11 - Dallas, W. M. McGregor 

#12 - San Francisco, E. S. McKee 

Paul M. Warburg was re-elected President and 2. F. Swinney, Vice 

President, making them ex-officio members as well of the executive com-

mittee. The remaining four members of the executive committee elected 

were C. A. Morss, who was again made Vice Chairman of that committee, 

L. L. Rue, J. M. Miller, Jr., and F. 0. Wetmore. 

The general conditions in the country and the open market oper-

ations of the Federal reserve banks wer6 the main topics of discussion. 
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F E D E R A L A D V I S O R Y C O U N C I L 
1 9 2 5 

151 
X-4272 

Officers: 
P. M. Warburg, President 
E. F. Swinney, Vice President 
C. B. Georgen, Secretary 

Executive Committee: 
Pa.ul M, Warburg Levi L. Rae 
Charles A. Morss* John M. Miller, Jr. 
E. F. Swinney F. 0. Wetmore 

M E M B E R S 

District 

No. 1 

No. 2 

No. 3 

No. 4 

No. 5 

No. 6 

No. 7 

No. S 

No. 9 

No. 10 

No. 11 

No. 12 

Charles A. Morss 

Paul M. Warburg 

Levi L. Rue 

Geo. A. Coulton 

John M. Miller, Jr. 

Oscar Wells 

Frank 0. Wetmore 

Breckinridge Jones 

G. H. Prince 

E. F. Swinney 

W. Mi McGregor 

Henry S. McKee 

Address 

Sinplex Wire & Cable Co., 
201 Devonshire Street, 
Bo.ston, Mass, 

Internat'l. Acceptance Bank 
52 Cedar Street, 
New York,* N. Y. 

The Philadelphia Natl. Bank, 
421 Chestnut Street, 
Philadelphia, Pa. 

Union Trust Company, 
Cleveland, Ohio. 

First National Bank, 
Richmond, Va. 

First National Bank, 
Birmingham, Alabama. 

First National Bank, 
Chicago, Illinois. 

Mississippi Valley Trust Co. 
St. Louis, Mo. 

Merchants National Bank, 
St. Paul, Minn. 

First National Bank, 
Kansas City, Mo. 

First Nationa.1 Bank, 
Wichita Falls, Tex. 

Barker Brothers, 
Los Angeles, Calif. 

Address of Mr. Gecrgen, Federal Reserve Bank, New York, N. Y. 
* Vice Chairman. 

Cf>rre«ted to February 17, 1925-
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FEDERAL RESERVE B O A R D 152 
W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-4273 
February 17, 1925 

SUBJECT: Expense Main Line, Leased Wire System, 
January, 1925. 

Dear Sir: 

Enclosed herewith you will find two mimeograph 
statements, X-4273-a and X-4273-b, covering in detail 
operations of the main line, Leased Wire System, during 
the month of January, 1925. 

Please credit the amount payable by your bank 
in the general account, Treasurer, U. S., on your books, 
and issue c / D Form 1, National Banks, for account of 
"Salaries and Expenses, Federal Reserve Board, Special 
Fund," Leased Wire System, sending duplicate C/D to Fed-
eral Roserve Board. 

Yours very truly, 

Fiscal Agent, 

(Enclosures) 

TO GOVERNORS OF ALL BANKS EXCEPT CHICAGO. 
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153 
x-4273-a 

REPORT SHOWING CLASSIFICATION AND NUMBER OF WORDS 
TRANSMITTED OVER MAIN LINE OF THE FEDERAL RESERVE 
LEASED WIREl'SYSTEM FOR THE MONTH OF JANUARY, 1925• 

Percent of Treasury War 
Fed. Res, Total Bank Dept. Finance Corp. 

From Bank Business Business{*) Business Business Total 

Boston 25,652 3.04 
New York 174,050 20.65 
Philadelphia 34,342 4.07 
Cleveland 651748 7.80 
Richmond 43,009 5.10 
Atlanta 59,252 7.03 
Chicago 94,642 11.23 
St. ipuis 71,127 8.44 
Minneapolis 36,548 4.34 
Kansas City 72,346 8.58 
Dallas 59,446 7.05 
San Francisco 106,852 12.67 

TOTAL 8^3,014 100.00% 

Board 284,709 

Total 1,127,723 

Percent of. Total 92*30$ 

Bank Business 1,127,723 woras or 92*32$ 
Treasury Dept. 93,758 " 11 7.68'$ 

Total 1,221,481 " « 100.00$ 

4,273 
7.989 
4,858 
4.990 
3,3H 
3,868 
7,035 
5 , 8 % 
2,590 
5,136 
3 ,002 
9,393 

— 

29,925 
182,039 
39,200 
70,738 
46 ,320 
63 ,120 

101,677 
76,976 
39,138 
77,482 
62,448 

116,245 

62,294 905,308 

31,464 339 316,512 

93,758 339 1,221,820 

7.67$ •03$ 

) These percentages used in calculating 
the pro rata share of leased wire 
expenses as shown on the accompanying 
statement (X-4273-b) 
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REPORT OF EXPENSE 
MAIE LETE 

FEDERAL RESERVE LEASED WIRE SYSTEM, JANUARY, 1925. 

X-4273-b 

Pro Rata pa.ya.b 1 e to 
Share of Federal 

Operators' Operators' Wire Total Total Reserve 
Name of Bank Salaries Overtime • Rental Expenses Expenses Credits Board 

Boston 

O
 

O
 

CXJ 

-69- $ - $ - $ 250.00 
New York 1 , 0 0 6 . 3 2 - - 1 , 006 .32 
Philadelphia 216.66 — «. • 216.66 
Cleveland 276.33 - 276.33 
Richmond 170.00 - - 170.00 
Atlanta 255.00 — - 255*90 
Chicago (*)3,662.50 A00 w 3,669 .50 
St. Louis 212.00 • — 212.00 
Minneapolis 1 8 8 .98 - 188.98 
Kansas City 275-64 - - '.275.64 
Dallas 251.00 — - 251.OC 
San Francisco 380,00 - — 380.00 
Fed. Res. Board (c) 15,324,52 15,324.52 

TOTAL $7,144.43 $7-00 $15,324.52 $22,475.95 

$ 63O.7I 
4.284.26 
844.40 

1.618.27 
1,058.10 
1,458.52 
2,329.89 
1,751.05 
900.42 

1,780.09 
1,462.66 
2 , 6 2 8 . 6 5 

$ 250.00 
1 ,006 .32 

216.66 
276.33 
170.00 
255.00 

1,669.50 
212.0C 
'188.98 
275.64 
251.OO 
380.00 

$ 380.71 
3,277.94 

627 .74 
1 , 3 4 1 . 9 4 

(#) 1 , 0 9 2 . 7 7 
1 , 2 0 3 . 5 2 

(&)1,339.61 
1,539.05 

711.44 
1 ,504 .45 
1,211.66 
2,245.65 

$20,747.02 $7,151.43 

$20,747.02 

$15 ,139 .37 
0>) 1,3)9.61 

$13,800.26 

(#) Includes $204.67 for branch line business transmitted over ma,in line circuit. 
(*) Includes salaries of Washington operators. 
(&) Credit 
(a) Received $ 7«^3 from the War Finance Corp. and $1,721.70 from the Treasury Dept 

covering business for the month of January, 1925* 
(b) Amount reimbursable to Chicago.^ 
(c) Includes $ 45.20 charge .fox duplexing Chicago-Dallas wire in March, 1924. 
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FEDERAL RESERVE B O A R D 155 
W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

x - 4 2 7 5 

February 1$, 1^2$. 

Subject: Bank holidays during March. 

Dear Sir: 

The Federal Reserve Bank of Dal las, together with 
its El Paso and Houston Branches, will be closed, on 
Monday, March 2nd, on account of observance of Texas 
Independence Day. 

Baltimore Branch of the Federal Reserve Bank of 
Richmond will be closed on Wednesday, March 25th, on 
account of observance of Maryland' Day. 

On the dates indicated, the banks affected will 
not participate in either the Gold Fund Clearing or the 
Federal Reserve Note Clearing. Please include your 
credits for the banks affected on each of the holidays 
with your credits for the following business day in 
your Gold Fund Clearing telegrams, and make no shipment 
of Dallas Federal Reserve notes, fit or unfit, to the 
Head Office or to Washington, respectively, on March 2nd. 

Kindly notify Branches. 

Yours very truly, 

J. C. Noell, 
Assistant Secretary. 

To Governors of all F. R. Banks. 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-U276 

February 20, 192$, 

SUBJECT: Changes in Inter-District Time Schedule » 

Dear Sir: 

By agreement between the Federal Reserve 
Bank of Chicago and the Federal Reserve Banks of 
Cleveland, Minneapolis and San Francisco, the fol-
lowing changes should be made in the Inter-District 
Time Schedule: 

Detroit to Pittsburgh - one day 
Pittsburgh to Detroit - one day-

Detroit to Helena - three days 

Detroit to Salt Lake City - three days. 

Yours very truly, 

J. C. Noell, 
Assistant Secretary. 

TO GOVERNORS OF ALL FEDERAL RESERVE BANKS 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

February 2w, 1925* 
X-U277 

SUBJECT: Clearing Telegrams. 

Dear Sir: 

At such times as it becomes necessary 
for the Federal reserve banks cr branches to em-
ploy commercial telegraph lines in forwarding 
to the Board the daily Gold Fund and Federal Re-
serve Note Clearing telegrams, it is requested 
that the telegrams be sent as open messages, and 
that the amounts be stated neither in code nor 
in numerals. 

The following form is suggested: 

"Labeg Two million six thirty eight 
thousand five forty six ten. 

Boston Twenty five dollars 
yew York Two fifty five thousand six 

fifty four twenty" 

Very truly yours, 

J. C. Noell, 
Assistant Secretary. 

To Governors of all F. R. Banks 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS X-427% 

For Release in Morning Papers, 
Saturday, February 28, 1925. 

The f o l l o w i n g i s a summary of genera l bus iness 
and f i n a n c i a l c o n d i t i o n s throughout the severa l 
Federal Reserve D i s t r i c t s , based upon s t a t i s t i c s 
f o r the months of January and February, as con-
ta ined in the forthcoming i s s u e of the Federal 
Reserve B u l l e t i n . 

Further growth in product ion during January carr ied the output of b a s i c com-

modit ies to the h i g h e s t po int reached s ince the spring of 1923• Employment a t 

i n d u s t r i a l e s tab l i shments i n c r e a s e d s l i g h t l y , but remained below the l e v e l of a 

year ago. P r i c e s of farm products continued to advance and there were smal ler 

increases in the wholesale p r i c e s of most of the other groups of commodities. 

Production. - Production in b a s i c i n d u s t r i e s , a f t e r a rapid i n c r e a s e in recent 

montns, advanced b per cent in January and was 3̂ " P e r cent aoove the low p o i n t of 

l a s t summer. Th3 most important fac tor i n the increase in the l e v e l of production 

s i n c e August has been the g r e a t e r a c t i v i t y i n the iron and s t e e l industry , but in 

January the output of lumber, minerals , food products , and paper , and the m i l l 

consumption of cot ton a l s o showed cons iderable i n c r e a s e s . The woolen i n d u s t r y 

was somewhat l e s s a c t i v e in January and output of automobiles , though larger than 

in December, was cons iderably smaller than a year ago. Further increases dur-

ing the month i n employment i n the metal , t e x t i l e , and l e a t h e r i n d u s t r i e s were 

l a r g e l y o f f s e t by seasonal d e c l i n e s i n the number employed in the b u i l d i n g mater-

i a l s and food products i n d u s t r i e s . Bui ld ing a c t i v i t y , as measured by c o n t r a c t s 

awarded, though l e s s in January thai during the c l o s i n g months of 1924, was near 

the high l e v e l <ff a year ago. 
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Trade. - Rai lroa3 shipments wore in record volume for t h i s time of year , anJ 

loadings of merchandise and misce l laneous products were p a r t i c u l a r l y heavy. 

Wholesale trade i n January, however, was s l i g h t l y smaller than i n December. 

Sa les of g r o c e r i e s , shoes, and hardware were in smaller volume, whi le s a l e s of 

dry goods and drugs increased . Department s t o r e s a l e s in most d i s t r i c t s were 

s o me what sma.l 1 er t han a. y ear ag o, but s a l e s of mai 1 order houses were con s i d era.b l y 

larger . 

P r i c e s . - Wholesale p r i c e s , as measured by the index of the Bureau of Labor 

S t a t i s t i c s , r o s e 2 per cent during January to the h ighes t l e v e l in four y e a r s . 

The increase of 10 per cent in the index s i n c e l a s t June represent s an advance 

of 19 per cent i n p r i c e s of a g r i c u l t u r a l commodities and 3 P e r c e n ^ i n other com-

modi t i e s , Ir? the f i r s t ha l f of February p r i c e s of gra ins , wool , c o a l , and lead 

dec l ined, whi le petroleum and g a s o l i n e p r i c e s advanced sharply , and aot"on, s i l k , 

and rubber showed smaller i n c r e a s e s . 

Bank c r e d i t . - Loans and investments of member banks in l e a d i n g c i t i e s , f o l l o w -

ing the rapid growth during the l a s t h a l f of 1924, dec l ined oy about $100 ,000 ,000 

between the middle of January and the middle of February. This decrease repre-

sent s a. reduct ion i n the h o l d i n g s of inves tments , c h i e f l y at oanks in New York, 

p a r t l y o f f s e t by an. increase in loans . Loans on stocks and bonds increased 

though l e s s r a p i d l y than in the l a t t e r part of 1924, whi le loans f o r commercial 

purposes d e c l i n e d s l i g h t l y from the h igh l e v e l reached in the middle of January, 

Net demand d e p o s i t s , owing l a r g e l y to decreases at New York Ci ty banks, d e c l i n e d 

sharply from the high po int reached in the middle of January. 

At the Federal reserve banks the seasonal l i q u i d a t i o n r e s u l t i n g from the re -

turn f low of currency from c i r c u l a t i o n came to a c l o s e by January 21 and during 
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the fo l lowing four we^ks there wao an i n c r e a s e in t o t a l earning a s s e t s . This i n -

crease r e f l e c t e d l a r g e l y The demand f o r g e l J. f o r export, which l ed member banks 

to increase t h e i r 3iscounts at the reserve banks. Reserve bank hold ings of United 

s t a t e s s e c u r i t i e s dec l ined f u r t h e r , while acceptances showed r e l a t i v e l y l i t t l e 

change for the per iod . 

Money r a t e s , a f t e r remaining comparatively steady during most of January, 

showed a f irmer tendency during the early par t of February, when ra te s for. prime 

commercial paper advanced to ] per cent. 

February 26, 1925*. 
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X-H2S0 

F E D E R A L R E S E R V E B O A R D 

STATEMENT FOE THE PRESS 

For immediate relea.se 4;00 o'clock p.m., 
February 26, 1925-

Thd Federal Reserve Board announces that the Federal 

Reserve Bank of New York has e s t a b l i s h e d a rediscount r a t e of 3 1 /2 

per cent on a l l c l a s s of paper of a l l m a t u r i t i e s , e f f e c t i v e Febru-

ary 27, 1S25. 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o X—4281 
t h e f e d e r a l r e s e r v e b o a r d ^ 

February 27, 1925 • 

SUBJECT: Changes in I n t e r - D i s t r i c t Time 
Schedule. 

Dear S i r : 

By agreement between the Federal 
Reserve Banks of St . Louis And Kansas Ci ty , 
and a l s o by agreement between the Federal 
Reserve Brinks of Da l la s and S t . Louis , the 
f o l l o w i n g changes should be made in the In-
t e r - D i s t r i c t Time Schedule: 

Omaha to St . Louis - one day. 

Da.lla.s to L o u i s v i l l e - two days. 
L o u i s v i l l e to Dallas - two days. 

Yours very t r u l y , 

J. C. N o e l l , 
Ass i s tant Secretary . 

TO GOVERNORS OF ALL F. R. BAMS 
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F E D E E A L R E S E R V E B O A R D 

STATEMEM1 FOR THE PRESS X-4282 

For Immediate Release 
February 27, 1925-

CONDITION OF ACCEPTANCE MARKET 

January 22, 1925 to February 18, 19^5• 

During the first half of the period from January 22 to February IS there 

wa.s little change in the condition of the New York acceptance market, although 

some increase in the supply of bills was reported from Boston with a consequent 

increase in the portfolios of dealers. There were moderate offerings to re-

serve banks. On February 6 the New York Federal Reserve Bank's buying rates on 

30 and 60-day maturities were raised to 3 P e r cent and dealers subsequently ad-

vanced their rates l/B per cait on all maturities up to $0 days. There was an 

increase in the foreign demand for prime member bank bills of J>0 and 60 da.y 

maturity, and with easier money conditions a. more active demand on the part of 

both local and out-of-town banks, including savings banks, developed; so that 

toward the end of the period New York dealers found the supply hardly sufficient 

to fill orders. Rates in New York on February 18 ranged from 3 l/8 per cent 

bid and 3 per cent offered on 30-day bills to 3 5/8 bid and 3 1/2 offered on 5 

and 6-months maturities. 
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FEDERAL RESERVE BANK 

CP SAM FRANCISCO 

February 19, 1925-

In re: Federal Reserve Bank of 
San Francisco v. Receiver, 
Bank of Phoenix. 

Walter Wyatt, . Esq., 
General Counsel, 
Federal Reserve Board, 
Washington, D. C. 

Dear Mr, Wyatt: 

I hand you herewith copy of memorandum opinion recently 
rendered by the Superior Court of Maricopa County, Arizona, in the 
matter of a claim filed by us for preference against the Receiver of 
the Bank of Pheonix* 

The facts upon which our claim was predicated are briefly 
these: 

About March l4i 1921, the Federal Reserve Bank of San Fran-
cisco forwarded for collection to the Central Bank of Wickenburg, 
Arizona, a, cash letter containing various checks drawn on that bank, 
including items totaling $2,599-81 • The cash letter was received on 
March l6 by the Bank of Wickenburg which issued to the Federal Reserve 
Bank its drafts in payment. These payments were received by our 
Los Angeles Branch on March 1], 1921. At the time the drafts were 
issued, the Central Bank of Wickenburg had on deposit with the Central 
Bank of Phoenix, predecessor of the Bank of Phoenix, sufficient funds 
with which to pay said drafts. Upon receipt of the drafts, they were 
indorsed and forwarded to the Central Bank of Phoenix for collection 
and return. They were received by the Central Bank of Phoenix about 
March 19, 1921, stamped "paid,11 and charged to the account of the 
Central Bank of Wickenburg. The Central Bank of Phoenix thereupon 
issued in purported payment of the drafts drawn upon it by the Central 
Bank of Wickenburg two other drafts in favor of the Reserve Bank, one 
dra,wn on the First National Bank of El Paso, Texas, and the other, upon 
the Commonwealth National Bank of Kansas City, Mo. Upon presentation 
the substituted drafts issued by the Central Bank of Phoenix were dis-
honored, the Central Bank of Phoenix having in the meantime failed. 

Subsequent to this time, the Central Bank of Phoenix was re-
organized and the Bank of Phoenix assumed the payment of all outstanding 
liabilities. We attempted to settle the matter with the Receiver of 
the Bank of Phoenix out of court but failing to receive any satisfaction,' 
filed suit, claiming preference. 

X-t+28] 
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Waltar Wyatt, Esq. - 2 - X-42S3 _ 6 b 

You will note from the memorandum opinion that Judge Windes 
had to do some legal acrobatics in order to place himself in a posi-
tion to aliovi the claim. I mu^t admit that I am a. little ashamed of 
our success in this matter. We relied chiefly upon the following cases. 

Goodyear Tire & Rubber Co. v. Hanover State Bank, 
204 Pa c. 992, 

Hawaiian Pineapple Co. v. Browne, 220 Pac. 1114, 
Federal Reserve Bank v. Peters, 123 S. E. 379* 

I thought this case might be of interest to you. 

Yours very truly, 

(signed) A. C. AG-NEW 

Counsel. 
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IN THE SUPERIOR COURT OF MARICOPA COUNTY, 

STATE OF ARIZONA. 

* * * 

THE STATE OF ARIZONA ex rel ) 
W. J. Galbraith, Attorney 
General, 

Plaintiff, 

vs. 

CENTRAL BANK OF PHOENIX, a 
corporation; CENTRAL.BANK 
OF PHOENIX, doing business as 
the Bank of Phoenix, a cor-
poration; BANK OF PHOENIX, a 
corporation; D. N. STAFFORD, 
B. C. STAFFORD, GEORGE W. 
"MICKLE, DONALD DUNBAR, ED. C. 
BRADFORD, 0. F. ALFORD, E. A. 
TOVREA, R. E. SLOAN and 3. E. 
COLLINGSj as Officers and 
Directors of said Corporation, 

Defendants. 

5»c sje 3jf # * 

The matter of the application of the Federal Reserve Bank of San 

Franjisco for the establishment of its claim as a preference against 

the Bank of Phoenix, insolvent, hsving come before the court on an 

agreed statement of facts and the court feeling that its ruling thereon 

is in a, measure contrary, or apparently contrary, to its former ruling 

in a similar ca.se, 'the court feels it should state its reasons for such 

ruling. 

Formerly, in a somewhat similar set of facts in the matter of the 

application of S. 0. Lewis for a preferred claim, wherein a Montana, 

Bank sent to the Bank of Phoenix a check, presumably for payment, and 

the Bank of Phoenix in payment thereof issued its draft on a correspond-

ent bank, which draft was not paid, this court held that the relation 

X-4283-a 

No. 15797-

MEMORANDUM OF OPINION 
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X-U283'a 167 
of debtor and c r e d i t o r e x i s t e d between the Montana Bank and the Bank 

Of Phoenix an J t h a t therefore no ground f o r p r e f e r e n c e e x i s t e d . 

In the p r e s e n t ca.se a, great deal of a d d i t i o n a l , e n l i g h t e n i n g 

and convincing author i ty has been submitted to the court to the e f -

f e c t that where one bank transmits checks or d r a f t s for c o l l e c t i o n to 

another bank, there being no rec iproca l accounts between tne two 

banks, and the r e c e i v i n g bank c o l l e c t s sa id dra f t or cneck and i n re-

m i t t i n g the c o l l e c t i o n thereof i s s u e s a draft on a correspondent of 

the r e c e i v i n g bank anj transmits i t through the mail to the sending 

bank, there i s thereby created the r e l a t i o n of p r i n c i p a l and agent 

between the sending and r e c e i v i n g bank. And, of course , when such 

a. r e l a t i o n s h i p i s created , under the law a p r e f e r e n c e under a l l of 

the a u t h o r i t i e s i s al lowed. The v i t a l ques t ion in a l l of t h e s e cases 

i s merely the ques t ion of whether the r e l a t i o n of debtor and. c r e d i t o r 

or p r i n c i p a l and agent has been created. 

The only d i f f e r e n c e that I can see between the f a c t s in t h i s 

case anJ the Lewis case is that in the Lewis c a s e a check was sent t o 

the Phoenix bank, presumably for payment, and psymant was ma;ie by the 

i s suance of a, d r a f t and i t s transmiss ion to the Montana Bank, whereas, 

in the present c a s e , a draft upon the Phoenix Bank was sent by the Fed-

eral Reserve Bank to the Phoenix Sank f o r c o l l e c t i o n and re turn , and 

the Phoenix bank, in accordance wi th a custom which had h e r e t o f o r e ex-

i s t e d between the two banks, made c o l l e c t i o n by t ransmit t ing to the 

Federal Reserve Bank i t s dra f t on i t s correspondent bank. Counsel f o r 

p e t i t i o n e r has attempted to d i s t i n g u i s h the two cases upon the theory 

that in the Lewis case i t was a quest ion of the purchase of a, d r a f t , 

whereas in t h i s case i t was merely the ques t ion of t r a n s m i t t i n g for 
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coll action. I fail to see that there is really any material dif f erenct^*^ 

in the two sets of facts, but I do feel that in the light of the case 

of Federal Reserve Bank of Richmond vs. Peters, 123 S. E. 379> decided 

last June, an J the many authorities therein cited and discussed, this 

court could not do otherwise than allow the preference. 

The Lewis case was decided upon the theory that a draft was pur-

chased, and I think it is undoubtedly the law that when One purchases a 

draft from a bank, whether he pays therefor in checks or money, and be-

fore the draft is cashed the bank issuing the same becomes insolvent, 

the relation of debtor and creditor exists between the purchaser of 

the draft anj the insolvent bank* If the court c-;emitted error in the 

Lewis case, I feel it did so not in an enunciation of the law, but in 

the assumption that a fact existed which may* possibly not have existed, 

that is to say, that the Montana bank purchased the draft from the Bank 

of Phoenix. I am not sure but that the court possibly erred in its as-

sumption in view of the fact that the Montana bank simply sent the check 

for payment, and. the Bank of Phoenix without any solicitation on the 

part of the Montana bank simply issued its draft in liew of transmitting 

the funds. In any event, I feel that the correct and reasonable rule of 

la,w and the better authority as has been submitted in this case demands 

that a preference be allowed. 

For the reasons above set forth the petition will be allowed and the 

receiver ordered to pay the claim therein presented as a preference claim 

in due course of administration* In view of the present condition of the 

bank, however, no preference claim should be paid at this time until the 

funds are available for that specific purpose. 

F. R. Windes 

J U D G E . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE B O A R D 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d X-42G5 

March 9, 1925. 

Subject: Code word to cover new issue of Certifi-
cates of Indebtedness, Series TP 1925, 
in telegraphic transactions. 

Dear Sir: 

In connection with telegraphic transactions 
in Government securities between Federal Reserve Banks, 
the code word "Befringe" has been designated to cover 
the new issue of Certificates of Indebtedness dated 
March 16, 1925, Series TD 1925. 

This word should be inserted in the Federal 
Reserve Telegraphic Code Book, following the supplement-
al code word ''Befoul", at the bottom •of page 24. 

Very truly yours, 

J. C. lloell, 
Assistant Secretary. 

To Governors of all F.B.Banks. 
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FEDERAL RESERVE B O A R D ^ ' 0 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

a-4^OO 

March 9, 1925. 

SUBJECT: By-laws of Federal Bescrve Backs and Branches. 

Dear Sir: 

As the copies of the by-laws of the various 
banks and branches now in the files of the Board do 
not include amendments which have been adopted since 
they were received, it rill be appreciated if you 
will forward to the Board, at your convenience, 
three copies of the by-laws of your bank and 
branches, if any, which are now in effect. 

Vary truly yours, 

J. C. ffoell, 
Assistant Secretary. 

TO ALL FEDERAL RESERVE AGENTS 
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FEDERAL RESERVE B O A R D 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-4288 
March 13, I925. 

SUBJECT: Expense Main Line, Leased Wire System, 
February, I925. 

Dear Sir: 

Enclosed, herewith you will find two mimeograph 
statements, X-4288-a and X-4288-b, covering in detail 
operations of the main line, Leased Wire -Sytem, during 
the month of February 1925-

Please credit the amount payable by your bank 
ia the general account, Treasurer, U. S., on your books, 
and issue C/D Form 1, National Banks, for account of 
"Salaries and Expenses, Federal Reserve Board, Special 
Fund," Leased Wire System, sending duplicate C/D to Fed-
eral Reserve Board. 

Yours very truly, 

Fiscal Agent, 

(Enclosures) 

TO GOVERNORS OF ALL BANKS EXCEPT CHICAGO. 
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X-4288-a 

REPORT SHOWING CLASSIFICATION AND NUMBER OF WORDS 
TRANSMITTED OVER MAIN LINE OF THE FEDERAL RESERVE 
LEASED WIRE SYSTEM FOR THE MONTH OF FEBRUARY, IS25 

Percent of Treasury War 
Fed. Res. Total Bank Dept. Finance Corp. 

From Bank Business Business(*) Business Business Total 

Boston 21,643 3.11 
New York 133,406 19.1$ 
Philadelphia 27,065 3 .89 
Cleveland 55,66l 7-99 
Richmond 36,748 5,27 
Atlanta 43,868 7»l6 
Chicago 80,485 11.55 
St. Louis 59,629 8 .56 
Minneapolis 3^,146 4.6l 
Kansas City 56,212 8.l6 
Dallas 51,170 7-35 
San Francisco 91,966 1J>.20 

TOTAL 696,599 100.00 

Board 241,731 

Total ' 932,330 

Percent of Total 92*76$ 

Bank Business 93^,330 words or 92.73$ 
Treasury Dept. 73,019 " " 7• 22$ 

Total 1,011,349 " "100.00$ 

(*) 

3,245 
4,801 
3,1^9 
3,285 
2,566 
3,010 
4,909 
4,456 
2 ,176 
3,745 
1,729 
6,881 

-

24,888 
138,207 
30,214 
58,946 
39,31^ 
52,878 
85,394 
64,085 
34,322 
60,557 
52,899 
98,847 

43 ,952 - 740,551 

29,067 250 271,04s 

73,019 250 1,011,599 

7-22$ .02$ 

These percentages used in calculating 
the pro rata, share of leased wire ex-
penses as shown on the accompanying 
statement (X-42SS-b) 
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REPORT OF EXPENSE 
MAIN LINE 

FEDERAL RESERVE LEASED WIRE SYSTEM, FEBRUARY, 1925. 

X-4288-b 

Name of Bank 
Operators 1 

Salaries 
Operators' 
Overtime 

Wire 
Rental 

Total 
Expenses 

Pro Rata 
Share of 
To ta,l 

Expenses Credits 

Payable to 
Federal 
Reserve 
Board 

Boston $ 25c.00 $ - $ $ 250.00 $ 646.5%, $ 250.00 $ 396.54 
New York 933.32 8.00 - 941 .32 3,9EI.C8: 941.32 3 , 0 3 9 . 7 6 
Phi ladelphia 216.66 - - 216.66 808.69 216.66 592.03 
Cleveland 276.33 - - 276 .33 1,661.04 276.33 1,384.71 
Richmond 170.00 - - 170.00 1 ,095 .58 170.00 (#) 1,130.25 
Atlanta 255*00 - - 255.00 1,488.49 255.00 1,233.49 
Chicago (*>3,653.18 Ij.OO - 3 , 6 6 6 . 1 8 2,401.12 3 , 6 6 6 . 1 8 (&) 1 ,265 .06 
St. Louis 200.00 — - 200.00 1,779.53 200.00 1,579.53 
Minneapolis 183.34 — - 183.34 958.37 183.34 775-03 
Kansas City 275-64 - 275-64 1 , 6 9 6 . 3 s 275-64 1,420.74 
Dallas 251.00 - 251.OO 1 ,527 .99 251.OO 1,276.99 
San Francisco 38O.OO — 350.00 2,744.14 38O.OO 2,364.14 
Federal Reserve Board 15,346.5s 15,346.58 

TOTAL 7,044.47 $21.00 $15,346-58 $22,412.05 $20,785.95 $7 ,065 .47 $15 ,193 .21 
(a) 1,623.10 (b)l,265.06 

$20,768.95 $13 ,928 .15 

(#) Includes $204.67 for branch line business transmitted over main line circuit. 
(*) Includes salaries of Washington operators. 
(&) Credit 
(a) Received $5-00 from War Finance Corp. and $1,618.10 from the Treasury Dept. 

covering business for the month of February, 1925« 
(b) Amount reimbursable to Chicago. * 
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FEDERAL RESERVE B O A R D 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

W A S H I N G T O N 

X-4289 

Larch 14, 1925 

Subject: Code word, for use "between Federal Reserve 
Agents, in connection with the purchase and 
allotment of bankers' acceptances. 

Dear Sir: 

It has been suggested to the Board that in order 
to reduce the phraseology in telegrams between the Fed-
eral Reserve Agents, covering the allotment of bankers' 
acceptances purchased by the Federal Reserve Bank of 
Hew York, and their delivery in trust to the Federal 
Reserve Agent at Hew York, an additional code word be 
supplied iron the Federal Reserve Telegraphic Code. 

This suggestion has been approved, and effective 
March 23rd, the following code word will be used covering 
the transactions referred to: 

"Abstinent" Federal Reserve Bank Hew 
York has delivered bankers' acceptances 
aggregating $ which I hold in 
trust for your account." 

This code word should be inserted in the Federal 
Reserve Telegraphic Code, at the bottom of page 2, 
following the code word "Abstention". 

Very truly yours, 

J. C. Hoell, 
Assistant Secretary. 

To all Federal Reserve Agents. 
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FEDERAL RESERVE B O A R D 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

March 16, 1925. 

SUBJECT: Expenditures of Federal Reserve Bank Funds 
for Welfare and Educational Work. 

Dorr Sir: 

The Board has recently reviewed its letter X-4211 of 
December 13, 1924, on the subject of expenditures of Federal 
reserve banks for welfare and educational work and has decided 
that budgets for this work need not be submitted annually to 
the Federal Reserve Board for approval. The Board wishes to 
state, however, that expenditures for welfare and educational 
work, for officers' dinners, entertainment of local and out-
of-town bankers, etc., and for membership dues in and donations 
to associations and societies should be kept within a reasonably 
low limit, and where there is any doubt as to whether a given 
expenditure is a proper one for a Federal reserve bank to make 
the matter should be referred to the Federal Reserve Board. 

The information regarding expenditures for welfare and 
recreational work and for other related purposes now being fur-
nished on the reverse side of monthly expense reports Form 96 
will, of course, keep the Board informed currently of amounts 
being spent for such purposes * In order, however, that we may 
have on file a statement showing in a general way the purposes 
for which contributions of the Federal reserve bank to the Fed-
eral Reserve Club or Society are being used, it will be appre-
ciated if you will kindly advise the Board for what purposes 
such contributions, if any, were used in 1924, and also keep the 
Board advised in the fufrxre of any material change in the pur-
poses for which the club or society is authorized to use funds 
contributed by the Federal reserve bank. 

Very truly yours, 

175 
X-4290 

To all Governors 

Walter L. Eddy, 
Secretary. 
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TEE&SDST DEPARTMENT 
Cffice of the Secretary 

WASHINGTON 
March 10, 1925.' 

The Governor 
Federal Reserve Board. 

Sir: 
You are hereby advised that the Department has referred to the Dis-

bursing Clerkj Treasury Departments for payment, the account of the 
Bureau of Engraving and Printing for preparing Federal reserve notes during 
the period February 1, 192$, to February 28, 19^5; amounting to $127,2^2.50, 
as follows,-

Federal Reserve Notes, 191̂ -
in $10 $20 i5o $100 Total 

Boston . . . . . . . 159,000 270,000 100,000 — - 529,000 
New York . . . . . . 619,000 — — - - 619,000 
Philadelphia . . . . 312,000 50,000 50,000 13;000 - 425,000 
Cleveland . . . 302,000 — — 16,000 3,000 320,000 
Richmond . . . . . 150,000 50,000 50,000 *—' — 250,000 
Atlanta . . . . . . 216,000 — —- 216,000 
Chicago . . . . . . 300,000 — — — — 300,000 
Kansas City . . . . 146,000 50,000 50,000 — 246,000 
San Francisco . . 250,000 100,000 <,50,000 — — 400,000 

2,453,000 520,000 300,000 29,000 3,000 3,305,000 

3:305,000 sheets at $]8.50 par M . . . . $127,2^2.50 

The charges against the several Federal Reserve Banks are AS follows,— 

Plate 
Sheets Compensation Printing Materials Total 

Boston . . . . 529,000 $9,389,75 $4,327.22 $6,649.53 $20,366.50 
New York . . . 619,000 10,987.25 5,063.42 7,780.83 23,831.50 
Philadelphia . 425,000 1,543.75 3,476.50 5,342.25 16,362.50 
Cleveland . 320,000 5,680.00 2,617.60 4,022.40 12,320.00 
Richmond . . . 250,000 4,437.50 2,045.00 3,142.50 9,625.00 
Atlanta . . . 216,000 3,834.00 1,766.88 2,715.12 8,316.00 
Chicago . . . 300,000 5,325.00 2,454.00 3,771.00 11,550.00 
Kansas City. . 246,000 4,366.50 2,012.28 3,092.22 9,471.00 
San Francisco 400,000 7,100.00 3,272.00 5,023.00 

41,543.85 
15,400.00 

3,305,000 98,663.75 27,034.#0 
5,023.00 

41,543.85 127,242.50 

The Bureau appropriations will be reimbursed in the above amount from 
the indefinite appropriation nPreparation and Issue of Federal & serve Notes 
Reimbursable", and it is requested that your board cause such indefinite 
appropriation to be reimbursed in like amount . 

Re spe ct fully, 

(signed) R. W. Barr, 
Acting Deputy Commissioner. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



177 
X- 3 

OFFICE C03H3SP0HD3IICS 
March 17. . 

To Federal Reserve Board 

From I'r. Piatt 

while I can't fully agree with each iter, of the report as written 
"by Lir. Janes, I "believe that the committee should subiz.it the regulation 
proposed in it en (4) as offering a solution of the prohlezn to the 
Governors' Conference and to the Committee on Voluntary Services. 

I"am not at all sure that it offers the only solution, or even that 
it is necessary to meet the objections and protests of the American 
Bankers1 Association, hut if the Board wishes to cut out, or to curtail 
"by a system of charges, the collection of non-cash items the protests 
and resolutions offer an opportunity to do so. My own feeling is rather 
in favor of imposing a charge of 40 or 50 cents per $1,000 with a minimum 
charge of 30 or 25 cents or even less - not so much for revenue as to 
make member "banks consider whether to send their items to a correspondent 
"bank or to a Federal reserve bank without indiscriminately dumping them 
into the Federal reserve banks. 

The estimate of revenue that would be derived from a charge of 50 
ccnts per $1,000 with a minimum of 25 cents per item made by Mr. VanFossen 
indicates that such charges would yield a considerable profit, though 
they are probably lower than banks make when they make any charge at' all 
for collection. 

It would be interesting to refer to the Governors' Conference also 
the question whether one or two Reserve banks could make a charge for 
collection leaving the otriers on a free basis, as an experiment. The 
question of making charges only for items not payable at banks or through 
clearing houses should be giirph consideration. 

Edmund Piatt. 
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OFFICE C0EBESP01TLSrCS February 13, 1925. 

To Federal Reserve Board Subject: A charge for non-cash col-

From Special Committee (Messrs.James and lection service. 
Piatt) on ITon-Cash Collections. 

Your Committee which was appointed to make a study and report to 
the Board on the subject of "A charge for non-cash collection service", and 
also the letter dated December 12* 1924, from the American Bankers' Associa-
tion's Committee on ITon-Cash Items recommending thu.t the Federal Reserve 
Board's regulations "be so amended as to prohibit the handling of non-cash 
collection items by the Federal reserve banks, begs to report as follows: 

(1) The proposal that "Federal reserve banks impose a charge for hand-
ling non-cash collections" has been investigated through consultation with 
the Board's staff of operating officials and with a committee of auditors 
from several of the Federal reserve banks, and as a result regards the pro-
posal as impracticable for many reasons - among which may be mentioned the 
great difficulty of making proper disposition or apportionment of the fees 
and the great variety in this class ̂ business which makes a flat or uniform 
fee inadequate or inequitable. 

(2) The Committee is inclined to agree in principle v<ith the viewpoint 
expressed by the ITon-Cash Collection Committee of the American Bankers Asso-
ciation which may be briefly summarized by here repeating the resolutions 
adopted at the 33rd Annual Convention of the Illinois Bankers Association 
held at Bockford, Illinois, on June 26, 1923, reading as follows: 

"WHEREAS, The Federal Reserve Banks and their branches are now au-
thorized by the Federal Reserve Board to collect notes and negotiable 
instruments other than cash items, and 

UHSKEASe These items are generally known as "Collection Itens", 
and not "Cash Items", and 

WEEREAS, The said Federal Reserve Banks and their branches do not ^ 
make any collection charge for handling these items commonly known as 
"Collection I terns;'*, and 

WHEREAS, We do not believe it was the intention of Congress in es-
tablishing the Federal Reserve System that the several Federal Reserve 
Banks and their branches should go into active competition with the 
members of the System in handling what are known as "Collection Items", 
and 

WHEBEAS, The member banks handling "Collection Items" make collec-
tion charges, and 

WHEBEAS, The member banks of the Federal Reserve System furnish the 
capital of the Federal Reserve Banks and the dividends the member banks 
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may receive on their stock in the Federal Heserve Banks are limited, and 

WHEREAS, The Federal Reserve Banks and their branches in handling 
"Collection Items" without making the usual collection charge and at 
a pecuniary loss to themselves, are giving unfair and unjust competi-
tion to the member "banks of the system and are thereby curtailing 
their rightful and just profits without benefit to the Federal Reserve 
Banks or the System, now, therefore, be it 

RESOLVED, That the Illinois Bankers Association is unalterably 
opposed to the Federal Reserve Banks doing a collection business as set 

, forth and urges the Federal Reserve Board to give to the members of the 
System the relief that is justly due them in prohibiting the Federal 
Reserve Banks and their branches from handling what are generally known 
as "Collection Items". 

(5) The Committee finds a wide divergence of opinion not only among 
the officers of the Federal reserve banks but among bankers generally on this 
subject, and has reviewed many letters both for and against the proposal 
to eliminate non-cash collection service from th<£ System, with the result 
that the Committee feels that the time has come when definite action on the 
part of the Board regarding this question should be taken. 

(4) The Committee submits as its solution for the problem the follow-
ing resolution or regulation: 

"Effective July 1, 1925, only such non-cash collection items 
as are payable by or at member banks, or banks that are on the par 
remitting of the Federal Reserve Banks, or that are collecti-
ble through clearing house associations, shall be handled by the 
Federal Reserve System". 

(5) The Committee recommends that before finally adopting this resolu-
tion, or promulgating the regulation, the matter be submitted to the Com-
mittee on Voluntary Services, namely, Governors Harding, Strong, Fancher, 
KcDougal and McKihney, with instructions that if this Committee on Voluntary 
Services does not agree with the recommendation of your Special Committee, 
then they shall at the coming Governors' conference present to the conference 
a definite and conclusive recommendation on this subject that will effect-
ively and satisfactorily meet the objections and protests of the American 
Bankers' Association and sundry Clearing House Associations, and provide 
for a system of charges to be made for non-cash collection services in the 
Federal Reserve Banks. 

George R. James. 
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OFFICE CORRESPONDENCE 

To Mr. James 

From Mr. Van Fossen 

X-4294-a 

February 21, 1925 • 

Subject: Volume of Non-cash Collections 

With reference to your memorandum requesting that if possible 
an estimate be maje of the revenue availabe to the Federal Reserve System 
if a charge of 50 cts. per $1,000 and a minimum of 25 cts. per item were 
made on non-cash collections, I may say that we do not have separate data 
a.s to the number and aggregate amount of such items handled which would be 
subject to the 25 cent minimum charge, i.e. of items under $500. It is 
believed, however, that a fairly satisfactory estimate may be maJe on the 
basis of the available data. 

The number and amount of non-cash items handled and the expense 
incurred in the performance of this work by the Federal reserve banks in 
1924 were as followi: 

Unit Items naniled 
Number Amount cost 

cents 

Administration 
City collections 
Country collections 
Coupon collections: 
Other than Government 
Government 

— — $68,647 
1,168,938 $ 2,060,268,225 223,858 18.8 
2,963,596 2,909,079,792 442,091 14.9 

*1,950,499 539,̂ 53,757 153,523 7-9 
50,483,405 . 720,074,065 163,573 O.32 

* Represents number of separate collections not number of individ-
ual coupons. 

The revenue that would be received on the volume of non-cash col-
lections handled in 1924, if a. flat charge of; (A) 50 cts. per $1,000 or, 
(B), 25 cts. per item were ma.de therefor would be as follows: 

A B 
Revenue at 50 cts, Revenue at 25 cts. 

per $1,000 per item 

City collections $1,030,134 $297,234 
Country collections . 1,454,540 7^0,899 
Coupon collections (except 

Government) 269,727 *487,625 

* Calculated on basis of 25 cts. per separate collection. 

Assuming an average size of $250 for items under $500 it is evi-
dent that the minimuir. charge of 25 cents per item on this class of items 
would represent a charge of double the amount tha.t would be called for on 
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the "basis of $0 centL- per $1,000. Accordingly we may approximate the 
charge on the basis of 50 cents per $1,000 with a minimum ef 25 cents 
par item, by adding to the amount calculated on the basio of $0 cents 
per $1,000 the proportionate part of one-hali' of the amount calculated 
on the basis of 25 Gents per item for -such p.*?rt of the items as may be 
estimated to be ur̂ aer $500. For example, if it is assumed that 40 per 
cent of the city collections are under $500, idO per cent of the esti-
mated revenue fro... this source a a shown in column B should be added to 
the amount in column A, making a total of $1,089,5^1• 

It will be noted that the above estimates are based upon the 
volume of non-cash items actually handled in 1924 an-* do not of course 
purport to be based upon the- probable amount of items that would be 
handled by the Reserve banks if the suggested charges were imposed. 

With reference to Government coupons, I may say that inasmuch 
as the Federal reserve banks pay these coupons as fiscal agents of the 
Treasury, the Reserve banks could not, of course, impose a collection 
charge therefor upon depositors of such coupons. Accordingly no account 
has been taken of Government coupons in the estimates of the returns 
from the imposition of a collection charge on non-cash items. 
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Federal Reserve Board, 
Washington, D. C. 

Gentleman: 

Brief of American Bankers Association Committee, 
on Collection of Non-Cash Items "by Federal Re-
serve Banks. 

Complying v,ith request made by the Federal Reserve Board at the 
time of the recent hearing before you on the question of the handling of 
Non-Cash Items for collection by Federal Reserve Banks, I hereby submit on 
behalf of the American Bonkers Association Committee a summary of therf^m-
mittee's observations raid analysis on this subject, with its recomaaiduSftions. 

1. ORIGIN AND ACTIVITIES OF COMMITTEE 

(a) Prior to the spring meeting of the Council of the American 
Bankers Association at Rye, New York, in April, 1923, bankers in certain sec-
tions of the United States had indicated their disapproval of the Federal Re-
serve Banks being in the collection business, and the Clearing House Associa-
tion of Minneapolis, Minn., had adopted a resolution (copy of which was for-
warded to the Federal Rsserve Board) urging that the Federal Reserve Banks 
discontinue the service. 

(b) Acting upon this question which arose in the manner af<3re*aid, 
the American Bankers Association Council in session at Rye, New York, appoint-
ed a Comrdttee, designated as a Committee on Non-Cash Items, to make an in-
vestigation of this activity on the part of Federal Reserve Banks and report 
at a later meeting with recommendations. 

(c) At the meeting of the Council in Atlantic City in September, 
1923> the Committee reported that they had not completed their analysis; that 
the Federal Reserve Board had appointed a Committee of Governors on the same 
matter, who had not at that time completed their investigation. Therefore, 
the Committee requested that it be continued as an Investigating Committee, 
which was granted. 

(d) The Committee next reported at the Spring meeting of the Coun-
cil at Augusta, Georgia, in April, 1924, (Copy of which report is hereto at-
tached, marked Exhibit "A11). After some discussion of the Committee's report 
from the floor and the exchange of several questions and answers on the sub-
ject, the report was unanimously approved, and a special committee of three 
appointed to confer with the Federal Reserve Board, with authority to urge 
that the collection of Non-Cash Items by Federal. Reserve Ban,ks be discontinued. 

(e) At the Qetieral Convention Of the American Bankers Association 
held in Chicage, September last, the action of the Council at its Spring meet-
ing in Augusta,. Georgia, in the appointment of the Special Committee with au-
thority to urge that the collection of Non-Cash Items by Federal Reserve Banks 
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be discontinued, was report 3d to the Convention in so&sion, and approved 
without any objection. 

(f) Prior to the hearing before the Board accorded our Committee 
on December 5 , 1924, we endeavored to get a recent cross section of opinion 
from bankers on this question, and accordingly sent out a questionaire (copy 
of which is hereto attached, marked Exhibit "£")• This letter was sent to 
eighty-five bankers in all parts of the United States, who were selected with-
out regard to whether their bank was located in a city in which there was a 
Federal Reserve Bank or Branch. Fifty-four replies were received up to the 
date of the hearing, of which forty-four expressed their opinion that the 
collection of Non-Cash Items by Federal Reserve Banks should be discontinued. 
Ten replies indicated that they were in favor of continuing the present ser-
vice (These letters are attached hereto for your perusal snd consideration). 

c- COMMITTEE'S OBSERVATION .AND FINDINGS 

(a) Our ComrJLttee would like it clearly understood that our activ-
ities have been confined strictly to the handling by Federal Reserve Banks of 
Non-Cash Items, and has no relation to the present service by Federal Reserve 
Banks in the par clearance of checks and drafts ara.wn on member or non-member 
banks. Oar contention is that any sight or time draft ith or without docu-
ments attached drawn against an individual firm or corporation which comes 
in the possession of the Federal Reserve Bank without the Federal Reserve Bank 
having rediscounted the same for a member bank is a Non-Cash Item; therefore, 
a collection in their possession. Likewise any maturing note which the Feder-
al Reserve Bank may be requested to handle for collection without the Federal 
Reserve Bank having first rediscounted the same is also a Non-Cash Item. Far-
ther, that all dunning drafts, etc, in which, of course, neither the member 
bank or the Federal Reserve Bank ift particular can have any invested funds are 
Non-Cash Items. In brief, any item coming into the pessession of P. Federal 
Reserve Bank not dravrn on or payable by a bank or trust company and for which 
Reserve Bank ha.s not given credit in reserve account to its endorser is a 
Non-Cash Item. 

(b) That the present service of handling Non-Cash Items as herein-
before described is materially unbalanced in its benefits f. the member banks 
of the system. 

(c) That the Federal Reserve Banking System cannot afford the over-
head expense incident to the performance of this service. 

(d) That it is inconsistent for any business organization to carry 
on an activity which incurs liability without remuneration, m d the Federal 
Reserve Banks cannot be in the collection business without incurring liabili-
ties. Loss of items or securities or documents attached, failure to protest 
or other accompanying instructions may result in loss to Federal Reserve Banks 
handling same. 

(e) That there is nc saving of time in the handling of collection 
items by Federal Reserve Banks. In fact, there may be a. loss of time in rout-
ing collection items through Federal Reserve Banks instead of member banks 
routing them direct. 
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(f) That member banks could absorb the service now performed 
by Federal Reserve Banks in the collection of Non-Cash Items without m y 
appreciable increase in their cost of operation, in that every collection 
item that is now handled by Federal Reserve Batiks originates in a memoer^ 
bank, and that only in the thirty-five cities in which there is established 
a Federal Reserve Bank or Branch is thj same item presented to the party 
upon whom it is dram without it having to be sent to a bank by the Federal 
Reserve Bank in the city in which it is payable for presentation. Thus, 
all the collections handled by Federal Reserve Bauks, excepting those pay-
able in cities aforesaid, are handled at a duplication of service costs. v 

(g) That member banks maintain a. collection department for the 
handling of outgoing nnd incoming collections, and a large percentage of 
member banks incur costs of advertising of thii fact in an effort to put 
their collection departments on a. maintenance or profitable basis. 

(h) That the presentation of collection items by Federal Re-
serve Banks is generally unpopular with the public, because of the incon-
venience to the payer of items presented by Federal Reserve Banks in that 
in the exercise of action the Federal Reserve Bank's general practice 
is to require that the payer mast pay in cash or by a draft of a. member 
bank drawn against its Federal Reserve balance. Therefore, when a runner 
for a Federal Reserve Bank takes a collection across town some fifteen or 
twenty blocks and presents it for payment, the payer is confronted with 
this condition of payment by the runner, and accordingly has to pay in 
cash, which he seldom has on hand, or go to his bank and arrange for a 
draft in favor of the Federal Reserve Bank in payment of the item. This 
is an inconvenience and annoyance to him and does not create for the Fed-
eral Reserve Bank a friendly feeling on the part of the public, which 
they are at all times hopeful of acquiring. 

(i) We a.re convinced from our analysis of this service that 
Governors of certain Federal Reserve Banks contending for the continuance 
of this service are influenced by their immediate environments because of 
the benefits that accrue to certain institutions in large industrial and 
commercial centers in which certain Federal Reserve Banks are located and 
do not represent the attitude on this subject of their constituency as a 
whole. 

(j) We are firmly of the opinion that it was not intended that 
a Federal Reserve Bank should function in any capacity that would bring 
it into direct competition with any of its member banks, or to deal in any 
way directly with the public, as is necessary in handling of the collec-
tion business. 

(k) That the service of handling collection items by Federal 
Reserve Banks is not needed as a measure of saving expense or time to mem-
ber banks, and the benefits that accrue by virtue of this service are be-
ing capitalized by certain member banks for profit to them for charges 
which they can make to their customers for handling collection items that 
the Federal Reserve Bank handles for them without charge or it accrues di-
rectly to the individual firm or corporation who furnished no part of the 
capital upon which the Federal Reserve Bank is operated, and, therefore, 
entitled to no part of its benefits directly. 
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(l) That it is unfair to impose a discretionary duty upon Ra-
serve Bank management by it having to daily choose which member shall have 
the collection items cn a point viaera there are more thf n one member bank, 
a situation which alone leads tc dissension and dissatisfaction, resulting 
in the basis for a charge of favoritism. 

(m) That many member banks receiving collection items from Fed-
eral Reserve Banks now remit without charge tecause they are under the im-
pression that any item handled for a Federal Reserve Bank csnnot be charged 
upon. Thus through this feeling of service to and cooperation with the Fed-
eral Reserve Banks they are omitting charging for a service for which they 
are justly entitled to remuneration. 

(n) Quoting from letters recently received from bankers, wnich 
are hereto attached, as aforesaid, I desire to call your attention to a 
letter from the First National Bank of Detroit, Michigan, as follows: 

"As a commercial bank interested in giving direct and prompt 
service, we a-re opposed to the Federal reserve Banks handling 
Non-Cash Items for the following reasons: 

1st. Loss of time in routing items directly. 
2nd. Slow and incomplete advices of payment. 
3rd. Additional time and trouble taken to recall or reduce items. 
4th. Difficulty in obtaining adjustment caused by their errois. 
5th. More opportunity for special instructions to be overlooked 

or improperly passed on.» 

The Fort Worth National Bank, Fort Worth, Texas, write in part 

as follows: 

"The institution with which I am connected in one month handled 
more than $400,000 of cotton drafts through the collection 
department of Federal Reserve Banks, and based on an average 
collection charge of one-tenth of one per cent there resulted 
a saving for this bank of more than $400.00. While this is a 
profit for this particular bank, it was made at the expense of 
several banks located in Federal Reserve Cities, and a profit 
to which they were justly entitled, and which should have been 
paid by the drawer of the drafts or the depositor." 

(0) That the future stability and popularity of the Federal Re-
serve System mast be guarded against any tendency to increase its cost ot 

SSSiS 
has to be met by open market activities detrimental to" its future. 

(x,) We believe that it is universally recognized that there is a 

HilSSiiEE 
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the approval of the majority of its members and Certainly-could be donj 
without any serious enibarrassmcnt to any mc-dbsr. 

. BSC OlVt /IEE'TDAT I OF. 

Therefore, in compliance with the foregoing facts and the au-
thority inv-jsted in this Coravltteo by the American Bankers Association, 
we most earnestly urgs that the Federal Reserve Boardfs- regulations be 
so amended as to prohibit the handling of Non-Cash Collection Items by 
Federal Reserve Banks. 

Respectfully submitted, 

(Signed) John W. Barton, 

Chairman, Committee on Non-Cash Items, 
American Bankers Association 

Memb ars of Committee 
attending hearing 
December 1924: 

J. W. Barton, Minneapolis, Minnesota, 
C. L. Brokavv, Kansas City, Kansas, 
William C. White, Peoria, Illinois. 
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Exhibit "A" 

REPORT OF COM.'ITTEE 02T HON-CASH ITEMS TO 
EXECUTIVE COUNCIL, A.5.A. 

AUGUSTA, GEORGIA, 
APRIL 50,1924. 

President Head.: The next order of "business will "be the report of 
the Committee on Hon-Cash Items. Mr. Barton. 

Mr. Barton: Mr. Chaiman and Gentlemen of the Council: Many of 
you no doubt will recall that at the Spring Meeting of the Council in 
Hew York some discussion o<n this subject was had, which resulted in the 
appointment of a special committee to make investigation and report with 
recommendations. 

Your Committee on Collection of Hon-Cash Items by the Federal Reserve 
Banks reports as follows: * 

We are convinced that th|y service of handling collection items by 
Federal Reserve Banks is exceedingly unbalanced in its benefits to member 
banks. We believe the Federal Reserve Act did not intend to put the Fed-
eral Reserve banks in competition with commercial banks or that they should 
do business directly with the public. 

We find based on information received from a Federal Reserve bank that 
only one out of twelve member banks use this service at the present time, 
and that this 8$ of their membership is comprised almost entirely of the 
large city banks, thus taking away from 92$ of their member banks a banking 
function which they feel they have a right to perform. For the Federal Re-
serve banks to continue to collect non-cash items would therefore tend to 
aggravate further many member banks in the country and keep others out of 
the Federal Reserve System, and continue;to add to the already widespread 
feeling that there is a tendency within the System to increase rather than 
diminish their commercial activities. 

We find that it costs Federal reserve banks thirty times as much to 
collect non-cash items as it does to collect cash items, for example: 

During the quarter ending June 30, 1923, the Federal reserve banks 
handled 176,096,223 cash items at a total cost of $1,152,438, or a cost 
per item of .0064. During the same period 1, 253,2|fl̂  non-cash items (ex-
clusive of Government coupons) were handled at a cost of $245,291, or a 
cost per item of .1957. 
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total 
Further that, the/cost of collecting non-cash items is rapidly in-

creasing. In 1923 the cost to Federal Reserve hanks was in excess of 
$1,000,000 and if not discontinued will soon "be many times that amount. 

We feel that the expenditure of more than a million dollars "by Federal 
Reserve banks to collect non-cash items for less than 10fo of the members is 
unjust to the other 90^,besides taking away from a large number of member 
banks the collection privilege to which they feel they are justly entitled. 

He tnajftthe Federal Reserve banks in performing this service are 
thus made dunning agencies for the collection of large and small accounts 
of varied character,and descriptions at heavy cost to them and to the det-
riment of the System as a whole in the minds of the public. For illustra-
tion: In one Federal Reserve bank there was outstanding March 31, 1924, 
items for collection as follows: 

Size Umber Amount 

tinder $1.00 30 $ 16.31 
$1.00 to " 1.S5 48 66.65 
2.00 to 2.99 27 64.98 
3.00 to 3.99 25 99.77 
4.00'to 4.99 24 104.76 
5.00 to '5.99 26 139.24 
6.00 to 2.93 59 445.92 

10.00 to 19.99 158 1,936.01 
20.00 to 29.99 11C 2,710.48 
30.00 to 39.99 78 2,677.04 
40.00 to 49.99 47 2,066.85 
50.00 to 99.99 218 15,280.66 
100.00 to 499.99 421 89,695.31 
500.00 to 999.99 125 89,015.72 
1000.00 to 2499.99 149 230,715.11 
2500.00 to 4999.99 31 101,451.14 
5000.00 and over 14 89,230.33 

1574 $625,357.78 

of which 834 items or over half of the number of items aggregated slightly 
over $25,000. 

Tour Committee caused inquiry to be made of the Clearing House 
Associations in cities that have a Federal Reserve bank or a branch to de-
termine their attitude on the question, and desires to report that out of 
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the 24 reporting, 17 were in favor of "requesting that Federal Reserve tanks 
discontinue the collection of non-cash items, and 7 for continuing the 
service, that of the 17 for discontinuing 11 adopted resolutions which were 
forwarded to the Federal Reserve Board. 

Therefore, in vier of the foregoing facts and after careful consid-
eration of the subject matter and with a sincere regard for the full 
worth of the Federal Reserve System and fully appreciating the great im-
portance of maintaining the Federal Reserve banks as banks of reserve, 
rediscount and issue, for which they were originally intended, we most 
earnestly recommend that the collection of non-cash items by Federal Reserve 
banks be discontinued, and further recommend that a Committee of three bank-
ers be appointed to confer with the Federal Reserve Board with authority 
to urge that the Federal Reserve banks discontinue the collection of non-
cash items. 

J. W. Barton, Chairman 
C. L, Brokaw 
D. M, Finnegan 
Robert F. Liaddox 
James Ringold 
William C. White. 
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Exhibit "3" 

Minneapolis, Minn. November 19,1924. 

In 1923 a committee was appointed with, instructions to make an 
investigation of the practice in vogue by Federal Heeorvs Banks in the 
handling of non-cash items for collection. 

At the last spring meeting of the Council of the .American Bankers 
Association this committee on non-cash items reported with recommendations 
that the Federal Reserve Board "be urged to make a ruling requiring Federal 
Reserve Banks to discontinue handling collection items, such as till of lad-
ing drafts, etc.,with the result that the committee's recommendations were 
approved and a sub*-commi11ee was selected and instructed to confer with the 
Federal Reserve Board in an effort to have the committee recommendations 
carried into effect. 

Ihis matter has boon discussed from time to time with certain mem-
bers of the Federal Reserve Board who have shown a keen interest in the sub-
ject. The sub-committee on non—cash items will have a hearing before the 
Federal Reserve Board on Friday, December 5th, at which time this service 
being conducted at a considerable expense to the Federal Reserve System, 
which unquestionably is unbalanced in its benefits to the members of the 
System, will be discussed. 

On behalf of the committee I am writing for an expression of 
your opinion on this subject. We would like to have you state as to wheth-
er you are for or against the Federal Reserve Banks continuing in the col-
lection business and we will appreciate your reasons for the position you 
take on this question. Similar letters are being sent to certain other 
bankers and it is anticipated that the replies will be helpful to the Com-
mittee in the discussion of this matter before the Federal Reserve Board. 

Yours very truly, 

Chairman, 
Committee on Non-Cash Items. 

Members of Sub-Committee: 
Mr. Robt.F.Maddox, Atlanta, Ga. 
Mr. C. L. Brokaw, Kansas City, Kansas. 
Mr. Tftn. C. White, Peoria, 111. 
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W A S H I N G T O N X-4295 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

March 19, 1925 

This is to advise you that the resolution 
quoted below, which was tentatively adopted "by the Fed-
eral Reserve Board on March 5th, 1925, and referred to 
in ray letter to you of March 6th, was finally adopted by 
the Board at its meeting today: 

"The Federal Reserve Board reaffirms 
previous decisions authorizing the prac-
tice, long continued, of purchase and sale 
in the open market of bankers' acceptances 
and Government securities, by Federal re-
serve banks from atid to banks and qualified 
-dealers, under 15-day 'repurchase agreements', 
it being understood that such transactions 
shall be open, under similar facts and con-
ditions, to all Federal reserve banks with 
relation to banks and similarly qualified 
dealers in their respective districts". 

Very truly yours, 

Governor. 

To all Governors except Bailey. 
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a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o . 
t h e f e d e r a l r e s e r v e b o a r d a - d y 6 

March 23, 1925. 

SUBJECT: Appointment of alternate member of 
Federal Advisory Council. 

Dear Sir: 

The Board has been advised that the Federal 
Advisory Council has suggested to each Federal re-
serve bank that it appoint one alternate member of 
the Council to serve in the event of the inability 
of its regular member to attend a meeting. 

A letter has been addressed to the President 
of the Federal Advisory Council advising him that 
under the terms of the present law, it is not be-
lieved there is any way in which the Federal reserve 
banks may legally make such appointments. A copy of 
the Board's letter to the President of the Council 
is enclosed herewith for your information. 

Very truly yours, 

D. H. Crissinger, 
Governor. 

To all Chairmen. 

Enclosure: 
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March 21, 1925. 

Dear Mr. Warburg: 

The Board has "been advised that the Council has suggested to 
the Federal reserve hanks that they appoint one alternate member 
of the Federal Advisory Council to serve in the esse of the inabil-
ity of the regular member to attend a meeting. 

The question of the Federal reserve banks appointing alternate 
members of the Federal Advisory Council has been before the Board on 
several occasions in the past, and the Board holds, upon advice of 
its Counsel, that under the terms of the present law it is not be-
lieved there is any way in which the Federal reserve banks may legal-
ly make such appointments. 

If an occasion arises where it is impossible for a regularly 
appointed member to attend any particular meeting, the Council might 
as a matter of courtesy invito anyone it chose to attend its meet-
ings, but in that case such a person would not be a legally consti-
tuted member of the Council and would not have power to vote on 
recommendations or other matters coming before the Council for con-
sideration. The Board understands that some of the reserve banks 
have already appointed substitute members. Where this has been done 
the Board believes that the Federal Advisory Council may properly 
regard the action as an indication of those whom the reserve banks 
would like to see invited to the meetings of the Council, in the 
event of the inability of the regular members to attend. 

There is some doubt as to whether a person invited by the 
Council to attend a meeting would be entitled to any compensation 
or allowance. The Board, however, will not question the payment 
of actual expenses in such cases. 

I am sending a copy of this letter to each of the Federal re-
serve banks. 

Very truly yours, 

Governor. 

Mr. Paul Warburg, President, 
Federal Advisory Council, 

52 Cedar Street, 
New York, II.Y. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE B O A R D 
194 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

March 23, 1925. 

SUBJECT: Bevised Form (61-A) - Fiduciary Application. 

Dear Sir: 

There is enclosed herewith copy of 
revised form (61-A), cover to fiduciary appli-
cations, together with a new form(61-C), pre-
pared for the submission of analyses of reports 
of examinations in connection with fiduciary 
applications. A supply of these forms is being 
sent to you under separate cover and upc:i their 
receipt, your present supply of the old form 
61-A should be discarded. 

Very truly yours, 

J. C. Noell, 
Assistant Secretary. 

TO ALL FEB3BAL RESERVE AGESTC5 

Enclosures; 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

March 24, 1925. 

SUBJECT: Bank Holidays during April, 1925. 

Dear Sir: 

For your information,the following Federal Reserve Banks and 
Branches will be closed on dates specified during April, account holidays: 

Monday 
Tuesday 
Friday 

Monday 
Monday 
Tuesday 

April 6 
April 7 
April 10 

April 15 
April 20 
April 21 

Wednesday April 22 
Monday April 27 

Detroit - Election Day 
Mew Orleans - Election Day 
Philadelphia - Good Friday 
Pittsburgh 
Baltimore 
Eew Orleans 
Nashville 
Jacksonville 
Memphis 
Minneapolis 
Birmingham - Jefferson's Birthday 
Boston - Patriot's Day 
Dallas - San Jacinto Day 
El Paso 
Houston 
Omaha - Arbor Day 
Atlanta - Southern Ilemorial Day 
Birmingham 
Jacksonville 

Therefore, on the dates indicated, the banks affected will not 
participate in either the regular Gold Fund Clearing or the Federal 
Reserve ITote Clearing. Please include your credits for the banks af-
fected on each of the holidays with your credits for the following busi-
ness day in your Gold Fund Clearing telegrams, and make no shipments 
of Federal Reserve Notes, fit or unfit, to Head Office or to Washington, 
respectively, on the holidays mentioned. 

Kindly notify Branches. 

Very truly yours, 

J. C. Uoell, 
Assistant Secretary. 

To Governors of all Federal Reserve Banks. 
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AH ACT 

To amend an Act entitled "An Act to provide far the consolida-

tion of national "banking associations," approved Nevember 7> 191&J 

to amend section 51]6 as amended, section $1)7, section $1])S as a-

mended, section $142, section $1^0, section 5^55* section 5^9^> 

section 5200 as amended, section 52C2 as amended, section $208 as 

amended, section 3211 -..is amended, and section $240 a.s amended, of 

the Revised Statutes of the United States; and to amend section 4, 

section 9, section 13, section 22, and section 24 of the Federal 

Reserve Act, and for other purposes 

« Be it enacted by the Senate and House of Representatives of the United 

States of America in Congress assembled, That the Act entitled 11 An Act to 

provide for the consolidation of national banking associations," approved 

November 7> 191&, be amended by adding at the end thereof a nev; section to 

read as follows: 

"SEC. 3. That any bank or trust company incorporated under the laws 

of any State, or any bank or trust company incorporated in the District of 

Columbia,, may be consolidated with a national banking association located 

in the same county, city, town, or village under the charter of such nation-

al banking association on such terms and conditions as may be lawfully 

agreed upon by a majority of the board of directors of ea,ch association, 

bank, or trust company proposing to consolidate, and wnich agreement shall 

be ratified and confirmed by the affirmative vete of the shareholders of 

each such association, bank, or trust company owning at least two-thirds 

of its capital stock outstanding, or by a greater proportion of such cap-
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ital stock in the case of such State bank or trust coup any if the laws 

of the State where the same is organized so require, at a meeting to be 

held Cn the call of the directors after publishing notice of the time, 

place, and object Of the meeting for four consecutive weeks in some news-

paper of general circulation published in the place where the said assoc-

iation, oank or trust company is located, and if no newspaper is pub-

lished in the place, then in a paper of general circulation published 

nearest thereto, unless such notice of meeting is waived in writing by 

all stockholders* of any such association, bank, or trust company and 

after sending such notice to each shareholder of record by registered 

mail at least ten days prior to said meeting, but any additional notice 
to 

shall be given/the shareholders of such State bank or trust company which 

may be required by the laws of th6 State where the same is organized: 

Provided, That the capital stock of such consolidated association shall 

not be less than that required under existing law for the organization of 

a national banking association in the place in which such consolidated 

association is located; and all the rights, franchises, and interests 

of such State bank or trust company so consolidated with a national bank-

ing association in and to every species of property, real, personal, and 

mixed, and chcses in action thereto belonging, shall be deemed to be 

transferred to and vested in such national banking association into which 

it is consolidated without any deed or other transfer, and the said con-

solidated national banking association shall hold and enjoy the same and 

all rights of property, franchises, and interests in the same manner and 

to the same extent as was held and enjoyed by such State bank or trust 

company so consolidated with such national banking association: 
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Aid provided further, That when such consolidation shall have been effected 
the 

and approved by the comptroller any shareholder of either/association or of 

the State bank or trust company so consolidated, who has not voted for 

such consolidation, may give notice to the directors of the consolidated 

association within twenty days from the date of the certificate of approval 

of the comptroller that he dissents from the plan 6f consolidation as 

adopted snd approved, whereupon he shall oe entitled to receive the value 

of the snares so held by him, to be ascertained by an appraisal made by a 

committee of three persons, one to be selected by the shareholder, one by 

the directors of the consolidated association, and the third by the two so 

chosen; and in case the value so fixed shall not be satisfactory to such 

shareholder he may within five days after being notified of the appraisal 

appeal to the Comptroller of the Currency, who shall cause a reappraisal 

to be made, which shall be final snd binding; and the consolidated associ-

ation shall pay the expenses of reappraisal, and the value as ascertained 

"By such appraisal or reappraisal shall be deemed to be a debt due and 

shall be forthwith ?a-id to said shareholder by said consolidated associa-

tion, and the shares so paid for shall ce surrendered and, after due notice, 

sold at public auction within thirty days after the final appraisement pro-

vided for ,in this Act; and if the shares so sold at public auction shall 

be sold at a price greater than the final appraised value, the excess in 

such sale price shall ce paid to the said shareholder; and the consolidated 

association shall have the right to purchase such shares at public auction, 

if it is the highest bidder therefor, for the purpose of reselling such 

shares within tnirty days thereafter to such person or persons and at such 

price as its board of directors by resolution may determine: and provided 
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further, Tmt the liquidation of such shares of stock in any St&te bank 

cr trust company shall be determined in the runner prescribed by the law 

of the State in such cases if such provision is made in the State law; 

otherwise as hereinbefore provided: And provided further, That no such 
| 
jconsolidation shall be in contravention of the law of the State under 

which sucn bank or trust company is incorporated: And provided further, 

That except as to branches in foreign countries, dependencies or insular 

possessions of the United States, it shall be unlawful for any such con-

solidated association to retain in operation any branches which may have 

jDeen established beyond the borders of the State in which such consoli-

dated association is located; and that it shall be unlawful for any 

such consolidated association to retain any branch or branches in any 

State whicn does not by la,w, regulation or usage with official sanction 

permit State banks or trust companies to have such L-ranches, but intra-

state branches established by a State bank under such law, regulation 

or usage, and heretofore lawfully retained when consolidation was ef-

fected with a national banking association may continue to be maintained 

by such consolidated association." 

• SEC. 2. (a) Tha t section 5^3^ of the Revised Statutes of the United 

States, subsection "Second" thereof as amended, be amended to read as 

follows: 

"Second. To have succession from the date of the approval of this 

Act, or from the date of its organization if organized after such date of 

approval until such time as it be dissolved by the act of its shareholders 

owning two-thirds of its stock, or until its franchise becomes forfeited 
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by reason of violation of law, ot until terminated by either a general 

e 
or a special Act of Congress or until its affairs be placed in the hands 

of a receiver and finally wound up by him." 

• SEC. 2. (b) That that part of Section 4 of the Federal Reserve Act 

, which relates to the powers of the Federal Reserve Banks be emended to 

read as follows: 

| "Second. To have succession until its franchise becomes forfeited 

by reason of violation of law or until terminated by either a general or 

special Act of Congress, or until placed in liquidation by the Federal 

' Reserve Board under authority of Paragraph (h) of Section 11 of the Fed-

eral Reserve Act." 

SEC. 3. That section 5137 of the Revised Statutes of the United States, 

subsection "First" thereof, be amended to read as follows: 

"First. Such as shall be necessary for its accommodation in the trans-

action of its business." 

SEC. 4. That section $13& of the Revised Statutes of the United States, 

as amended, be amended to read as follows: 

"SEC. 5138. No association shall be organized with a less capital than 

$100,000, except that banks with a. capital of not less than $50,CCO may, 

with the approval of the Secretary of the Treasury, be organized in any 

place the population of which does not exceed six thousand inhabitants, 

and except that banks with a capital of.not less than $25,000 may, with 

the sanction of the Secretary of the Treasury, be organized in any place 

the population ef which dees not exceed three thousand inhabitants. No 

association shall be organized in a city the population of which exceeds 
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fifty then send persons with a. capital of less than $200,000 < except that 

in the out lying districts of such a city banks noworganized or here-

after organized may, v.ith the approval of the Comptroller of the Currency, 

have a capital of not less than $100,000." 

SEC. 5- That section 51U2 of the Revised Statutes of the United 

States, as amended, be amended to read as follows: 

"SEC. 5142. -Any national banking association may, with the approval 

of the Comptroller of the Currency, and by a vote of shareholders owning 

two-thirds of the stock of such association , increase its capital stock to 

any sum approved by the said comptroller, out no increase in capital snail 

be valid until the whole amount of such increase is paid in, and notice 

thereof, duly acknowledged before a notary public by the president, vice 

president, or cashier of said association, has been transmitted to the 

Comptroller of the Currency and his certificate ootained specifying the 

amount of such increase in capital stock and his approval thereof ,• and tha.t 

it has been duly paid in a.s part of the capita,! of such association. Pro-

vided, however, That a. national banking association may, with the approval 

of the Comptroller of the Currency, and by the vote of shareholders owning 

two-thirds of the stock of such association, increase its capital stock 

by the declaration of a stock dividend, provided that the surplus of -aid 

association, after the approval of the increase, shall be at least equal 

to 20 per centum df the capital stock as increased. Such increase shall 

not be effective until a certificate certifying to such declaration of div-

idend, signed by the president, vice president, or casnier of said associa-

tion and duly acknowledged before a notary public, shall have been forwarded 
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to the Comptroller of the Currency- and his certificate obtained spec-

ifying, the amount cf such increase of capital stock by stock dividend, 

and his approval thereof." 

SEC. 6. That section ^1^0 of the Revised Statutes of the United 

States be amended to read as follows: 

"SEC. 5150. The president of the bank shall be a member of the 

board and snail oe the cnairman thereof, bat the board may designate a 

director in lieu of tne president to be chairman of the board, who shall 

perform such duties as may be designated by the board. " 

SEC. 7* That section 5I55 of the Revised Statutes of the United 

States be amended to read as follows: 

"SEC, 5155- It shall oe lawful for any bank or banking association 

organized under SSate laws and having branches to become a national bank-

ing association in conformity with existing laws, and to retain and keep 

in operation its branches, or such one or more of them as it may elect 

to retain: Provided, That no such State bank having branches in opera-

tion outside the boundaries of the State in which it is located shall 

upon conversion into a national banking association retain or keep in 

operation such branches: And provided further, That it shall be un-

lawful for any such national banking association to retain any branch 

or branches in any State which does not by law, regulation or usage with 

official sanction permit State banks or trust companies to have such 

branches; but branches established by a State bank under such law, regu-

lation or usage and heretofore lawfully retained when conversion into a 

national banking association was effected may continue to be maintained 

by such association.11 
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S JIC . S. That section 5^9^ the Revised Statutes of the United 

States be amended to read as follows: 

SiiiC. 519O. Tne general business- of each national banlcing associ- # 

at ion shall be transacted at only ONE office or "banking house, which 

shall be located in the place specified in its organization certificate; 

but any such association may with the ap/roval of the Federal Reserve 

BOrf.rd establish, maintain and operate a branch or branches within the 

0ouniaxies of any State which by la,w or regulation authorizes banks 

created by or existing under the laws of such State, to own, establish, 

maintain and operate such branches, such authority as may be granted 

by the Federal Reserve Board to conform in all "respects to the require-

ments of State la,w as to banks created by or existing under the laws of 

such State; and in no event shall any bank or trust company created 

or existing under the lavs of angri State, be permitted to become a member 

of the Federal Reserve System, or to remain a member of the Federal Re-

serve System, which owns, establishes, maintains or operates any branch 

located beyond the boundaries of the State in which such State bank or 

trust coup any is located: Provided, however, That all branches of all 

national banking associations shall be subject to the general supervisory 

powers of the Comptroller of the Currency and shall operate under such 

regulations as he may prescribe. This section shall not be construed 

to amend or repeal Section 25 of the Federal Reserve Act as amended, 

authorizing the establishment by national banking associations of branches 

in foreign countries or dependencies, or insular possessions of the United 

States. 
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"The term 'branch' or 'branches' as used in this section shall be 

neld to include any branch tank, branch office, branch agency, addition-

al office, or any branch place of business located in any State or Ter-

ritory of t-ie United States or in the District of Columbia at which de-

posits are received or checks cashed or money loaned. " 

SEC. 9. That the first paragraph of section 9 of the Federal Re-

serve Act be amended to read as follows: 

"SEC. 9* -Any bank incorporated by special law of any State, or 

organized under the general Laws of any State or of the United States, 

desiring to become a member of the Federal Reserve System, may make ap-

plication to the Federal Reserve Board, under such rules and regulations 

as it may prescribe, fcr the right to subscribe to the stock of the Fed-

eral reserve bank organized within the district in which the applying 

bank is located. Sucht.application shall be for the same amount of stock 

that the applying, bank would be required to subscribe to a.s a national 

bank. The Federal Reserve Boa.rd, subject to the provisions of this Act 

and to such conditions as it may jrescribe pursuant -thereto may permit 

the applying bank to uecome a stockholder of such Federal reserve bank. " 

SEC. 10. That section $200 of the Revised Statutes of the United 

States, as a,mended, be amended to read as follows: 

"SEC. 52X. The total direct liabilities to any national banking 

association of any person, firm, company, or corporation for money bor-

rowed, including in the liabilities of a company or firm the liabilities 
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of the several members thereof, shall at no time exceed. 10 per centum 

of the amount of the capital stock of such association actually paid 

in and unimpaired and 10 -per centum of its unimpaired surplus fund; 

and the aggregate liabilities to any such association of any such 

person, firm, company, or corporation (including in the liabilities 

of a company cr firm tho liabilities cf the several members thereof), 

to wit, the direct liabilities for money borrowed anj the indirect 

liabilities as surety, drawer, endorser, or guarantor, where such 

surety, draper, endorser, or guarantor obtains a loan from, cr dis-

counts psper with or sells paper under guaranty to any such associ-

ation, shall at no time exceed 25 per centum of the amount of the cap-

ital stock of such association actually paid in and unimpaired, and 

25 per centum of its unimpaired surplus fund. Such limitations as to 

such liabilities tc any such association shall ue subject to the fol-

lowing excepti ons: 

"(l) Liabilities arising cut of the discount of the following-

described paper shall be subject to no limitation based upon the 

amount of such capital and surplus: < 

"(a) Bills of exJisaige drawn in good faith against actually ex-

isting values. 

"(b) Commercial or business paper actually owned by tne person, 

• company, corporation, cr firm negotiating the same. 

n(c) Drafts and bills of exchange secured by shipping documents 

conveying or securing title to goods shipped. 
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"(d) Demand obligations when secure! by documents covering com-

modities in actual process of shipment. 

"(e) Bankers' acceptances of the kinds described in section 1} 

of the Federal Reserve Act. 

"(2) Liabilities of any person, corporation, firm or company 

arising out of the discount cf the following described secured notes 

shall at*no time exceed 15 per centum cf the sftxunt of such capita.1 

and surplus in addition to such 10 per centum of the amount of such 

capital and surplus, out this exception shall not apply to the notes 

of any one person, corporation, firm, or company, or the several 

members thereof for more than six months in any consecutive twelve 

months: 

"(a) Notes secured by shipping documents, warehouse receipts, . 

or other such documents conveying or securing title covering readi-

ly marketable no no e r i shab 1 e staples when the actual market value of 

the property securing the obligation is not at any time less than 

115 per caatum of the face amount of the notes secured by such docu-

ments and when such property is fully covered by insurance. 
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"(ID) Motes secured "by shipping documents, or other documents 

conveying or securing title covering livestock when the actuc,l marzet 

value of such livestock is not at any time less than 115 per centum of 

the face amount of the notes secured "by such documents. 

n(3) Liabilities of any person, corporation, firm, or company a-

rising out of the discount of notes secured by not less than a like face 

amount of bonds or notes of the United States issued since April 24, 1917, 

or certificates of indebtedness of the United States (except to the extent 

permitted "by rules and regulations prescribed by the Comptroller of the 

Currency, "with the approval of the Secretary of the Treasury), shall at 

no time exceed 10 per centum of the amount of such capital and sur-
such 

plus in addition to/lO per centum of the amount of such capital and surplus 

SEC. 11. That section 5202 of the Revised Statutes of the United 

States as amended be amended by adding at the end thereof a new paragraph 

to read as follows: 

"Eighth. Liabilities incurred under the provisions of section 202 

of Title II of the Federal Farm Loan Act, approved July 17, 1916, as 

amended by the Agricultural Credits Act of 1923 .J1 

SEC. 12. That section 5.308 of the Revised Statutes of the United 

States as amended be amended by striking out the words "or who shall cer-

tify a check before the amount thereof shall have been regularly entered 

to the credit of the drawer upon the books of the bank,11 and in lieu 

thereof inserting the following: "or who shall certify a check before 

the amount thereof shall have been regularly deposited in the bank by 

the drawer thereof," so that the section as amended shall read as follows: 

"SEC. 5208. It shall be unlawful for any officer, director, agent, 
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or employee of any Federal reserve "bank, or any member bank as defined in 

the Act of December 23, 1913, known as the Federal Reserve Act, to cer-

tify any check drawn upon such Federal reserve "bank or member bank un-

less the person, firm, or corporation drawing the check has on deposit 

with such Federal reserve bank or member bank, at the time such check is 

certified, an amount of money not less than the amount specified in such 

check. Any check so certified by a duly authorized officer, director, 

agent, or employee shall be a good and valid obligation against such 

Federal reserve bank or member bank; but the act of any officer, director, 

agent, or employee of any such Federal reserve bank or member bank in 

violation of this section shall, in the discretion of the Federal Reserve 

Board, subject such Federal reserve bank.to the penalties imposed by 

Section 11, subsection (h) of the Federal Reserve Act, and shall subject \ 

such member bank, if a national bank, to the liabilities and proceedings 

on the part of the Comptroller of the Currency provided for in section 

5234, Revised Statutes, and shall, in the discretion of the Federal Re-

serve Board, subject any other member bank to the penalties imposed by 

section 9 of said Federal Reserve Act for the violation of any of the 

provisions of said Act. Any officer, director, agent, or employee of 

any Federal reserve bank or member bank who shall wilfully violate 

the provisions of this section, or who shall resort to any device, or 

receive any fictitious obligation, directly or collaterally, in order 

to evade the provisions thereof, or who shall certify a check before the 

amount thereof shall have been regularly deposited in the bank by the 

drawer thereof, shall be deemed guilty of a misdemeanor and shall, on 

conviction thereof in any district court of the United States, be fined 
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not moro than $5,000, or shall be imprisoned for not more than five 

years, or "both, in the discretion of the court.11 

SBC. 13. That section 5211 of the Revised Statutes of the United 

States as amended "be amended to read as follows: 

MSEC. 5211. Svery association shall make to the Comptroller of the 

Currency not less than three reports during each year, according to the 

form which may he prescribed "by ML:, verified "by the oath or affirmation 

of the president, or of the cashier, or of a vice president, or of an 

assistant cashier of the association designated "by its "board of directors 

to verify such reports in the absence of the president and cashier, 

taken before a notary public properly authorized and commissioned by 

the State in which such notary resides and the association is located, 

or any other officer having an official seal, authorized in such State 

to administer oaths, and attested by the signature of at least three of , 

•the directors. Each such report shall exhibit, in detail and under 

appropriate heads, the resources and liabilities of the association 

at the close of business on any past day by him specified, and shall 

be transmitted to the comptroller within five days after the receipt of 

ai-request or requisition therefor from him, and the statement of resources 

and liabilities, together with acknowledgment and attestation in the same 

form in which it is made to the comptroller, shall be published in a news-

paper published in the place where such association is established, or 

if there is no newspaper in the place, then in the one published nearest 

thereto in the same county, at the expense of the association; and 

such proof of publication shall be furnished as may be required by the 

comptroller. The comptroller shall also have power to call for special 

reports from any particular association whenever in his judgment the 
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same arc necessary in order to obtain a full and complete knowledge of 

itfe> conditions? 

-SEC. 14. That the first paragraph of section 5240 of the Revised 

Statutes of the United States as amended be amended to read as follows: 

The Federal Reserve Agent in each Federal Reserve Dis-

trict as designated by the Federal Reserve Board from time to time in 

i 
I accordance with the provisions of section 4 of the Federal Reserve Act 
i 
i 
|as amended, shall be designated by the Comptroller of the Currency as 

District Deputy Comptroller of the Currency for such Federal reserve 

district, and in such capacity as District Deputy Comptroller of the 

Currency shall, under regulations and instructions issued by the 

Comptroller of the Currency direct and superintend the examination of 
national 
every ./bank" in said district at least twice in each calendar year and 

oftener if considered necessary. Examinations of national banks under 

the direction of said District Deputy Comptroller of the Currency 

shall be made by examiners appointed, with the approval of the Sec-

retary of the Treasury, by the Comptroller of the Currency. The 

District Deputy Comptroller of the Currency in directing examinations 

of national banks in his district, and all national bank examiners 

shall have power to administer oaths and to examine under oath any of 

the officers and agents of national banks under examination. The Dis-

trict Deputy Comptroller of the Currency shall make a full and detailed 

report of condition; of any bank examined under his direction to the 

Comptroller of the Currency. 

SEC. 15. That the eighth paragraph of section 4 of the Federal Re-

serve Act as amended be amended to read as follows: 
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Class «C" directors shall be appointed by the Federal 

Reserve Board. They shall have been for at least two years residents 

of the district for which they are appointed, one of whom shall be 

designated by said Board as chairman of the board of directors of the 

Federal reserve bank and as Federal Reserve Agent. He shall be a person 

of tested banking experience and in addition to his duties as chairman 

of the board of directors of the Federal Reserve Bank he shall be re-

quired to maintain under regulations to be established by the Federal 

Reserve Board, a local office of said board on the premises of the Fed-

eral Reserve Bank. He shall make regular reports to the Federal Reserve 

Board and shall act as its official representative for the performance of 

the functions conferred upon it by this act. He shall receive an annual 

compensation to be fixed by the Federal Reserve Board and paid monthly 

by the Federal Reserve Bank to which he is designated. In addition to 

his duties as chairman of the board of directors of the Federal Reserve 

Bank and as Federal Reserve Agent, he shall as District Deputy Comptroller 

of the Currency direct and superintend the examination of banks as pro-

vided in section 5240 of the Revised Statutes of the United States as 

amended, in connection with which he shall make full and detailed re-

ports as required by the Comptroller of the Currency. One of the 

directors of Class ,1C11 shall be appointed by the Federal Reserve Board 

as deputy chairman to exercise the powers of the chairman of the board 

when necessary. In case of the absence of the chairman and the deputy 

chairman, the third Class T,Cn director shall preside at meetings of 

the Board. 
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SEC. 16. That the fourth paragraph of section 13 of the Federal 

Reserve Act be amended to read as follows; 

"No Federal reserve "bank shall discount for any member 

bank notes, drafts, or bills of exchange of any one borrower in an 

amount greater than may be borrowed lawfully from any national banking 

association under the terms of section 5200 of the Hevised Statutes, 

as amended: Provided, however, That nothing in this paragraph shall 

be construed to change the character or classes of paper now eligible 

for discount by Federal Be serve Banks.11 

SEC. 17. That section 13 of the Federal Reserve Act be amended 

by adding at the end thereof a new paragraph to read as follows: 

"That in addition to the powers now vested by law in 

national banking associations organized under the laws of the Uxiited 

States, any such associations may :0rĵ age in the business commonly known 

as safe deposit business either by leasing receptacles on its premises 

or by owning stock in a corporation organized under the law of any 

State to conduct a safe deposit business located on or adjacent to 

the premises of such association: Provided, however, That the amount 

invested in the capital stock of any such safe deposit corporation by 

such association shall not exceed 15 per centum of the capital stock of 

such association actually paid in and unimpaired and 15 per centum of 

its unimpaired surplus." 

SEC. 18. That section 22 of the Federal Reserve Act, subsection 

(a), paragraph 2 thereof, be amended to read as follows: 

"(a) No member bank and no officer, director, or employee 

thereof shall hereafter make any loan or grant any gratuity to any 

bank examiner. Any bank officer, director or employee violating this 
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provision shall "be deemed guilty of a misdemeanor and shall be im-

prisoned not exceeding one year* or fined not mor6 than $5,000, or 

ootn, and may oe fined a further sum equal to the money so loaned or 

gratuity given. 

"Any examiner or assistant examiner vrho shall accept a loan or 

gratuity irom any bank examined by him, or from an officer, director, 

or employee thereof, or who shall steal,or unlawfully take, or unlawfully 

conceal any money, note,draft, bond, or security or any other property 

of value in the possession of any member bank or from any safe deposit 

box in or adjacent to the premises of such bank, shall be deemed guilty 

of a misdemeanor and shall, up&n conviction thereof in any district 

court of the United States, be imprisoned for not exceeding one year, 

or lined not more than $5,000, or both, and may be fined a, further sum 

equal to the money so loaned, gratuity given, or property stolen, and 

shall forever thereafter be disqualified from holding office-as a national 

bank examiner.n 

330. 19. That section 5209 of the Revised Statutes of the United 

States be amended by adding at the end thereof fetor new paragraphs to 

read^as follows: 

(c) If two or more persons conspire to ̂ boycott, or to blacklist, 
» 

or to cause a general withdrawal of deposits from, or to cause a with-

drawal of patronage from, or otherwise to injure the business or good 

will oi any national banking association, and one or more of such par- 4 

ties do any act to effect the object of such conspiracy, each of the 

parties to such conspiracy shall be fined not more than $5,000, or im-

prisoned for not more than five years, or both. 
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(d) Whoever'rp.liciously or.with intent to deceive makes, 

publishes, utters, repeats, or circulates any false report concerning 

any national banking association, which imputes or tends to inpute in-

solvency or unsound financial condition or financial embarrassment, or 

which may tend to cause or provoke or aid in causing or provoking a 

general withdrawal of deposits from such bank, or which may other-

wise injure or tend to injure the business or good will of such bank 

shall be fined not more than $5,000, or imprisoned for not more than 

five years, or both. * 

(e) Whoever shall assault any person having lawful charge, 

control, or custody of any money, securities, funds, or other property 

in the possession of any national banking association or Federal Beserve 

Bank with intent to rob, steal, or purloin such money, securities, 

funds, or other property, or any part thereof, or whoever snail rob 

any such person of such money, securities, funds, or property, or any 

part thereof, shall be imprisoned not more than twenty years; and if, 

in effecting or attempting to effect such robbery, he shall wound such 

person having custody of such money, securities, funds, or other prop-

erty, or put his life in jeopardy by the use of a dangerous weapon, he 

shall be -imprisoned for not more than twenty-five years. 

(f) Thoever shall break ̂ nto and enter any banking house of 

any national banking association or Federal Reserve Bank with intent to 

commit a felony therein shall be imprisoned for not more tnaii twenty 

years. 
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In any State in which offenses are committed against the pro-

visions of this section the courts of said State having criminal juris-

diction shall have jurisdiction of all proceedings for the trial and 

punisnraent of said offenses committed in such State concurrently with 

the District Court of the United States sitting within such State. 

SjSC . 20. That section 24 of the Federal Reserve Act be amended 

to read as follows: 

f,S3C. *34. (a) Any national "banking association may make loans 

secured "by first lien upon improved real estate, including improved 

farm land, situated within its Federal reserve district or within a 

radius of or.e hundred miles of the place in which such "bank is located, 

irrespective of district lines. A loan secured "by real estate within 

the meaning of this section shall "be in the form of an obligation or 

obligations securcd "by mortgage, trust deed, or other such instrument 

upon real estate when the entire amount of such obligation or obli-

any 
gations is made or is sold to such association. Hie amount of/ such loan 

shall not e::ceod 50 per centum of the actual value of the real estate 

offered for security, and such loan shall not run for a longer term 

tnan five years. Any such bank may make such loans only when the 

aggregate amount of such loans held by it or on which it is liable 

as indcrser or guarantor or otherwise does not exceed a sum equal to 

25 per centum o! the amount of the capital stock of such association 

actually paid in urd unimpaired and 25 per centum of its unimpaired surplus 

fund, or to one-half of its savings deposits, at the election of the asso-

ciation, subject to the general 1imitationicontained in section 5200 

of the Revised Statutes of the United. States. Such banks may continue 
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hereafter as heretofore to rueeiVe time deposits and to pay interest oH 

the sane, but the rate of interest which such "banks may pay upon such 

time deposits or upon savings or other deposits shall not exceed the 

maximum rate authorized to "be paid upon such deposits "by State "banks 

or trust companies organized under the laws of the State wherein such 

national "banking association is located. 

u(b) Any national "banking association may engage in the business 

of purchasing and selling without recourse obligations evidencing in-

debtedness of any person, copartnership, association, or corporation in 

the form of bonds, notes, debentures, and the l:.ke commonly known as inH 

vestment securities under such restrictions as to the character and vol-

ume of such securities as may be made by the Comptroller of the Currency, 

but the total amount of such investment securities of any one obligor 

or maker held by such association shall at no time exceed 25 per centum 

of the amount of the capital stock of such association actually paid in 

and unimpaired and 25 per centum of its unimpaired surplus fund, but 

this limitation as to amount shall not apply to obligations of the United 

States, or general obligations of any State or of any political sub-

division thereof, or obligations issued under authority of the Federal 

Farm Loan Act. In transacting the business authorized by this sub-

section every national banking association shall be amenable to the 

law dT the State in which it is located defining offenses and prescrib-

ing the penalties therefor." 
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F E D E R A L R E S E R V E B O A R D 

STAE2MT FOR THE PRESS X-4300 

For Release in Morning papers, 
Friday, March 27, 1925. 

The following is a summary of general business 
and financial conditions throughout the several 
Federal Reserve Districts, "based upon statistics 
for the nonths of February and March, as con-
tained in the forthcoming issue of the Federal 
Reserve Bulletin. 

Production in basic Industries declined in February from the high rate of 

output in January, but continued above the level of a year ago. Notwithstanding 

a decline in prices of agricultural commodities, the average/whclesale prices 

rose slightly owing to a further advance in prices of certain other commodities. 

Production. 

The Federal Reserve Board's index of production in 22 basic industries, 

which is adjusted to allow for differences in the number of working days and for 

seasonal variations, declined 3 per cent in February, Ijut continued to be higher 

than at any time since the peak reached in Kay, 1923. Average daily output of 

iron and steel was exceptionally heavy, and copper production per day was the 

largest since 1918. There was a slight decline in activity in the woolen indus-

try, and more considerable reductions in the output of lumber, cement, bitumin-

ous coal, and crude petroleum. Production of automobiles increased 19 per cent 

in February, the largest monthly increase in nearly two years, but the output 

was still over 25 per cent smaller than a year ago. Factory employment increased 

by 2 per cent in February, considerable increasesbeing reported for the automo-

bile, iron and steel, and clothing industries, while the number of workers in 

the packing and cement industries declined. Earnings of industrial workers in 

February were larger than in January, reflecting in part the resumption of 

full-time work after the inventory period. 
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Reports to the Department of Agriculture of intentions to plant in 1925 

indicate that the acreage of practically all grains and of tobacco will "be 

larger, and that of white potatoes smaller than in 1924. 

Trade. 

Total railroad freight movements continued at approximately the same daily 

rate in February as in January, and shipments of merchandise increased in recent 

weeks and were much larger than a year ago. Wholesale and retail sales were 

smaller during February than a year ago, owing partly to the fact that this year 

February had one less business day. Department store sales were one per cent 

smaller in February than in the corresponding month of 1924. Wholesale trade 

in all lines, except meats and hardware, was less than a year ago, and showed 

in February about the usual seasonal changes. Sales of groceries, meats*and 

drugs decreased, while sales of dry goods and shoes increased. 

Prices. 

The slight rise in the wholesale price index of the Bureau of Labor Statis-

tics was due to advances in the fuel and lighting group, largely in petroleum, 

and in building materials, while prices of all the other commodity groups de-

clined. In the first three weeks of March prices of hogs, cotton goods, and' 

rubber increased, while prices of many other commodities decreased, the largest 

decreases being those for wheat and other grains. 

Bank credit. 

Loans of member banks in principal cities continued to increase between the 

middle of February and the middle of March and on March 11 were larger than at 

any time in the past four years. The volume of loans for commercial purposes has 

been at a high and almost constant level since last autumn, and loans on stocks 

and bonds, which have increased continuously since the summer of 1924, reached. 
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in March the largest amount on .record. Increases in loans were accompanied "by 

further reduction in the holdings of securities, particularly at banks in the 

financial centers. 

At the reserve "banks demand for credit increased between the end of Janu-

ary and the middle of liarch, chiefly as the result of the export demand for 

gold and the growth in domestic currency requirements, with the consequence 

that earning assets increased. After March 15, however, -temporary abundance 

of funds arising out of Treasury operations resulted in a sharp reduction in 

member bank borrowings. 

Somewhat firmer conditions in the money market in the latter part of 

February and the early weeks of March were indicated by a rise of the rate 

on 4-6 months prime commercial paper from 3 3/4 to 4 per cent. 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

March 25, 1925. 

SUBJECT: Amendments to Leased Wire Regulations. 

Dear Sir: 

The Federal Reserve Board has amended Paragraph 4 of 
its regulations governing the use of the Federal reserve leased 
wires (Letter of June 21, 1924, X-4099) to read as follows: 

"In addition to the usual mail advice to the 
member "bank, receiving credit for a telegraphic 
transfer of funds, immediate advice by telegraph 
or otherwise should "be given "by the Federal re-
serve bank receiving the transfer, in cases where 
the credited member bank has stated that wire ad-
vicc is necessary. All such wire advices should 
be at the expense of the member bank receiving 
credit, and, therefore, should be sent collect.,! 

The present regulations provide that "The cost of all telegrams 
between Federal reserve banks transferring funds over the commer-
cial telegraph wires will be charged to the member banks for which 
the transfers are made", etc. Some of the reserve banks advise 
that their members occasionally request that telegrams between 
Federal reserve banks transferring funds over commercial telegraph 
wires be sent collect, for the reason that it is difficult at times 
to predetermine the expense involved where it is desired to trans-
fer net proceeds only of certain transactions. The Board has no 
objection to the Federal reserve banks complying with such requests, 
it being understood, of course, that the right will be reserved to 
charge the cost of the telegrams, if necessary, to the member banks 
requesting the transfers. 

Very truly yours, 

D. R. Crissinger, 
Governor. 

TO ALL GOVERNORS. 
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OPIITIOIT OF THE SUPR2L3 COURT OF APPEALS 

OF VIRGDIIA. 

FEDERAL RESERVE BAIIK OF RICHLOITD 
( 
( OPIITIOIT BY JUDGE m i E P. BURKS. 

v. ( 

( Richmond, Va., March 19, 1S25. 
30HA1THAIT, RECEIVER 

CIRCUIT COURT OF PRINCE GEORGE C0U1TTY. 

This case is here upon an agreed statement of facts of 

which appellant, in his petition for appeal, makes the following 

summary, the accuracy of which is not called in question: 

"Your petitioner was and is a Federal Reserve Bank created 

"by and having the powers set forth in a certain act of Congress 

known as the Federal Reserve Act, and having its principal place of 

"business in the city of Richmond, Va. The Bank of Disputanta was a 

banking corporation organized under and in pursuance of the statutes of 

the State of Virginia applicable to banks, but was not a member bank of 

the Federal Reserve System; and, therefore, maintained no reserve account 

with your petitioners. In the course of its business your petitioner 

received from its member banks and other depositors checks drawn upon the 

Bank of Disputanta. In order that these checks might be collected your 

petitioner;hr«ximade with the Bank of Disputanta an agreement, under which 

checks on the Bank of Disputanta could be sent by your petitioner to it in 

the course of mail, and the Bank of Disputanta agreed,after examining these 

checks, either to return them unpaid and properly protested, or else, if 

it desired to pay them, to immediately remit the amount thereof. The said 
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remittance could either be made "by shipment of coin tir currency, at the 

expense of your petitioner, or "by means of a draft drawn "by the Sank 

of Disputanta against funds on deposit to its credit with some bank lo-

cated in Richmond, Va.-, Petersburg, Va., or some other place satisfactory 

to your petitioner. 

"On the 20th day of January, 1922, your petitioner sent to the Bank 

of Disputanta checks drawn upon that bank amounting to $1,416.25. The Bank 

of Disputanta received these checks on or about January 31,1922, and upon 

that date cancelled them,charged them to the account of the drawers,and in 

order to remit the amount of the said checks drew a certain draft upon 

the Virginia National Bank of Petersburg. This draft was sent to your 

petitioner, received by it on January 23rd, and immediately sent by your 

petitioner to the Virginia national Bank,which was a member of the Federal 

Reserve System, with the request that the amount thereof be paid and cred-

ited to your petitioner. On January 23,1922, upon the petition of the 

State Corporation Commission, the Circuit Court of Prince George County 

appointed J. Gordon Bohannan receiver for the Bank of Disputanta, and 

such receiver immediately qualified and took possession of all the assets 

of the failed bank. It appeared at that time that the Bank of Disputanta 

was insolvent. The Virginia National Bank of Petersburg, Va., accordingly, 

refused payment of the draft drawn by the Bank of Disputanta. 

"At the time that the said checks upon the Bank of Disputanta 

were collected by it and charged to the accounts of the several drawers, 

the Bank of Disputanta had on hand a sum in money on currency sufficient 

to pay the checks, and at the time that the receiver took charge he found 
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in the vault of the Bank of Disputant a money and currency to the sue of 

$1,477.66. 

"At the time that the remittance draft was presented to the Virginia 

National Bank of Petersburg, there was to the credit of the Bank of Disputanta, 

with the Virginia National Bank of Petersburg, an apparent "balance of $7,340.41, 

but the Virginia National Bank held a note made by the Bank of Disputanta for 

$25,000, and held collateral securing the said note to the amount of $52,199.63. 

The said note was not due,but after the appointment of a receiver for the Bank 

of Disputanta the Virginia National Bank credited the above mentioned deposit 

balance upon the said note for $25,000. 

"At the time this case was heard in the court below the Virginia 

National Bank had not collected upon the said collateral pledged for the said 

$25,000 note a sum sufficient to discharge the balance due upon the said note, 

but it appeared probable that,after the claim of the Virginia National Bank of 

Petersburg was fully satisfied, a substantial amount of such collateral would 

remain in the hands of the bank subject to the order of the court. 

"The cause was referred to W. D. Temple, Esq., a commissioner in 

chancery for the Circuit Court of Prince George County. Your petitioner duly 

appeared before the said commissioner and offered evidence in support of its 

claim and also presented to the said commissioner a petition, which is copied 

in the record. 

"The said commissioner reported that the assets of the Bank of 

Disputanta in the hands of the receiver were impressed with a trust in favor 

of your petitioner,and that the claim of your petitioner should, therefore, 

be paid in full out of the money in the hands of the receiver. The receiver 
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in due time filed exceptions to this report, and the matter was argued before 

the Honorable M. &, Peterson,Judge of the Circuit Court of Prince George 

County; After hearing argument and considering the evidence,the honorable 

court sustained the exceptions to the report,and,by its order entered on De-

cember 22,1922, decreed that the exceptions filed by the receiver be sus-

tained, and that the claim of your petitioner be established as a claim of 

a general creditor.11 

In the petition referred to in the foregoing summary, the appellant, 

for reasons set forth in the petition,but xvhich need not be here stated,asks 

that its clru.ni of $1,415.25 be credited by $20.30, thus leaving the balance 

of its claim $1,235.95. 

The appellant claims that the trial court erred in the following 

particulars: 

"(1) In denying the claim of your petitioner to a lien upon the 

cash which was in the vault of the Bank of Disputanta at the time that the 

receiver took charge and in refusing to direct that so much of the said cash 

as was necessary to pay in full the claim of your petitioner should be paid 

over to it. 

"(2) In denying the claim of your petitioner to a lien upon the 

deposit balance of the Bank of Disputanta in the Virginia National Bank of 

Petersburg, and in refusing to direct the receiver to hold for your petition-

er and to pay over 'to it any money which might be collected by him from the 

said Virginia national Bank of Petersburg, Va., upon a final settlement or 

from the collateral in the hands of the said Virginia National Bank of 

Petersburg." 
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The cafee of Federal ReaefVO M b k of Richmond, v.Prince Edward Lunen-

" bur^ County 139 Va. , 123 S.E.379, 32 Va. App.152, received very 

careful consideration, and the conclusions therein were reached only after a 

careful review of the authorities. We are satisfied with those conclusions 

and it would he a work of supererogation to repeat the reasons and the argu-

ments "by which they were reached. That case and the instant case arenon all 

fours" in nearly every particular. That case determined that the relations 

of the Federal Reserve Bank and the debtor hank were those of principal and 

agent, and not of debtor/ and creditor; that the Federal Reserve Bank had a 

lien on the cash in the vaults of the debtor bank at the time of its insol-

vency, and that lien was not released by the remittance draft which was 

not paid. 

It is suggested by counsel for the appellee, rather than asserted, 

that the Federal Reserve Bank was the agent of other undisclosed persons or 

banks to collect the checks in question and could not maintain a suit in its 

own name for their collection. The Bank of Disputanta had contracted with 

the Federal Reserve 3<r.nk to pay these checks to it and it is bound by its con-

tract. Furthermore, no such objection was made when the checks were pre-

sented for payment, nor in the trial court, and it cannot be made here for 

the first time. But even if it could be, it would be unavailing, as an agent 

may sue in his own name upon a contract made with him for an undisclosed prin-

cipal (National Bank v.llolting, 94 Va.263), and, under section 5599 of the 

Code, a restrictive endorsee may receive payment of the instrument and may 

bring any action thereon that the endorser could bring. 
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Couitsel for the appellee insists that the drawing of the draft 

on the Virginia National Bank localized and Specialized the litin of the Fed-

eral Reserve Bank and was a waiver of the general lien on the cash in the 

vaults of the Bank of Disputanta; citing In re City Bank'of Dowagiac, 186 

Fed.250. He overlooks the fact that in the Prince Edwai'd-Lunenburg County 

case' it was held, that "A check is not a payment until the check is paid, and 

the drawing of a check by the Prince Edward-Lunenburg County Bank to the order 

of the Federal Reserve Bank of Richmond, and mailing the same to the last 

mentioned "bank, in no way affected the trust already impressed." 

Other authorities are to the same effect. 

In Holder v. Western Gorman Bank, 68 C.C.A.554, 136 Fed.90, it is 

said: "The Florida bank was an agent in making the collection. When it had 

made the collection, it held it in trust. If it mingled it with its own 

funds, the trust attached pro tanto to the funds. National Bank v.Insurance 

Co,, 104 U.S. 54, 26 L. Ed. 693, where the principle vindicated in Knatchbull 

v. Hallett, 13 Ch.Div. 696, by Sir George Jessel, M.R., is fully confirmed. 

When it sent its own draft as the remittance,it did not operate as a satis-

faction of its obligation unless the draft should be paid, there being no 

agreement to receive the draft as payment. This would be so in the case of 

a common debt. And certainly the reasons for the same rule are not less 

where an agent transmits to his principal his own note or draft to provide 

means for the satisfaction of a trust obligation on account of funds received 

for his principal. The facts show that the draft of the Florida bank was un-

collectible, that the payment of it was forbidden by the receiver, the party 

upon whom the right* of the bank had been devolved. The trust relation be-

tween the plaintiff and the Florida bank was not discharged by such a re-

mittance, and the collection went into the hands of the receiver subject 
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to the trust. If the remittance of the draft were to "be regarded as provision-

al payment, the result would be that, in case the draft should not be paid, 

the parties would be remitted to their former position. In such a case there 

would be no sound reason as we think, for holding that the debt had lost its 

privileged character by a proceeding of the party owing it, unless the party 

to whom the debt is owing expressly assents to the change of relation between 

himself and his agent. The bank could not rid itself of that relation and be-

come the mere debtor of the plaintiff by its own act. The trust was part of 

the plaintiff's security. Neither the plaintiff nor the Western German Bank, 

in his behalf, ever consented that the Florida bank should cast off the trust 

and become the plaintiff's debtor. It would be a most absurd consequence if 

a man in the possession, as an agent, of a fund belonging to another, could 

convert the fund into his own property by sending his check to the owner, and 

then, upon some change in his own circumstances, direct his bank not to pay 

it, and so transform himself into a debtor. Of course, if the owner consents 

to sUch a change of relationship between himself and his agent, or where the 

circumstances indicate that a credit in account is expected, which is the 

same thing, the result is different, because the destination of the fund is 

altered by agreement. But here there was no such agreement. The check was 

sent for collection and remittance. Satisfactory proof should be required 

that the owner assented to such change, in view of the consequences which 

would ensue. A man might be quite willing to trust another with the collec-

tion of his money when he would be very unwilling to loan it to him. It would 

seriously impair the facilities for collecting commercial paper if it should 

be exposed to the hazards of conversion by the agent into whose hands the 

proceeds might come." 
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In Western German Bank v. Norvell, 69 C.C.A. 330, 134 Fed. 724, 

it was held, that, "When a bank, known by its officers to "be insolvent, collects 

mo%ey for a customer and mingles the same with its own funds, which to an a-

mount larger than the sum so received go into the hands of its receiver, it is 

not essential to the right of the customer to recover from the receiver that 

he should be able to trace the identical money into the receiver's hands; but 

it is sufficient to show that the sunt which went into the receiver's hands was 

increased by the amount so collected." 

In Spokane & E. Trust Co. v. United States S.P.Co., (C.G.A. 9th Cir.), 

290 Fed. 884, 886, it' is said: "Looking to the question whether the 

Central Bank ever had title to the Hardware Company's check, sent to it by the 

Seattle Bank, we are of the opinion that the writings between the remitting 

bank and the collecting bank at Yakima not only fail to disclose consent to any 

relationship of debtor and creditor, but affirmatively show that the relation-

ship became one whereby the collecting bank was a trustee of the proceeds col-

lected. We are also of the opinion that the Central Bank, at the time that it 

acted in the matter of collection, was insolvent and not in a position to be-

come a debtor of the Steel Company. The rule as established by the weight of 

authority is that where a bank transmits negotiable paper for collection and 

returns, the bank which receives the check and undertakes the collection is 

the agent of the principal, and becomes a trustee of the proceeds for the 

owner, and, except where consent is given, the collecting bank cannot avoid 

such relationship and create that of mere debtor and creditor. Among many 

cases where the rule is clearly stated are; Holder v. Western German Bank, 136 

Fed. 90, 68 C.C.A. 554; Continental Nat. Bank v. Weems, 69 Tex. 489, 6 

802, 5 M . St. Rep. 85; Nat. Reserve Bank •. Rat .Bank, 172 N.Y.102, 64 N.E. 

799; Titlow v. McCormick, 236 Fed. 209, 149 C.C.A. 399." 
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The holding in Holder v. Western Gorman Bank, supra, is approved in 

Smith v. Township, 80 C.C.A. 145, 150 Fed. 357, 260; Erie R. Co. v. Dial, 

72 C.C.A. 183, 140 Fed.689. 691; Ormsby v. Finney, 281 Fed. 836, 839, and in 

other cases. See also People v. Dansville Bank, 39 Hun. 187; People v. 

Merchants Bank, 92 Hun. 159, 36 H.f. 989. 

Several of these cases are also authority for the proposition that 

the authorization of direction to remit by New York exchange does not change 

the position of the collecting "bank from that of trustee to that of debtor. 

If the holding in In re City Bank of Dowagiac can be said to be in conflict 

with the cases cited,we cannot follow it. 

In the instant case the exchange draft was drawn on funds on which 

there was a preferred lien which was enforced, thus leaving nsthing with which 

to pay said draft. 

The decree complained of will be reversed, and a judgment will be 

entered in this court in favor of the Federal Reserve Bank of Richmond, 7a., 

against J. Gordon Bohannan, Receiver of the Bank of Disputanta, for the sum 

of $1,395.95, with interest thereon at six per cent, per annum from January 

23, 1922, until payment, and for its costs. 

Reversed . 

A COPY TESTE 

H. Stewart Jones, 
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121 THE SUPREME COURT OF THE STATE OF WASHINGTON. 

SPOKANE VALLEY STATE BANK 

Respondent 

v. 

3. B. LUTES and LU3LLA LUTES, 
his wife, 

Appellants, 

GEORGE T. BLACK and ISABELLA 
BLACK, his wife, 

Defendants 

Ho. 18317 

Department Two. 

Filed Feb. 19,1925. 

28:1 

By this action the plaintiff seeks to recover from 

the defendants E. B. Lutes and wife approximately the sum of 

$3,400 with interest. The trial before the court without a Jury 

resulted in a judgment sustaining a recovery in the amount claimed. 

From this judgment the defendants Lutes and wife appeal. 

The facts are not in dispute and may be summarized as 

follows: The appellants owned a certificate of deposit issued by 

the Citizens Bank of Laurel, Montana, for the sum of $3,296 with 

accrued interest, matured on the 15th day of December, 1922. On 

October 2, 1922,. they purchased from George T. Black and wife a 

tract of land for which they agreed to pay $3,500. The certi-

ficate of deposit was to be used in the payment. To accomplish 

this, the deed and the certificate were under an escrow agreement 

placed with the respondent as escrow holder, with directions to 

collect the certificate when it became due. The respondent sent 

the certificate to the Exchange National Bank at Spokane, its 

correspondent. This bank a few days before the certificate became 
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due sent it to the Citizens National Bank of Laurel, the issuing 

bank. It arrived there on December 15th, the day it matured, and 

the Laurel bank immediately took up the certificate of deposit and 

issued its draft for the same dr&Ytxuin favor of the Exchange 

National Sank of Spokane and upon the Montana National Bank of 

Billings, Kontana. This draft was sent to the Exchange National 

Bank and that bank in turn delivered the draft to the Spokane 

Branch of the Federal Reserve Bank, for collection. The draft was 

then sent to the branch of the Federal Reserve Bank at Helena, 

Montana, which bank forwarded it to the Billings bank upon which 

it was drawn. On the day it arrived at the Billings bank the 

National Bank of Laurel, which had issued the draft, closed its 

doors and payment of the draft was refused. When the Exchange 

National Bank of Spokane received the draft it notified the 

respondent that there was placed to its credit the amount thereof. 

Some days later the respondent paid over that amount to Black and 

wife and delivered the deed, which it held in escrow, to the 

appellants. Shortly after this, the Exchange National Bank 

received notice from the Billings bgzik that the payment of the 

draft had been refused. The Exchange National Bank then charged 

the account of the respondent with the amount of the draft. The 

respondent notified the appellants of what had occurred and 

demanded reimbursement, which was finally refused. The present 

a&tion was then begun. 
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The first question to be determined, is whether the 

Exchange National Bank of Spokane was negligent in sending the 

certificate of deposit direct to the Citizens national Bank of 

Laurel, the bank which had issued it. Upon this question the 

authorities are not in harmony, but the weight of authority, as 

well as the more modern cases, support the rule that it is not 

negligence to send a certificate of deposit, bill of exchange or 

check to the bank which is to pay it, when that bank is the only 

bank in the city or town in which it is located, and that if the 

instrument is sent directly to the bank which issued or is to 

pay it, no liability arises by reason of this fact in the absence 

of a showing that it worked a loss. 

Hilsinger v. Trickett (Ohio), 99 IT.E.305; 

Farmers Bank & Trust Co. v. ITewland (Ky.), 31 S .7/.38; 

Kershaw v. Ladd (Ore.), 56 Pac. 402; 

Wilson v. Carlinvilie national Bank (111.),58 N.E.250; 

Citizens Bank of Eleasantville v. First National Bank 

of Pleasantville (Iowa), 113 N.W. 481; 

Waggoner Bank & Trust Co. v. Gamer Co. (Tex.),213 S.W. 92; 

Indig v. National City Bank, 80 N.Y. 100; 

In the present case it is not shown that any loss 

occurred to the appellants by reason of the certificate of deposit 

being sent directly to the bank that issued it. It arrived at 

that bank on the day it was due and immediately the draft was 

issued and sent to the Exchange National Bank at Spokane. In 

addition to this there was evidence that it was the custom of banks 
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to send a certificate of deposit, draft or check direct to the 

tank which was to pay it, even though there was another "bank in 

the city or town where that bank was located, providing it appeared 

to "be the strongest "bank. There was evidence that the officer of 

the Exchange National Bank who handled the matter had looked up 

the standing of the two banks at Laurel, one of which was a state 

bank, and concluded that the issuing bank was the stronger bank of 

the two, and so sent the draft direct to it. There appears to be 

some contention that it was negligence for the Exchange National 

Bank to send the draft for collection through the Federal Reserve 

Bank rather than sending it direct to Billings. The evidence 

shows that this was in accordance with the custom of banks. If 

the custom was a general one, as the evidence shows, and was 

reasonable, the appellants were bound by it, even though it was 

not actually known to them at the time they placed the certificate 

of deposit with the respondent for collection, according to the 

weight of authority, though there are cases holding the other 

way. The prevailing rule appears to be that the general usage 

and customs of banks in making collections will bind persons 

dealing with them in this business, whether such usage or 

custom be known or not, this upon the theory that when a person 

hands over a negotiable instrument to a bank for collection 

without remark as to the course to be pursued, the bank is not 

bound to thrust upon him a statement of its intended course. 

Either he knows and approves of the ordinary and customary way 

that collections arc handled by banks, or he voluntarily trusts 
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to the wisdom of the "bank in handling the matter. He 

impliedly consents to its collection in the usual and ordinary 

v/ay. 

Jefferson County Savings Bank v.Commercial national 

Bank (Tenn), 39 S. T7., 338 ; 

Lands v. Traders' Bank of Kansas City (Mo.). 94 S.17.770; 

Dorchester and Milton Bank v. New England Bank, 

55 Lass. (1 Gushing) 177; 

British & American Mortgage Co. v. Tibbals (Iowa), 

19 N.W., 319; 

San Francisco National Bank v. American national Bank 

of Los Angeles (Cal.), 90 Pac., 558; 

Hilsinger v. Trickett (Ohio), 99 IT.E305, supra. 

In the case last cited it is said: 

"It is the rule of reason, sustained by sufficient 
authority, that the party is charged with knowledge of the 
general custom of "banks in the matter of collection of 
commercial paper, and must "be assumed, in the absence of 
other instructions, to have intended that the bank will 
perform the duty imposed upon it in the usual and customary 
way." 

There was no negligence, therefore, on the part of 

the Exchange National Bank in sending the certificate of deposit 

direct to the issuing bank at Laurel, Montana, or in sending 

the draft for collection through the Spokane branch of the 

Federal Reserve Bank. 

The next question is whether it was negligence for 

the Exchange National Bank to receive the draft in exchange for 

the certificate of deposit instead of requiring the cash to be 
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actually shipped. In considering this question, it will "be 

assumed, "but not decided, that the Exchange National Bank acted 

as the agent of the respondent and not of the appellants. Upon 

that question the authorities are in irreconcilable conflict 

and we will leave its determination for future consideration 

when it may necessarily be involved in the decision of a particular 

case. The evidence shows that it is the custom of "banks to make 
* 

remittances by draft and not by the shipment of cash* It may be, 

and there are some authorities to this effect, that the court could 

take judicial notice that this was the custom and practice of banks 

in ma&ing remittances, but it is not necessary in this case to go that 

far, as the evidence establishes the custom. The appellants, upon 

this question, place special reliance upon the case of Federal 

Reserve Bank of Richmond v. Malloy, 263 U. S., 160. In that 

• case the proof of custom there showed that remittances were made 

,{,by means of its (the drawee bank's) exchange draft or by a 

shipment of currency.111 The distinction between that case and 

this is in the proof as to the custom that prevailed in the 

respective localities from which the cases arose. The Exchange 

Eational Bank, therefore, was not guilty of negligence in failing 

to require the shipment of currency or gold instead of the draft. 

The next question is whether the draft operated as 

payment absolute or conditional. Upon this question the evidence 

again, shows the custom of banks upon receiving drafts to give 

credit and then should the draft not be paid to charge the item 
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tack to the customer. . t& ^ellovue Bank v. Security national 

Bank (Iowa), 150 1T.W., 1076, quoting from Griffin v. Erskine, 

131 Iowa, 444, 109 K.W. 13, it is said: 

"iChecks, drafts, and other bills of exchange are 
the means of transferring the money, in adjusting nearly 
all commercial transactions, and in authorizing an agent, 
whether bank or individual, to make collections, it may be 
assumed, in the absence of instructions to the contrary, 
that the authority is to be executed in the manner usual and 
customary i n the commercial world. While the agent may not 
accept anything but the actual cash in satisfaction of the 
claim, he may receive a check or draft, negotiable and pay-
able cn demand, which he has good reason to believe will be 
honored on presentation, as a ready and more convenient 
means of obtaining the money in conditional satisfaction of 
the debt. Such a payment offers no greater temptation to 
the agent than payment in cash to which ordinarily it is 
equivalent. If honored by the drawee, payment relates back 
to the time of delivery.1" 

To the same effect are the following: 

First national Bank of Memphis v. First National Bank 

of Clarendon (Tex.), 134 S.W., 831; 

Jefferson County Savings Bank v. Commercial National 

Bank (Tenn.), 39 S.W., 338, supra; 

Hi1singer v. Trickett (Ohio), 99 H.E., 305, supra; 

Albert v. State Bank, 138 N.Y. Supp., 237. 

The appellants further argue that their objection to 

the evidence relative to the custom should have been sustained 

and cite in support of this position, among other authorities, 

the case from this court of American Sav. Bank & Trust, Co. v. 

Dennis, 90 Wash., 547, 156 Pac., 559. In that case the bank sought 

to show its custom or rule in dealing with other customers in 

such cases as was there presented, and it was held that this 

rule or custom was not binding upon the defendant when he was 
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not aware of any such custom or rule. The difference between 

that case and this is that there &t tt&s 8L particular rule or custom 

of the hank, while here the evidence went, not to a particular cus-

tom of a particular hank, "but to the general custom, and was properly 

admissable. In addition to this, the evidence in the present case 

as to custom was not offered for the purpose of modifying the terms 

or the effect of a contract, "but was offered upon the question of 

whether the Exchange National Bank was guilty of negligence in the 

manner in which it handled the transaction. 

Finally it is contended that the respondent, in 

paying out the funds to Black and wife "before the draft had actually 

"been paid, had violated the escrow agreement, "but even if this were 

true it would not change the result. The appellants purchased 

the real property from Black and wife at a stipulated price, making 

a cash payment and agreeing that the money realized from the certi-

ficate should "be used to pay the "balance of the purchase price. 

The appellants went into possession of the property. They did not 

plead breach of the escrow and offered no proof of damages • which 

they claimed to have suffered for that reason. Acting under the 

mistaken "belief that the certificate: had "been paid, the respondent 

made payment to Black and wife. The appellants received and retained 

the benefit of that payment in that they have title to and pos-

session of the property. 

The judgment will be affirmed. 

Main, J. 
We concur: 

Bridges, J. 
Mitchell, J. 
Fullerton, J. 
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W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d X-4306 

March 26, ly25. 

SUBJECT; Discontinuance of Report Forms 
X-7y4 ana X-?y4 - A 

Dear Sir: 

This is to advise you that the Federal Reserve 
Board will no longer require Federal Reserve Agents 
to furnish it with the monthly report of proofs and 
verifications made by the audit departments of their 
respective banks, and Report Forms X-79^ and X-79^ A 
are, therefore, discontinued effective immediately. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

TO ALL FEDERAL RESERVE AGENTS. 
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F E D E R A L R E S E R V E B O A R D X-4307 

STAIKtiOT FOR THE PRESS 

For immediate Release March 27, 19^5 

CONDITION OF ACCEPTANCE KAEKET 

February Ig, 1925, to March 18, 1925. 

With generally firmer money conditions during the latter part of 

February an increase in the supply of bills in the acceptance market was 

reported by dealers in New York and other cities. On February 27, 

following the advance in its rediscount rate, the New York Federal Re-

serve Bank raised its minimum buying rates on 60 and 90-day bills by 

l/8 per cent. Bill dealers in New York thereupon increased their rates 

and this was followed later by increases in dealers' rates in Chicago 

and other cities. The volume of bills in the New York market increased 

temporarily after the rise in rates and dealers' sales to the Federal 

Reserve Bank were large. During the two weeks preceding March 18, 

however, demand slightly exceeded supply in most centers, owing in part 

to increased purchases by out of town banks. For the whole period from 

Febfuary 18 to March 18 New York dealers' purchases exceeded their pur-

chases during the preceding four weeks period by about 10 per cent and 

were larger than for any similar period in 1923 or 1924. Their sales 

to other investors than Federal reserve banks were less than in the 

preceding four weeks and their sales to Federal r e serve banks three 

times as great. Dealers' portfolios on March 18 were almost 20 per cent 

smaller than on February 18. Bills drawn in transactions covering cotton 

were mainly in evidence with grain, silk, and copper next in importance. 

The bid and offered rates in the New York market on March 18 ranged from 

3^ - 3 l/8 per cent on 30-day bills and 3 3/8 - 3j per cent on 60 and 

90-day bills to 3§ - 3|- per cent on 180-day bills. 
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OFFICE C0E2ESP01TD2SICE X-4308 

Larch 27, 1925. 

T o Mr. V/yatt, General Counsel. Subject: Effect of Recent Amendment 

From Mr. Vest - Assistant Coimsol to Judicial Code. 

I have made a rather cursory examination of the authori-
ties in order to determine as far as possible the effect of the 
recent amendment to the Judicial Code which provides that no 
district court shall have jurisdiction of any action or suit "by 
or against any corporation upon the ground that it was incorporated 
"by or under an Act of Congress. This act was passed February 
13, 1925, and "becomes effective May 13, 1925. Before making an 
examination of the legal authorities I investigated the Congres-
sional Record in order to see if the debates in Congress while 
this statute was pending throw any light upon its purpose or ef-
fect. I did not find any reference, however, to that part of 
the statute which has to do with the jurisdiction of district 
courts. In the Report of the House Committee on the Judiciary 
submitting this bill, the provision limiting the jurisdiction of 
district courts is referred to but is net discussed. 

Although I have not reached a definite conclusion in 
the matter it seems quite probable that the limitation of juris-
diction, when it takes effect on May 13, will be applicable not 
only to the future but also to pending proceedings. It seems to 
be a settled rule of law that jurisdiction over pending causes 
will be ousted by the repeal of the statute upon which such; juris-
diction wholly depends. There are a number of cases in the 
United States Court supporting this doctrine. See Eallowell v. Com-
mons, 239 U. S. 605; Railroad Company v. Q-ranC, 98 U. S. 358; 
15 Corp. Jur. 825. In accordance with this doctrine it appears 
that cases pending in the district courts of the United States 
which are in such courts solely by reason of the Federal incor-
poration of Federal reserve banks will after May 13 no longer be 
properly before the courts. 

It is interesting to note that this act is very simi-
lar to that in which it was provided that jurisdiction of dis-
trict courts of the United States should not extend to suits 
involving railroad companies upon the ground of Federal incor-
poration of such companies. This provision is a part of an act 
passed by Congress on January 28, 1915, which amended the Judi-
cial Code in o.ther respects. This act also contained a provi-
sion that it should not affect cases then pending in the Supreme 
Court of the United States but said nothing as to cases pending 
in the district courts. I have found no case involving the ques-
tion whether cases pending in the district courts at the time 
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of the enactment of this statute in which jurisdiction was "based 
alone on the Federal incorporation of a railroad company were 
affected, tut under the doctrine just mentioned it would seem 
that the jurisdiction of the district courts in such cases, if 
any, must have ended upon the effective date of the statute. 

Another very important question to the Federal reserve 
banks is whether or not such banks are to be considered citi-
zens of any particular state within the meaning of the Judicial 
Code which gives to district courts jurisdiction ever cases 
between citizens of different states. Federal reserve banks, 
of course, are organized under an Act of Congress and are, 
therefore, Federal corporations. They are citizens of the 
United States but it is at least doubtful whether they will be 
regarded as citizens of any particular state so that they can 
bring themselves within this provision of the Judicial Code. 
In the case of Bankers Trust Co. v. Texas & Pacific Railway, 
241 U. S. 295, the question arose whether the Texas & Pacific 
Railway Co. which was incorporated under Act of Congress was 
a citizen of Texas by reason of the fact that it was a resident 
and inhabitant of that state. Mr. Justice Vandeventer in de-
livering the opinion of the Court held that this company, 
while a citizen of the United States, was not a citizen of 
a state for jurisdictional purposes. See also the case of 
Bacon v. Federal Reserve Bank of San Francisco, 289 Fed. 518. 

It seems quite probable, therefore, that Federal 
reserve banks may, after May 13, 1925, sue or be sued in 
a United States District Court only when there is a Federal 
question involved in the case, regardless of the Federal in-
corporation of the reserve banks. 

Respectfully, 

George B. Vest, 
Assistant Counsel. 
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248 

W A S H I N G T O N 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-11309 
March ]1, 1925. 

SUBJECT: Charge for Monthly Bulletins Delivered in Bulk. 

Dear Sir: 

The principles governing research, statistical and pub-
lication activities of the Federal Reserve Banks adopted by 
the Board ana transmitted to you on December 3> 1924 (Letter 
X-4200) provide that the Federal Reserve banks are to arrange 
to make a charge sufficient to cover costs for copies of their 
monthly bulletins delivered in bulk for distribution. 

It seems desirable that charges of this character should 
be uniform throughout the Federal Reserve System and that there 
should be a common definition of the term "distribution in 
bulk11. As the average cost of the monthly publications of the 
twelve Federal Reserve banks, including printing, paper, etc., 
is about three cents a copy or thirty-six cents per annum, the 
Board is of the opinion that a charge of this amount, plus the 
cost of shipment or delivery, should be made for copies of the 
bulletins delivered in bulk* Bulk distribution is defined as 
inqluding all deliveries of monthly publications to member 
banks and others for distribution by them to the public. 

By direction of the Federal Reserve Board. 

Very truly yours, 

Walter L« Eddy, 
Secretary. 

TO AIL F. R* AGENTS. 
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mrch 12,1925. 

To The Federal Reserve Board Subject: Analysis of the new McFadden 

From Mr. Test - Assistant Counsel. Bill, H. R. 12455. 

This office has "been requested "by the Board to present a legal 
analysis of the provisions of H. n. 12453 which was introduced "by Mr. 
IvlcFaaden in the last few days of the 68th Congress. 

Only 3 sections of the Federal Reserve Act will "be affected by 
the bill in its present fore, sections 14, 16 and 19, and the two most 
important changes which would be ẑ ade in the Federal Reserve Act by the 
enactment of this bill would be the elimination of the provision* whereby 
Federal reserve notes may "be issued against gold as collateral and an 
amendment to the reserve requirements for member banks. 

The first section of the bill E. R. 12455, proposes to amend 
par. (a) of Sec. 14 by taking away from Federal reserve banks the power 
to exchange Federal reserve ndtes for gold, gold coin or gold certificates. 

Sec. 2 of the bill contains a number of amendments to Section 
16 of the Federal Reserve Act, the purpose of which is to eliminate from 
the Act those provisions which authorize Federal reserve notes to be 
issued against gold and gold certificates as collateral security. These 
provisions were added by the Amendment of June 21, 1917, and the effect 
of the proposed amendments to Sec. 16 would be a return to the condition 
existing prior to that time. 

Par. 2 of Sec. 16 would be so amended that neither bills of ex-
change nor bankers' acceptances purchased under the provisions of Sec. 
14, nor gold and gold certificates could be used as collateral security 
for the issuance of Federal reserve notes. Bills of exchange and bankers' 
acceptances purchased under Sec. 14 have been eligible as collateral for 
Federal reserve notes since the amendment of September 7, 1916., 

Par. 3 of Sec. 16 would be amended by striking out the proviso 
that gold or gold certificates held by a Federal Reserve Agent as col-
lateral for Federal reserve notes are to be counted as part of the gold 
reserve maintained against Federal reserve notes, but it is provided that 
gold or lawful money deposited with the Federal Reserve Agent is to 
be considered an offset against Federal reserve notes in active circu-
lation for the purpose of computing the reserve to be carried against them. 

Par. 4 of Sec. 16 requiring Federal reserve banks to maintain 
gold on deposit with the Treasury of the United States for the redemp-
tion of Federal reserve notes would be amended by requiring that not 
less than five per cent of the total amount of notes issued be so main-
tained on deposit with the Treasury, the qualification that the amount 
of gold or gold certificates held by the Federal Reserve Agent as col-
lateral security may be deducted from this five per cent being omitted. 
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Par. 4 of Sec. 16 7/oul& also "be amended "by s t r i k i n g cut the 
clauso which permits the amount of gold or gold certificates held "by 
Federal Reserve Agents as collateral security to be deducted from the 
total amount of outstanding Federal Reserve notes in ccrrouting the 
interest which may be required by the Federal Reserve Board to be paid 
on such notes, 

Par, 6t of S©£> 16 would be amended by eliminating the pro-
vision that gold depositod with the Treasurer of United States 
shall be counted mid considered as if collateral security on deposit 
with the Federal Reserve Agent. It may be noted that the purpose of 
all of the above amendments to Sec. 16 is to eliminate all language 
in the present law which refers to the issuance of Federal Reserve 
notes against gold or gold certificates as* collateral security. 

The 3rd section of the proposed bill would amend Section 19 
so as to make an important change in the present reserve requirements 
for member banks. This change is contained in the amendment to the 
2nd paragraph of Section 19 and would permit a minimum of 60fo of the 
reserve required to be carried with the Federal reserve bank, whereas 
the remainder of such reserve might be held either in the vaults of 
the member bank or with the Federal reserve bank in such proportions 
as the member bank may desire. 

The remainder of the changes in Sec. 19 are largely matters 
of phraseology which are proposed in order to make the remainder of 
this soction conform to the proposed change just mentioned. It may 
be well to note that the portion of the reserve which is maintained 
with the Federal reserve bank, whether it be 60$ or more of the total 
reserve required, must be an actual net balance, while the remainder 
of the reserve is to be held by the member bank in its own vaults. 

There is attached hereto a statement showing in detail 
every change proposed to be made by the Sill, H. R. 12453 in the 
present Federal Reserve Act. 

Respectfully, 

George 3. Vest, 
Assistant Counsel. 

Statement attached. 

G37 
OKC 
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EFFECT OF H. fi. 12453 ON FEDERAL RESERVE ACT. 

X-4311-a246 

March Lc, 1$2$. 

The following is a list of the changes which would be made 
in Sections l4, l6 and 19 of the Federal Reserve Act as it now 
stands, by H. R. 1^453, which was introduced by Mr. Mc Fad den in the 
last few days of the 68th Congress: 

Section 14(a), in 2nd line after words "to make loans thereon" 
the following words omitted: 

"exchange Federal reserve notes for gold, gold coin 
or gold certificates." 

These words were contained in the Federal Reserve Act as originally enacted 
and have remained unchanged since that time. 

Section l6, paragraph 2, line 10, after the word "act" the follow-
ing words omitted: 

"or bills of exchange endorsed by a member bank of 
any Federal Reserve District and purchased under the 
provisions of Section l4 of this act, or bankers' ac-
ceptances purchased under the provisions of said sec-
tion l4, or gold or gold certificates". 

The words underlined were added to the Act by the amendment of June 21, 1917• 

Section l6, paragraph 2, line 15 after the word "security", the 
following words omitted: 

"whether gold, gold certificates or eligible paper." 

These words were a oart of a clause added to the Act by the Amendment of 
June 21, 1917. 

Section l6, paragraph 2, line 21, the word "said" before "Fed-
eral Reserve Board" omitted. 

Section l6, paragraph 3 , line after the word "circulation" 
the following words omitted: 

"provided, however, that men the Federal Reserve 
Agent holds gold or gold certificates as collateral 
for Federal reserve notes issued to the bank such 
gold, or gold certificates shall be counted as part 
of the gold reserve which such bank is required to 
maintain against its Federal reserve notes in actual 
circulation." 
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And the following words inserted in lieu t.:^recf: 

"and not offset by gold or lawful money deposited \i th 
the Federal Reserve Agent." 

Ti^se ch nges v.ould restore this part of the paragraph to the same form 
in Vvhich it was "before the amendment of June 21, 1^17, 

Section ±6, paragraph line 11, the word "out" omitted after "paid". 

Section l6, paragraph 4, line 7> after the word "i .sued" the follow-
ing word* omitted: 

"le^s the Amount of gold or gold certificates held by 
the Federal Reserve Agent as collateral security." 

These words >-ere added to the Act by the Amendment of June 21, 1317* 

Section l6, paragraph 4, line 20, the word "thereon" inserted after 
the words "rate of interest" and after the words "Federal Reserve Board" 
the following words omitted: 

"on only that amount of such notes which equals the 
total amount of its outstanding Federal reserve notes, 
less the amount of gold or gold certificates held by 
tne Federal Reserve Agent as collateral security." 

Tnis change would restore this part of the paragraph to substantially the 
-same form as- it was before June 21, 191?« 

Section l6, paragraph 4, line 26, the word "such" before "notes" 
omitted. 

Section l6, paragraph 6, beginning with the words "so much" in the 
Sth line the remainder of the paragraph is stricken out and the following 
inserted in lieu thereof: 

much ci auci ?oid ".s may be required fcr thu exclu-
sive purrus0^. / the redemption - of ^uch Federal reserve 
notes. r! 

This change would restore this part of the paragraph to substantially the 
same form as it was before June 21, 1917. 

The second paragraph of Section 19 which in the present Act reads 
as follows: 

"Every bank, banking association, or trust company 
which is or which becomes a member of any Federal 
reserve bank shall establish and maintain reserve 
balances with its Federal reserve bank as follows:w 
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has ocen changed by the Bill tc read as follows: 

"Every bank, banking association, or trust company 
which is or which becomes a member of any Federal 
reserve bank shall establish and maintain the fol-
lowing reserves, 6C per centum of which shall in 
each case be held as an actual net balance with the 
Federal reserve bank of its district and the remain-
ing 40 per centum of which shall be held either in 
the same manner or in its own vaults in such ratio 
as it deems expedient." 

Section 19, paragraph (a), line 2, the words "it shall hold ana 
maintain wit.* the Federal reserve bank of its district an actual net bal-
ance" omitted and the word "reserves" inserted in lieu thereof. 

Precisely the same change is made in paragraph (b), and the 
following additional changes are made in paragraph (b): 

The words "provided however that" in the $tn line are 
changed, to "out"; 

The word "hold" in the 10th line is changed to Establish"; 

Tho words "reserve balances" in the 10th line are changed 
to "reserve." 

In paragraph (c) of Section 19 there are the same changes as are 
in paragraph (b) of that section, v.ith the addition that the last 
"thereof" i: changed to "hereof". 

Section 19, 7th paragraph, at the beginning thereof the words 
required balance carried by a member bank with the Federal reserve 
may under the regulations" are changed to read as follows: 

"the reserves required by this act to be established 
and maintained by the member bank may under such 
regulations". 

And in the last line thereof, tile words "the total balance required by 
law is" are changed to read "such reserves are". 

Section 1 9 , paragraph 8 , in the first line, the word "balances" 
is changed to "reserves" and in the last line the words "required bal-
ances with Federal reserve banks" is changed to "reserves. " 

In the 7th line of the 9th paragraph of Section 19 the word 
"Federals-is omitted before "Reserve Board." 

ma j e 
word 

"the 
bank 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



c o p y X-4312 

A p r i l 1 , 1925. 

Federa l Heservo Board, 
Washington, B.C. 

A t t e n t i o n of Mr. Walter Wyatt, General Counse l . 

Dear S i r s ; 

I hand you h e r e w i t h a copy of the o p i n i o n o f 
t h e Supreme Court of Uorth C a r o l i n a i n t h e c a s e of F e d e r a l 
Land Batik: o f Columbia v . J . B. Barrow, e t a l s . A 
copy of t h i s o p i n i o n was f u r n i s h e d ne by Mr. Ruark of the 
f t * m of Ruark and Campbell . 

The F e d e r a l Reserve Bank of Richmond was no t a p a r t y 
t o t h i s s u i t , but you w i l l n o t i c e t h a t t h e q u e s t i o n p r e s e n t e d 
i n v o l v e d the f a i l u r e of the F e d e r a l Reserve Bank of Richmond 
t o c o l l e c t a c a s h i e r ' s check on the Bank of Vanceboro. The 
c a s e i s o f p e c u l i a r i n t e r e s t t o me, because i n the o p i n i o n 
t h e Court r e c o g n i z e s t h a t s i n c e a F e d e r a l Reserve Bank 
cannot demand payment i n cash from a North C a r o l i n a S t a t e Bank, 
the r u l i n g o f t h e Supreme Court of the U n i t e d S t a t e s i n the 
Mal loy c a s e cannot app ly i n so f a r a s that,, cour t h e l d t h a t 
t h e F e d e r a l Reserve Bank was n e g l i g e n t i n s u r r e n d e r i n g a check 
b e f o r e r e c e i v i n g payment i n c a s h . 

As you know, I have two c a s e s pend ing i n which the 
h o l d e r s of checks drawn on t h e Bank of Vaticeboro s e e k to 
r e c o v e r a g a i n s t t h e F e d e r a l Reserve Bank o f Richmond under the 
d o c t r i n e of the Mal loy c a s e , and t h i s d e c i s i o n w i l l n a t u r a l l y 
be of g r e a t a s s i s t a n c e t o me i n t h e s e c a s e s , a l t h o u g h i t i s no t 
of g r e a t importance i n c a s e s a r i s i n g o u t s i d e o f the S t a t e of 
North C a r o l i n a . 

Yours v e r y t r u l y , 

MGU:IB• 

M. Gr. Wal lace , 
Counse l . 
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(SUPB31S COURT OS1 NORTH CAROLINA) 

THE FEDERAL LA2TD 3AIJK OF COLUMBIA v. J . B. BARROW 
and M. J . BAZROW, HI^ WIFE, ET ALS. 

( F i l e - 18 March, 1925) 

1 . B i l l s and l l o t e s - Banks and Banking - Payment - C a s h i e r ' s Check -
C o l l e c t i o n - n e g l i g e n c e - Burden of P r o o f . 

Where the d e f e n s e to an a c t i o n "by a bank upon an u n p a i d check g i v e n 
f o r a p a r t i a l payment upon one of a s e r i e s of mortgage n o t e s i s the n e g l i g e n c e 
of the p l a i n t i f f bank i n not h a v i n g u s e d a course of c o l l e c t i o n where in the check 
would have been promptly p r e s e n t e d to the drawee bank and paid* t h e burden i s 
on the de fendant r e l y i n g t h e r e o n . 

2 . .Same-Evidence - Uonsu i t - Ques t ions f o r J u r y . 

In an a c t i o n by p l a i n t i f f l a n d bank to r e c o v e r upon c e r t a i n n o t e s g i v e n 
by a borrower, s e c u r e d by mortgage on the a m o r t i z a t i o n p l a n f o r d e f a u l t i n p a y -
ment of one of i t s n o t e s i n the s e r i e s where in , under the terms of the t r a n s a c t i o n , 
a l l of the n o t e s become due and p a y a b l e , there was e v i d e n c e t e n d i n g to show 
t h a t under i n s t r u c t i o n s of the p l a i n t i f f the d e f e n d a n t s o b t a i n e d a c a s h i e r ' s check 
f o r the f u l l amount of the payment of the no te then due, which the p l a i n t i f f was 
to a c c e p t a s payment, and, owing to the p l a i n t i f f ' s n e g l i g e n c e , t h e check reached 

the bank of i t s i s s u a n c e a f t e r i t had suspended payment: Held, two i s s u e s of 
f a c t were r a i s e d f o r t h e j u r y - one, whether the p l a i n t i f f had a g r e e d to a c c e p t 
the c a s h i e r ' s check i n a b s o l u t e payment; and the o t h e r , w h e t h e r the p l a i n t i f f had 
n e g l i g e n t l y s e l e c t e d f o r t h e g a s h i e r ' s check a d e l a y e d c o u r s e o f c o l l e c t i o n tha t 
p r e v e n t e d the check r e a c h i n g the bank o f i t s i s s u a n c e b e f o r e payment had been 
t h e r e suspended; and a mot ion a s o f n o n s u i t was p r o p e r l y d e n i e d . 

3 . Courts - D i s c r e t i o n - Motion to Se t A s i d e V e r d i c t - Appeal and E r r o r . 

A mot ion to s e t the v e r d i c t a s i d e a s b e i n g a g a i n s t t h e w e i g h t or 
c r e d i b i l i t y of the e v i d e n c e i s t o the sound d i s c r e t i o n o f the t r i a l judge ; and i n 
the absence of an abuse of t h i s d i s c r e t i o n , i s not r e v i e w a b l e on a p p e a l . 

Appeal by p l a i n t i f f from M i d y e t t e , J . , a t September Term, 1924, of 
Craven. 

On the 9 October , 1919, p l a i n t i f f l o a n e d t o d e f e n d a n t s , J . B . Barrow and 
w i f e , the sum of $ 5 , 4 0 0 , and d e f e n d a n t s on same day e x e c u t e d and d e l i v e r e d to 
p l a i n t i f f , t h e i r n o t e by which t h e y promised to pay to p l a i n t i f f the p r i n c i p a l 
sum of $ 5 , 4 0 0 , w i t h i n t e r e s t a t &g- per c e n t , i n 34 annual i n s t a l l m e n t s , e a c h i n 
the sum of $351 due on 1 December, of each s u c c e e d i n g yes-r, thereby p r o v i d i n g f o r 
the payment o f p r i n c i p a l sum and i n t e r e s t on the a m o r t i z a t i o n p l a n . In order 
to secure payment o f s a i d n o t e , by i n s t a l l m e n t s a s p r o v i d e d t h e r e i n , d e f e n d a n t s on 
s a i d day, by mortgage , duly e x e c u t e d and r e c o r d e d , conveyed t o p l a i n t i f f 
a t r a c t o f l a n d , s i t u a t e i n Craven County, N .C . , f u l l y d e s c r i b e d t h e r e i n . 
I t i s p r o v i d e d i n b o t h n o t e and mortgage t h a t upon d e f a u l t i n t h e payment of any 
one of the annual i n s t a l l m e n t s , , by which s a i d n o t e was p a y a b l e , the whole 
p r i n c i p a l sum p i t h a c c r u e d i n t e r e s t , s h a l l become due and p a y a b l e a t o n c e . 

P l a i n t i f f a l l e g e s t h a t the i n s t a l l m e n t due on 1 Decanber, 1923, was 
not p a i d , and t h a t because of such d e f a u l t , t h e whole p r i n c i p a l , w i t h a c c r u e d i n -

X " 4 3 1 S 2 5 0 
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t o r e s t became due and p a y a b l e , a t dates of such d e f a u l t ; t h a t p l a i n t i f f i s t h e owner 
and h o l d e r of s a i d n o t e and t h e r e i s iloto due on tin: iame the sum of $ 5 , 1 6 5 . 1 0 , w i t h 
i n t e r e s t a t 5^ p e r c e n t from 1 December, 1922. P l a i n t i f f demands judgment tha t 
i t r e c o v e r of d e f e n d a n t s , J . B. Barrow and w i f e the sum of $ 5 , 1 6 5 . 1 0 w i t h i n t e r e s t 
from 1 December, 1922, and p r a y s t h a t t h e court appo int a commissioner to s e l l 
the l a n d conveyed i n the mortgage and t h a t out of t h e p r o c e e d s of s a i d sale' , 
the i n d e b t e d n e s s due by s a i d d e f e n d a n t s to p l a i n t i f f be p a i d . 

Defendants deny t h a t t h e r e was d e f a u l t by them i n the payment of 
s a i d i n s t a l l m e n t , and t h a t the n o t e , s e c u r e d by s a i d mortgage i s now due; they 
a l l e g e t h a t s a i d i n s t a l l m e n t has been p a i d . Defendants a l l e g e t h a t p r i o r to 
1 December, 1823, they were i n s t r u c t e d by p l a i n t i f f t o purchase a c a s h i e r ' s check 
or money order f o r t h e amount due on s a i d i n s t a l l m e n t and to remit same i n payment 
of s a i d i n s t a l l m e n t ; tha t complying w i t h s a i d i n s t r u c t i o n s , d e f e n d a n t s , on 30 
November, 1923, purchased of the Bank of Vanceboro, a t Yanceboro, N . C . , i t s c a s h i e r ' s 
check f o r $351, p a y a b l e to t h e F e d e r a l Land Bank of Columbia, and forwarded same 
a t once by r e g i s t e r e d l e t t e r to p l a i n t i f f i n payment of i n s t a l l m e n t due on 
1 December, 1923; t h a t p l a i n t i f f r e c e i v e d s a i d c a s h i e r ' s check i n payment of s a i d 
i n s t a l l m e n t and t h e r e a f t e r s en t to d e f e n d a n t s , through the m a i l , a r e c e i p t 
acknowledging payment of amount due on s a i d i n s t a l l m e n t . 

Defendants f u r t h e r a l l e g e t h a t p l a i n t i f f n e g l i g e n t l y f a i l e d t o s e n d s a i d 
c a s h i e r ' s check prompt ly to "Dank of Vanceboro, f o r payment; t h a t i f p l a i n t i f f 
had promptly s e n t s a i d c a s h i e r ' s check which was i n i t s hands on 3 December, 1923, 
t o Bank of Vanceboro i t would have been p a i d . 

Defendants f u r t h e r a l l e g e t h a t p l a i n t i f f n e g l i g e n t l y s e n t s a i d c a s h i e r ' s 
check to the Murchison I"£ t l o n a l Bank of Wilmington, N . C . , on 4 December, 1923; 
t h a t s a i d Murchison N a t i o n a l Bank on 6 December, 1923, forwarded s a i d check to the 
Federa l Reserve Bank a t Richmond, Va. , and t h a t s a i d F e d e r a l Reserve Bank on 7 
December, 1923, s e n t s a i d check to Bank of Vanceboro, a t Vanceboro, N . C . , a t which 
bank i t was r e c e i v e d by m a i l , on Saturday, 8 December, 1923, t h a t on Monday, 10 
December, 1923, Bank of Vanceboro s en t i t s d r a f t on the n a t i o n a l Bank of Hew 
Bern, N . C . , t o t h e F e d e r a l Reserve Bank a t Richmond, Va . , i n payment o f s a i d 
c a s h i e r ' s check which was thereupon marked "Paid" by the s a i d Bank of Vanceboro, 
the drawee of s a i d check . This d r a f t was forwarded by F e d e r a l Reserve Bank to 
H a t i o n a l Bank o f Hew Bern, which r e f u s e d payment of same. A r e c e i v e r f o r Bank of 
Vanceboro was a p p o i n t e d on 13 December, 1923. Defendants a l l e g e t h a t i f 
p l a i n t i f f had s e n t t h e c a s h i e r ' s check d i r e c t to F e d e r a l Reserve Bank a t Richmond, 
i n s t e a d of t h e Murchison n a t i o n a l Bank a t Wilmington, i t would have been p r e s e n t e d 
to Bank of Vanceboro i n t ime f o r t h e d r a f t on the N a t i o n a l Bank of New Bern to 
Federa l Reserve Bank a t Richmond i n payment of some, to have reached N a t i o n a l 
Bank of New Bern on 9 December, 1923, when i t would have been p a i d out o f the 
d e p o s i t s of the Bank o f Vanceboro w i t h s a i d N a t i o n a l Bank of New Bern. 

P l a i n t i f f i n i t s r e p l y , d e n i e d t h e a l l e g a t i o n s c o n t a i n e d i n t h e answer, 
i n d e f e n s e of p l a i n t i f f ' s cause of a c t i o n . 

The i s s u e s submi t t ed to the j u r y , w i t h the answers t h e r e t o , were a s 
f o l l o w s : 

1 . Was p l a i n t i f f ' s f a i l u r e t o g e t the $351 i n s t a l l m e n t p a y a b l e to i t 
by de fendant , Barrow, 1 December, 1923, due t o i t s own n e g l i g e n c e ? Answer: y e s . 
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2 . Did the p l a i n t i f f bank i n s t r u c t the d e f e n d a n t , Barrow, to send 
them a c a s h i e r ' s check or money order i n payment of t h e i n d e b t e d n e s s ? Answer: y e s . 

From judgment i n accordance w i t h the v e r d i c t o f the j u r y i n f a v o r 
o f d e f e n d a n t s , p l a i n t i f f a p p e a l e d , a s s i g n i n g e r r o r s based upon e x c e p t i o n s -
f i r s t , to the r e f u s a l of the cour t to a l l o w p l a i n t i f f ' s mot ion f o r judgment 
a t the c l o s e o f a l l the e v i d e n c e ; second, to the c o u r t ' s r e f u s a l t o charge the 
j u r y a s r e q u e s t e d by the p l a i n t i f f ; t h i r d , to the s u b m i s s i o n of the s e c o n d 
i s s u e ; s.&cL f o u r t h , to tho r e f u s a l of the c o u r t to s e t a s i d e the v e r d i c t and grant 
a new t r i a l . 

R. A. Hunn f o r p l a i n t i f f 
D. L. Ward f o r d e f e n d a n t s . 

Connor, J . Defendants admit i n t h e i r answer the e x e c u t i o n of t h e 
n o t e a s a l l e g e d i n the c o m p l a i n t . As a d e f e n s e to p l a i n t i f f ' s cause of 
a c t i o n , upon t h i s n o t e , d e f e n d a n t s p l o a d paypent o f t h e i n s t a l l m e n t due on 
1 December, 1923 . They thereby assumed the burden upon the i s s u e s r a i s e d 
by the p l e a d i n g s and submi t ted to the j u r y . E l l i s o n v . Rix , 85 H. C. 
80 . At the c o n c l u s i o n o f the e v i d e n c e o f f e r e d by d e f e n d a n t s , p l a i n t i f f s moved 
f o r judgment upon the a d m i s s i o n s i n the p l e a d i n g s , c o n t e n d i n g t h a t t h e e v i d e n c e 
o f f e r e d by d e f e n d a n t s was no t s u f f i c i e n t to s u s t a i n a f f i r m a t i v e answers t o the 
i s s u e s . The mot ion was den ied , and p l a i n t i f f e x c e p t e d . P l a i n t i f f then 
o f f e r e d e v i d e n c e , and a t the c o n c l u s i o n of a l l the e v i d e n c e renewed i t s mot ion f o r 
judgment. The mot ion was a g a i n d e n i e d by the c o u r t , and p l a i n t i f f e x c e p t e d . 
Ass ignments o f e r r o r , based upon t h e s e e x c e p t i o n s , are d i s c u s s e d t o g e t h e r i n the 
b r i e f f i l e d f o r p l a i n t i f f . These a s s i g n m e n t s o f e r r o r p r e s e n t f o r r e v i e w 
by t h i s c o u r t h i s Honor's h o l d i n g t h a t t h e r e was s u f f i c i e n t e v i d e n c e to be 
submi t t ed to the j u r y upon the i s s u e s . 

. I t i s a d m i t t e d t h a t on 3 December, 1923, p l a i n t i f f r e c e i v e d , a t 
Columbia, S . C . , through the m a i l , a l e t t e r from d e f e n d a n t , J . S . Barrow, 
e n c l o s i n g a c a s h i e r ' s check, d a t e d 30 November, 1923, f o r $351, i s s u e d by the 
c a s h i e r o f the Bank o f Vanceboro, N .C . , and payab le to the order of F e d e r a l 
Land Bank o f Columbia; t h a t s a i d c a s h i e r ' s check was s e n t by d e f e n d a n t s to 
p l a i n t i f f i n payment o f i n s t a l l m e n t due on s a i d n o t e 1 December, 1923, and was 
a c c e p t e d by p l a i n t i f f ; t h a t the l e t t e r from d e f e n d a n t , w i t h which the c a s h i e r ' s 
check was e n c l o s e d , was r e t u r n e d t o d e f e n d a n t , stamped w i t h the words, "Federal 
Land Bank, P a i d , December 3 , 1923, Columbia, S . C . " ; tha t t h e l e t t e r , e n c l o s i n g 
r e m i t t a n c e , s taqped , showing the date o f i t s r e c e i p t by p l a i n t i f f , and payment 
by the r e m i t t a n c e , i s t h e o n l y r e c e i p t which p l a i n t i f f s ends to i t s cus tomers 
f o r payments made on n o t e s ; t h a t t h i s l e t t e r , so stamped, was r e c e i v e d by 
d e f e n d a n t s a t Vanceboro, U . C . , on 4 December, 1923. 

Defendant J . B. Barrow t e s t i f i e d t h a t he r e c e i v e d a l e t t e r from 
p l a i n t i f f a few days p r i o r t o 30 November, 1923, i n s t r u c t i n g him t o send 
c a s h i e r ' s check or money order i n payment of i n s t a l l m e n t t o be due on 1 December, 
1923, and t h a t i n compl iance w i t h t h i s i n s t r u c t i o n he purchased and s e n t to 
p l a i n t i f f , by r e g i s t e r e d l e t t e r , a c a s h i e r ' s check f o r the amount due. Defend-
a n t s o f f e r e d i n e v i d e n c e the c a s h i e r ' s check of the Bank of Vanceboro, da ted 
30 November, 1923, f o r $351 , payab le t o Federa l l a n d Bank o f Columbia, marked 
"Paid, December 10, 1923 ." 
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There was e v i d e n c e t h a t the c a s h i e r ' s check was r e c e i v e d by p l a i n t i f f 
a t Columbia, S . C . , on 3 December, 1S23, and p r e s e n t e d f o r p a r e n t t o Banlc of 
Vanceboro, IT.C., on Saturday, 8 December, 1923; t h a t check was s e n t by p l a i n t i f f 
t o the Ivlurchison N a t i o n a l Banlc nf "almington, N .C . , "by m a i l , and r e c e i v e d by 
s a i d l iurch i son n a t i o n a l Bank on Thursday, 6 December, 1933; t h a t check was s en t 
by Murchison n a t i o n a l Bank to the Federa l E e s e r v e Banlc a t Richmond, 7 a . , and 
r e c e i v e d by s a i d F e d e r a l Eeserve Bank on F r i d a y , 7 December, 1923; t h a t check 
was s e n t by s a i d F e d e r a l Be s e r v e Banlc to Bank of Vanceboro*, IT. C . , and r e c e i v e d 
by s a i d Bank of Vanceboro on Saturday, 8 December, 1923; t h a t on Monday, 10 
December, 1923, Bank of Vanceboro s e n t i t s d r a f t , i n c l u d i n g the amount of s a i d 
c a s h i e r ' s check, end i n payment of same, on the n a t i o n a l Bank o f New Bern, N .C. , 
t o Federa l Reserve Bank a t ?.iehmond, V a . , and thereupon marked s a i d c a s h i e r ' s 
check "Paid, December 10, 1923"; t h a t Federa l Beserve Bank s e n t the d r a f t of 
Bank of Vanceboro, which i t had r e c e i v e d i n payment of t h e c a s h i e r ' s check, 
to the N a t i o n a l Bank of Ee-.? Bsrn on 11 December, 1923; t h a t payment of t h i s 
d r a f t was r e f u s e d by 'Nat ional Bank of New Bern, and t h a t on 13 December, 1923, 
a r e c e i v e r was a p p o i n t e d f o r Bank of Vanceboro, and t h a t the d r a f t o f Bank of 
Vanceboro, p a y a b l e to Federa l Eeserve Bank of Richmond, on n a t i o n a l Bank of new 
Bern, has not been p a i d ; t h a t p l a i n t i f f has not r e c e i v e d payment of s a i d 
c a s h i e r ' s check . 

There was c v i i e r . c e t h a t from 3 December to 13 December, 1923, the 
Bank of Vanceboro had on d e p o s i t w i t h the N a t i o n a l Bank of new Bern, each day, 
a sum of coney l a r g e l y i n e x c o s s of t h e amount of the c a s h i e r ' s check; t h a t i f 
c a s h i e r ' s check had boon p r e s e n t e d on e i t h e r of t h e s e days t o Bank of Vanceboro 
i t would have been p a i d ; and t h a t Bank of Vanceboro, up u n t i l 11 or 12 o ' c l o c k 
of the morning of 13 December, 1923, p a i d a l l checks or d r a f t s p r e s e n t e d to i t 
f o r payment. 

There was e v i d e n c e t h a t i f p l a i n t i f f had s e n t c a s h i e r ' s check d i r e c t to 
Bank of Vanceboro f o r payment, or had s e n t i t d i r e c t t o F e d e r a l Beserve Bank a t 
Richmond f o r c o l l e c t i o n , or i f Murchison N a t i o n a l Bank had s e n t the c a s h i e r ' s 
check d i r e c t t o Bank o f Vanceboro f o r payment, i t would have been p a i d i n cash or by 
d r a f t which would have been p a i d , and t h a t p l a i n t i f f would " thus h a r a r e c e i v e d 
payment f o r s a i d c a s h i e r ' s check . 

There was e v i d e n c e t o t h e c o n t r a r y , o f f e r e d by p l a i n t i f f , but upon t h i s 
ass ignment of e r r o r , o n l y e v i d e n c e s u s t a i n i n g the a f f i m a t i v c o f the i s s u e s i s 
t o be c o n s i d e r e d . The a s s i g n m e n t s of e r r o r are not s u s t a i n e d . There was 
no error i n r e f u s i n g the mot ion of p l a i n t i f f . 

In apt t ime , p l a i n t i f f , i n w r i t i n g , r e q u e s t e d t h e c o u r t to charge the 
j u r y upon the f i r s t i s s u e a s f o l l o w s ; 

That i f the j u r y s h o u l d f i n d by the g r e a t e r w e i g h t of the e v i d e n c e 
t h a t t h e F e d e r a l Land Bank of Columbia r e c e i v e d the check o f t h e c a s h i e r of 
the Bank of Vanceboro, 3 December, 1923, and s e n t i t to t h e Murchison N a t i o n a l 
Bank of Wilmington, 4 December, and the Murchison N a t i o n a l Bank s e n t i t to the 
Federa l Reserve Bank of Richmond, 6 December, and the F e d e r a l Reserve Banlc 
s en t i t to the'Banlc of Vanceboro, 7 December, and t h e Bank of Vanceboro sent i t s 
d r a f t t o t h e Federa l Reserve Bank, 10 December, and the F e d e r a l Reserve Bank s e n t 
the d r a f t t o the N a t i o n a l Bank of New Bern, 11 December, the f i r s t i s s u e shou ld 
be answered 'No . 1 " 
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This r e q u e s t f o r s p e c i a l i n s t r u c t i o n was r e f u s e d "by the c o u r t , and 
p l a i n t i f f e x c e p t e d . P l a i n t i f f a s s i g n s r e f u s a l to g i v e t h i s i n s t r u c t i o n a s 
e r r o r . 

The a c c e p t a n c e by p l a i n t i f f o f the c a s h i e r ' s check, s e n t by d e f e n d a n t s 
i n payment o f the i n s t a l l m e n t due on 1 December, 1923, a l t h o u g h not i n i t s e l f 
a d i s c h a r g e o f d e f e n d a n t s ' l i a b i l i t y u n l e s s and u n t i l same had been a c t u a l l y 
p a i d by t h e Bank of Vanceboro, imposed upon p l a i n t i f f the duty of e x e r c i s i n g due 
d i l i g e n c e i n p r e s e n t i n g the c a s h i e r ' s check f o r payment t o t h e Bank o f Vanceboro. 
I f the check was not p a i d when p r e s e n t e d to t h e Bank of Vanceboro, and t h e g i v i n g 
of a w o r t h l e s s chock was not payment, the l o s s does not f a l l upon d e f e n d a n t s 
u n l e s s p l a i n t i f f f u l l y performed t h i s duty and e x e r c i s e d due d i l i g e n c e i n 
p r e s e n t i n g the c h e c k . The l o s s r e s u l t i n g from f a i l u r e to per form t h i s duty 
must f a l l on p l a i n t i f f i f t h e f a i l u r e o f p l a i n t i f f to secure payment o f s a i d check 
was due to n e g l i g e n c e of p l a i n t i f f . 21 E. C. L. 66, s e c . 6 5 . 

"I t i s w e l l s e t t l e d t h a t i n t h e absence o f an agreement to t h e c o n t r a r y , 
a check or p r o m i s s o r y n o t e of e i t h e r the debtor or a t h i r d p e r s o n , r e c e i v e d f o r 
a debt , i s m e r e l y c o n d i t i o n a l payment - tha t i s , s a t i s f a c t i o n of t h e debt i f and 
when p a i d ; but fof. a c c e p t a n c e of such check or n o t e i m p l i e s an u n d e r t a k i n g of 
due d i l i g e n c e i n p r e s e n t i n g i t f o r payment. And i f he from whom i t i s 
r e c e i v e d s u s t a i n s l o s s by want o f such d i l i g e n c e , i t w i l l be h e l d t o o p e r a t e a s 
a c t u a l payment.11 D i l l e v . Y<hite, n o t e 10 L.R.A. ( U . S . ) 541 . 

When p l a i n t i f f r e c e i v e d the c a s h i e r ' s check, on Monday, 3 December, 
1923, i n payment of d e f e n d a n t s ' i n d e b t e d n e s s , i t e l e c t e d t o s e n d same to 
Murchison N a t i o n a l Bank, a t Wilmington 1T.C., f o r p r e s e n t a t i o n to Bank o f Vanceboro, 
w i t h knowledge t h a t the Murchison N a t i o n a l Bank would, a c c o r d i n g t o i t s custom, send 
same to F e d e r a l Reserve Bank a t Richmond, V a . , a n d t h a t s a i d F e d e r a l Reserve Bank 
would send same by mai l to Bank of Vanceboro f o r p r e s e n t a t i o n ; t h i s c o u r s e was 
pursued, a c c o r d i n g to t h e e v i d e n c e , because i t saved t r o u b l e and e x p e n s e . I f 
p l a i n t i f f had ^ s e n t check d i r e c t to Bank o f Vanceboro f o r p r e s e n t a t i o n and p a y -
ment, i t vrould have r e c e i v e d a "quicker r e s p o n s e . " There i s e v i d e n c e from which 
the j u r y c o u l d f i n d t h a t i f the c a s h i e r ' s check had been s e n t d i r e c t , e i t h e r by 
p l a i n t i f f or by Murchison n a t i o n a l Bank, i t would have been p a i d . Whether i t 
was due d i l i g e n c e t o adopt the course which p l a i n t i f f d i d adopt , was f o r the j u r y , 
upon a l l the e v i d e n c e , to de termine , and t h e r e was no e r r o r i n t h e r e f u s a l o f 
the court t o i n s t r u c t t h e j u r y t h a t a s a mat t er o f law the course adopted was due 
d i l i g e n c e , a l t h o u g h t h e r e was no d e l a y due to n e g l i g e n c e i n p r e s e n t i n g the check 
f o r payment a c c o r d i n g to the course a d o p t e d . 

I f p l a i n t i f f , or t h e Murchison N a t i o n a l Bank of Wilmington, N . C . , 
had s e n t the c a s h i e r ' s check, drawn upon t h e Bank o f Vanceboro, d i r e c t t o s a i d 
drawee bank f o r payment, t h i s would h a v e been "due d i l i g e n c e " . P u b l i c 
Laws 1921, ch . 4 , s e c . 3 9 . The h o l d i n g o f t h i s Court, i n Bank v . F loyd , 142 
N. C. , 187 , and i n Bank v . Trust Co. , 172 N .C . , 345, t h a t "I t i s n e g l i g e n c e i n a 
bank h a v i n g a d r a f t or check f o r c o l l e c t i o n to send i t d i r e c t l y to t h e drawee, 
and t h i s i s t r u e , though the drawee i s the o n l y bank a t the p l a c e o f payment!' i s 
thus a b r o g a t e d by t h e e x p r e s s p r o v i s i o n s o f t h i s s t a t u t e . See Malloy v . Fed. 
Reserve Bank, 261 F e d . , 1003 . "The f a i l u r e of the payer bank, because of i t s 
i n s o l v e n c y or o t h e r d e f a u l t , t o a c c o u n t f o r the p r o c e e d s t h e r e o f , s h a l l not render 
the forwarding bank l i a b l e t h e r e f o r , p r o v i d e d such forwarding bank s h a l l have 
u s e d due d i l i g e n c e i n o t h e r r e s p e c t s i n c o n n e c t i o n w i t h the c o l l e c t i o n o f such 
i n s t r u m e n t . " Digitized for FRASER 
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v/hcro there arc two or r.;oro c o u r s c s which a bank nay pursue i n 
p r e s e n t i n g f o r c o l l e c t i o n a check or d r a f t upon another "bank, and t h e r e i s 
ev idence from which a jury nay f i n d t h a t the s e l e c t i o n of one course caused l o s s 
or damage to the owner of t h e chock or d r a f t , or to one who i s i n t e r e s t e d 
i n the p r e s e n t a t i o n o f s a i d check or d r a f t "because of l i a b i l i t y t h e r e f o r 
which would not have "been s u s t a i n e d i f another course open to s a i d "bank had 
"boon pursued, i t i s f o r the jury to determine, upon a l l the f a c t s and c ircumstances 
which they nay f i n d from the e v i d e n c e , whether the course pursued was n e g l i g e n t or 
no t , i n accordance w i t h the s tandard of the prudent nan* 

The second i s s u e submits to the jury the f a c t s upon which de fendants 
r e l y i n t h e i r answer f o r a d e f e n s e to p l a i n t i f f * s cause of a c t i o n . The 
a l l e g a t i o n t h a t de fendant s were i n s t r u c t e d "by p l a i n t i f f to purchase a c a s h i e r ' s 
check or money order f o r the purpose of r e m i t t i n g the amount due on t h e i n s t a l l m e n t 
i s denied i n the r e p l y . There was no e r r o r i n s u b m i t t i n g the second i s s u e . 

Upon t h i s i s s u e the cour t charged the jury a s f o l l o w s : "If the j u r y 
i s s a t i s f i e d "by the g r e a t e r we ight of the e v i d e n c e , w i t h the "burden on t h e 
defendant , t h a t the p l a i n t i f f "bank e n t e r e d i n t o a c o n t r a c t w i t h the defendant 
Barrow, under the terms and c o n d i t i o n s of which i t was e x p r e s s l y a g r e e d tha t the 
defendant Barrow s h o u l d send the p l a i n t i f f bank a c a s h i e r 1 s check f o r $351 i n 
f u l l payment o f the ins trument then due, and that the p l a i n t i f f bank would a c c e p t 
s a i d c a s h i e r * s check i n f u l l payment t h e r e o f , whether p a i d or not p a i d , and should 
f u r t h e r f i n d t h a t the defendant Barrow sent t h e p l a i n t i f f bank a c a s h i e r ' s check 
f o r $351, which was r e c e i v e d by them and a c c e p t e d by them i n f u l l payment and 

. d i s c h a r g e of t h e i n s t a l l m e n t then due, you w i l l answer the second i s s u e ! Y e s 1 ; 
o t h e r w i s e , you w i l l answer i t 'Ho1"• 

There was no e x c e p t i o n to t h i s i n s t r u c t i o n . I t i s a c l e a r and f u l l 
s tatement of the law a p p l i c a b l e to the f a c t s , which the j u r y might f i n d from 
the e v i d e n c e . "The f a c t t h a t a check or d r a f t was r e c e i v e d i n a b s o l u t e 
payment may be e s t a b l i s h e d by showing an e x p r e s s agreement to t h a t e f f e c t , or by 
showing such c i rcumstances as w i l l s a t i s f y the mind t h a t such was t h e unders tand ing 
o f the p a r t i e s a t t h e time the check was taken . Whether a check i s g i v e n and 
a c c e p t e d a s a b s o l u t e payment i s a q u e s t i o n o f f a c t to be determined by t h e j u r y 
on the ev idence p r e s e n t e d . " 21 R. C, L, p . 64, s e c . 63 . 

The r e f u s a l by the cour t of t h e n o t i o n to s e t a s i d e the v e r d i c t , 
a s s i g n e d as e r r o r , was w i t h i n t h e d i s c r e t i o n v e s t e d i n i t by law, and i s not 
rev iewable i n t h i s Court, upon t h e f a c t s appear ing i n t h i s r e c o r d . 

The Federa l Reserve Bank of Richmond, to which t h e c a s h i e r 1 s check 
was s e n t f o r p r e s e n t a t i o n t o Bank of Vanceboro, a c c e p t e d t h e d r a f t of the Bank of 
Vanceboro on the N a t i o n a l Bank of New Bern i n payment. This d r a f t was not p a i d . 
In Mal loy v# Federa l Reserve Bank, 281 F e d . , 997, 291 Fed*, 763; 264 U. S . , 160; 
68 L. Ed . , 617, i t i s h e l d t h a t "a Federa l r e s e r v e bank, to which a check was 
forwarded f o r c o l l e c t i o n , and which a c c e p t e d from drawee bank i n payment of check 
the drawee bank*s w o r t h l e s s check on a t h i r d bank, was l i a b l e to payee f o r l o s s e s 
s u s t a i n e d , s i n c e the bank had no a u t h o r i t y to a c c e p t the d r a f t i n s t e a d of money 
i n payment of the check, and s i n c e the acceptance o f the d r a f t a s payment r e l e a s e d 
the drawer." I t i s a l s o h e l d t h a t "banks must be presumed t o have d e a l t w i t h 
each o ther w i t h r e s p e c t to a s t a t u t e of the S t a t e i n which a check wafs d e p o s i t e d 
f o r c o l l e c t i o n , d e f i n i n g the r i g h t s and l i a b i l i t i e s of banks to which checks a r e 
forwarded f o r c o l l e c t i o n . " The q u e s t i o n as to whether and, i f so , to what e x t e n t 
the law a s thus d e c l a r e d has been m o d i f i e d or a l t e r e d i n t h i s S t a t e by P u b l i c Laws 
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1921, ch . 4 , s e e . 39 , and. P u b l i c Laws 1921, eh . 20 , i s no t presented , i n t h i s c a s e . 
Under the f i r s t s t a t u t e c i t e d , t h e sending of the c a s h i e r ' s check "by t h e F e d e r a l 
Reserve 2cnl= of Eichnond, V a . , t o the drawee bank f o r c o l l e c t i o n v a s "due d i l i g e n c e " , 
and the f a i l u r e o f t h e drawee "bank to account f o r sane d i d not render t h e 
forwarding hank l i a b l e to t h e owner of the check, t h e forward ing bank h a v i n g u s e d 
due d i l i g e n c e i n o t h e r r e s p e c t s . " 

Under t h e second s t a t u t e c i t e d , t h e c a s h i e r ' s check , forwarded to t h e 
bank on which i t was drawn f o r c o l l e c t i o n , by t h e Federa l R e s e r v e Bank of Richmond, 
was p a y a b l e , a t the o p t i o n of the drawee bank, i n exchange drawn on t h e r e s e r v e 
d e p o s i t s o f drawee bank, and the Federa l Reserve Bank c o u l d no t r e q u i r e payment i n 
any o ther n e d i u n than such exchange . The v a l i d i t y of t h i s l a t t e r s t a t u t e has been 
s u s t a i n e d by the Suprone Court of the U n i t e d S t a t e s i n Farriers & Merchants 
Bank v . F e d e r a l Reserve Bank, 262 U. S . , 649; 67 L. E d . , 1157. Sec , a l s o , sane 
c a s e , 183 , ST. G., 546 . 

P l a i n t i f f cannot r e c o v e r i n t h i s a c t i o n , not because t h e r e was l a c k of 
due d i l i g e n c e on i t s p a r t or on the p a r t of the I furchison n a t i o n a l Bank or t h e 
Federa l Reserve Bank w i t h r e s p e c t to the c o l l e c t i o n o f t h e check , but b e c a u s e * t h e 
j u r y has found upon competent e v i d e n c e t h a t t h e course adopted by p l a i n t i f f 
f o r c o l l e c t i o n o f check was, under a l l t h e f a c t s and c i r c u m s t a n c e s , n e g l i g e n t 
t h a t i s , i n v i o l a t i o n o f i t s duty to defendant to e x e r c i s e due d i l i g e n c e i n col-e-
l e c t i n g sane , and t h a t t h i s n e g l i g e n c e was t h e prox imate cause o f p l a i n t i f f ' s l o s s . 
The j u r y h a s a l s o found, upon competent e v i d e n c e , and under i n s t r u c t i o n not 
excepted, t o , t h a t p l a i n t i f f i n s t r u c t e d d e f e n d a n t s to s end c a s h i e r ' s check i n 
payment of the i n d e b t e d n e s s . Defendants , h a v i n g compl ied w i t h t h i s i n s t r u c t i o n , 
a r e d i s c h a r g e d f r o n l i a b i l i t y f o r s a i d i n d e b t e d n e s s . 

Judgment a f f i r m e d . There i s 
Ho e r r o r . 
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THE MCFAD3EN BILL TO REVISE THE FEEERAL RESERVE ACT 

General p u r p o s e s o f t h e amendments 

The amendments t o t h e F e d e r a l Reserve Act p r o p o s e d "by Congressman McFadden 

i m m e d i a t e l y p r i o r t o t h e adjournment o f t h e l a s t Congress a p p a r e n t l y have two 

p u r p o s e s : ( 1 ) To r e e s t a b l i s h a c l o s e r c o n n e c t i o n b e t w e e n t h e volume of F e d e r a l 

r e s e r v e n o t e s i n c i r c u l a t i o n and t h e c u r r e n c y r e q u i r e m e n t s o f b u s i n e s s . With 

t h i s i n v i e w the b i l l p r o h i b i t s t h e u s e by t e s e r v e banks o f g o l d and o f a c c e p -

t a n c e s p u r c h a s e d i n t h e open market a s c o l l a t e r a l f o r F e d e r a l r e s e r v e n o t e s , 

l e a v i n g d i s c o u n t e d p a p e r a s t h e s o l e a u t h o r i z e d c o l l a t e r a l . ( 2 ) To r e d u c e t h e 

l e n d i n g power o f t h e r e s e r v e banks , by p e r m i t t i n g member banks to wi thdraw from 

t h e r e s e r v e banks , and t o h o l d i n t h e i r own v a u l t s , a p a r t o f t h e i r r e q u i r e d 

r e s e r v e s . # 

Both o f t h e s e o b j e c t s appear t o be b a s e d l a r g e l y on m i s c o n c e p t i o n s a r i s -

i n g from i m p e r f e c t a p p r e c i a t i o n o f t h e e x p e r i e n c e o f t h e s y s t e m . The f i r s t o f 

them assumes t h a t t h e volume of F e d e r a l r e s e r v e n o t e s i n c i r c u l a t i o n c u r r e n t l y 

depends upon t h e c h a r a c t e r o f t h e p a p e r or o t h e r c o l l a t e r a l w h i c h may be u s e d 

a s c o v e r f o r t h e n o t e s , but e x p e r i e n c e h a s d e m o n s t r a t e d t h a t t h i s i s n o t t h e 

c a s e . N o t e s g e t i n t o g e n e r a l c i r c u l a t i o n o n l y when c u s t o m e r s o f member o r 

nonraeiaber banks wi thdraw c u r r e n c y t o meet t h e i r c u r r e n t n e e d s . Member banks 

r e t a i n i n t h e i r own v a u l t s o n l y such a n amount o f c u r r e n c y a s t h e y n e e d to 

meet d a i l y r e q u i r e m e n t s , b e c a u s e i t does n o t pay t h e n t o keep more, and i t i s 

o n l y when t h e s e d a i l y r e q u i r e m e n t s i n c r e a s e , by reason o f t h e demands o f t h e 

p u b l i c , t h a t member banks f i n d i t n e c e s s a r y t o o b t a i n more c u r r e n c y from the 

r e s e r v e bank, u s i n g any a c c e p t a b l e c o l l a t e r a l t h a t t h e y n a y h a v e . The 
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e l a s t i c i t y of the Federa l r e s e r v e no te doas not depend on t h e c h a r a c t e r of 

c o l l a t e r a l that- member banlcs u s e to o b t a i n c u r r e n c y . F e d e r a l r e s e r v e n o t e s 

i s s u e d a g a i n s t g o l d cone i n f o r re t l i rcnent a s promptly a s r o t e s s e c u r c d "by 

commercial p a p e r . I t i s through the Federa l r e s e r v e "barics - m e e t i n g the c u r -

rency demand when i t a r i s e s t h a t the amount of currency i n c i r c u l a t i o n i s con-

s t a n t l y a d j u s t e d to the requirements of b u s i n e s s . 

The p r o v i s i o n a u t h o r i z i n g member banks to h o l d p a r t o f t h e i r r e s e r v e s i n 

t h e i r own v a u l t s , w h i c h i s a p p a r e n t l y i n t e n d e d to d i m i n i s h the l e n d i n g power 

of the r e s e r v e banks, through a r e d u c t i o n o f t h e i t r e s e r v e s , would have l i t t l e 

e f f e c t , when taken i n c o n j u n c t i o n w i t h t h e o t h e r proposed amendments, b e c a u s e 

member banks would have no inducement to e x e r c i s e t h e i r o p t i o n to any e x t e n t . 

That p o r t i o n of t h e i r r e s o u r c e s which the law or e x p e r i e n c e r e q u i r e s the member 

banks to h o l d a s r e s e r v e s would remain i n a c t i v e and u n p r o d u c t i v e of e a r n i n g s , 

under the proposed amendment a s i t i s under e x i s t i n g l a w s , and a mere t r a n s -

f e r of r e s e r v e s from r e s e r v e banks t© member banks would not i n c r e a s e t h e 

member banks 1 l e n d i n g power or e a r n i n g c a p a c i t y , but would mere ly reduce the 

l e n d i n g power o f the r e s e r v e banks# % 

Gold w i t h t h e r e s e r v e a g e n t s not to count a s r e s e r v e s 

The p r o v i s i o n i n the McFadden b i l l t h a t g o l d h e l d w i t h the Federa l r e -

s e r v e agent s h a l l no t count a s p a r t of the r e s e r v e s o f the r e s e r v e bank i s a 

r e p e a l of an amendment adopted i n 1917, p r i n c i p a l l y f o r the purpose of f a -

c i l i t a t i n g n o t e i s s u e s and p e r m i t t i n g the r e s e r v e banks t o count a l l t h e g o l d , 

whether h e l d by the a g e n t or by the r e s e r v e bank, as p a r t o f t h e i r r e s e r v e s # 

Notes were exchanged f o r g o l d p r i o r t o the amendment b u t t h i s was a c c o m p l i s h e d 

i n a roundabout way, and i t was thought b e s t to a u t h o r i z e t h e d i r e c t exchange# 
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The e f f e c t of t h i s p roposa l a t the p r e sen t time would "be.that of t h e 

$1,700,000,000 of Federa l r e se rve no tes i n c i r c u l a t i o n , only about $400,000,000 

could cont inue to "be a l i a b i l i t y of the r e se rve banks because t h i s i s t he 

t o t a l amount of d i scoun ted paper h e l d by the twelve r e se rve banks . Against 

the remainder of the no t e s , the Federa l r e se rve agen t s now ho ld go ld and in 

order to comply wi th the proposed amendment the r e s e r v e banks would have to 

fo l low one of two cour ses ; e i t h e r to pay t h i s gold but i n to c i r c u l a t i o n in ex-

change f o r an equ iva len t amount of Federa l r e se rve no t e s ; or to impound the 

gold wi th t he agent to be h e l d by him e x c l u s i v e l y f o r the redemption of no t e s . 

The r e se rve banks would probably adopt the procedure of l e t t i n g the 

$1,300,000,000 of gold h e l d by the agen ts as cover f o r no tes be a p p l i e d to the 

reduc t ion of the ba rks 1 l i a b i l i t y on r e se rve n o t e s . Thus t he gold a s an a s -

se t and an equ iva l en t amount of no tes as a l i a b i l i t y would be taken out of 

the r e se rve banks1 ba lance shee t and would appear only i n the account of the 

Federa l r e s e r v e a g e n t s . Under p r e s e n t cond i t i ons the r e s e r v e banks would 

a f t e r t h i s t r a n s a c t i o n s t i l l have a r e s e r v e of about 60 p e r cent a g a i n s t 

t h e i r combined note and depos i t l i a b i l i t y . In some of the r e s e r v e banks, 

however, t he r e s u l t would be a d e f i c i e n c y of r e serves even a t the p r e s e n t t ime. 

The r e s e r v e banks could i nc r ea se the volume of paper e l i g i b l e as note 

cover a t t h e i r d i s p o s a l ; i . e . , paper e l i g i b l e as cover under the amendments, 

by s e l l i n g accep tances and s e c u r i t i e s and thereby caus ing member banks to 

d iscount paper wi th the r e s e r v e banks. While t e c h n i c a l l y t h i s would be a 

method of i n c r e a s i n g the volume of paper e l i g i b l e f o r note cover, i t would 

involve a complete withdrawing of Federa l r e se rve banks f rom open-market 

o p e r a t i o n s . 

Under the McFadden p roposa l the n o t e - i s s u i n g power of the r e s e r v e banks, 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



2k 
- 4 - X—'-JlU 

which i s new l i m i t e d by rese rve requi rements , w i l l oe l i m i t e d in adJ. i t ion 

by the amount of e l i g i b l e paper availa.be as c o l l a t e r a l f o r no t e i s sue . As 

po in t ed out e a r l i e r , t h i s a d d i t i o n a l l i m i t a t i o n does not i n c r e a s e the e l -

a s t i c i t y of the r e s e r v e note but merely e r e c t s a cumbersome p i e c e of mach-

i n e r y tha t might under c e r t a i n cond i t ions p reven t the smooth performance 

of t h e i r f u n c t i o n s by the r e s e r v e banks. A s i t u a t i o n might even a r i s e , 

under the proposed amendment, where rese rve banks , by reason of low re -

se rves -nd shor t age of e l i g i b l e pape r , could n o t i s sue Federa l r e se rve 

n o t e s to memoir banks u n l e s s t h e s e banks borrowed $3.~0 from the r e se rve 

banks, and kept $2.00 of t h i s on depos i t with the r e se rve banks, in order 

to obtain $1.00 of Federa l r e s e r v e n o t e s . Under cond i t ions of unusual 

c r e d i t and cur rency demand, t h e r e f o r e , the McFadden amendment would cause 

unnecessary d i f f i c u l t i e s to our banking system, and s ince the t e s t of the 

soundness of a banking system i s the way i t would stand up under a s t r a i n — 

t h i s i s a s e r i o u s argument a g a i n s t the. p r o p o s a l . 

In c o n s i d e r i n g the p o s s i b l e e f f e c t of t he se amendments in decreas ing 

the gold r e s e r v e s of the r e s e r v e banks through f u r t h e r i n c r e a s e s of gold in 

c i r c u l a t i o n , t h e f a c t should no t be overlooked t h a t the gold now held by 

the rese rve banks f o r the most p a r t was no t withdrawn from domestic c i r c u l -

a t i o n but was imported from abroad* As the r e s u l t of paying out gold c e r t -

i f i c a t e s the volume of gold in c i r c u l a t i o n a t t he p r e s e n t t ime i s n e a r l y as 

l a r g e as b e f o r e the system was e s t a b l i s h e d , and the r e se rve banks in r e -

c e n t months have a l s o met out of t h e i r r e s e r v e s a cons ide rab l e demand f o r 

gold f o r expor t . 
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The c h i e f e f f e c t of the p r o p o s e d :• man demerit r e l a t i n g to &old cover 

appears to be t J lower the r e s e r v e r a t i o of t h e r e s e r v e banks by im-

pounding a p a r t c f t h e i r r e s e r v e s wi th the F e d e r a l r e s e r v e a g e n t s . At 

a t i m e when r e s e r v e s are ample, a s a t p r e s e n t , t h e impounding o f the 

g o l d would not b r i n g the r e s e r v e r a t i o near t h e l e e , a l minimum, b u t 

under c o n d i t i o n s of e x c e p t i o n a l l y l a r g e demand f o r c r e d i t and currency 

t h e amendment wou l j i n t e r f e r e w i t h the smooth o p e r a t i o n of the r e s e r v e 

banks and might make n e c e s s a r y a s u s p e n s i o n of r e s e r v e r e q u i r e m e n t s . 

Acceptances i n e l i g i b l e as c o l l a t e r a l a g a i n s t n o t e s 

In p r o h i b i t i n g the u s e o f a c c e p t a n c e s a s c o v e r f o r Federa l r e s e r v e 

n o t e s , the amendment p l a c e s a c c e p t a n c e s in regard t o i n e l i g i b i l i t y s-s 

c o v e r f o r n o t e s on the same f o o t i n g wi th U n i t e d S t a t e s s e c u r i t i e s , the 

o t h e r c l a s s of open-market p u r c h a s e s Of the r e s e r v e banks. A c c e p t a n c e s , 

however , are a s d i r e c t l y c o n n e c t e d w i t h the f i n a n c i n g of c u r r e n t b u s i -

n e s s a s are p r o m i s s o r y n o t e s , and r e f l e c t the u n d e r l y i n g commercial 

t r a n s a c t i o n s i n c o n t r a s t t o paper secured by U n i t e d S t a t e s o b l i g a t i o n s 

w h i c h i s now e l i g i b l e and would c o n t i n u e to be e l i g i b l e under t h e 

amendment, to s e r v e a s cover f o r Federa l r e s e r v e n o t e s . I t i s probable 

t h a t the o b j e c t of t h i s amendment i s not so much t o i n c r e a s e t h e e l a s t i c -

i t y of t h e F e d e r a l r e s e r v e n o t e as to l i m i t the r e s e r v e oanks ' open-

market o p e r a t i o n s . 
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Autuc r i t y to hoi J p a r t of r e se rves in numbers1 v a u l t s 

The p roposa l to au thor ize member banks to ho ld p a r t of t h e i r requi red 

r e s e r v e s in t h e i r own v a u l t s would in i t s p r e s e n t form pern.i t member banks 

to count as p a r t of t - ieir r e s e r v e s the vau l t cash which they now ca r ry as 

t i l l money• If the amendment were adopted wi thout i n c r e a s i n g the r e se rve 

requi rements of member banks, i t would make a v a i l a b l e to t h e member banks 

about $5vC,vCv,CGv which they could use e i t h e r as a b a s i s f o r a d d i t i o n a l 

l end ing or to reduce indebtedness a t the r e s e r v e banks* When in 1917 r e -

se rve requi rements changed so as to make only ba lances a t the r e se rve 

banks count as l e g a l rese rves f o r member banks, a t the same t ime requ i red 

r e s e r v e p e r c e n t a g e s were reduced in recogni t ion of the f a c t t h a t the cash 

which member banks would con t inue to ca r ry in t h e i r v a u l t s would x?0 longer 

count as r e s e r v e s . The p resen t p roposa l to pe rmi t t he vaul t , ca sh of member 

banks to be counted as r e se rves without cor respondingly i n c r e a s i n g the 

l e g a l r e se rve requi rements would r e s u l t in reduced borrowing a t the r e - . 

s e rve banks and in member banks seeking i nc rea sed investment f o r t h e i r 

r e l e a s e d f u n d s . 

If the p roponents of the b i l l would upon cons ide ra t ion decide to i n -

c lude in the amendment an i n c r e a s e in rese rve requi rements equal to the 

amount of cash in v a u l t , the p roposa l would have r e l a t i v e l y l i t t l e e f f e c t 

on the c r e d i t s i t u a t i o n . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



263 
- 7 - X-U^lU 

Ex' l s t ing p r o v i s i o n s not emergency measures 

The Mc Fad den p r o p o s a l has been g e n e r a l l y u n d e r s t o o d to have the o b j e c t 

of r e s t o r i n g the Federa l Reserve Act t o i t s o r i g i n a l form through r e p e a l 

of war time amendments. E x p e r i e n c e i n d i c a t e s t h a t the 1^1? amendments, 

though t h e i r p a s s a g e may have been e x p e d i t e d by the war emergency, are n o t 

i n the n a t u r e o f emergency p r o v i s i o n s , but are a l o g i c a l rounding cut of 

t h e r e s e r v e s y s t e m . In e f f e c t the McFadden p r o p o s a l would have t h e sys tem 

r e t u r n to t h e i d e a s and t h e o r i e s of the framers o f the F e d e r a l Reserve Act 

p r i o r to the s y s t e m ' s e s t a b l i s h m e n t , and would t h u s s a c r i f i c e the l e s s e n s 

of p r a c t i c a l e x p e r i e n c e acquired during the decade of i t s o p e r a t i o n , 
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FEDERAL RESERVE BOARD 2 6 4 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD X - 4 o I 7 

A p r i l 11, 1925 

SUBJECT: Changes i n p o s t a l r a t e s . 

Dear S i r : 

There i s e n c l o s e d h e r e w i t h copy of a l e t t e r 
a d d r e s s e d Tby the Third A s s i s t a n t P o s t m a s t e r General to 
the A s s i s t a n t S e c r e t a r y of the Treasury which i s s e l f -
e x p l a n a t o r y and i s b e i n g forwarded t o you f o r your 
i n f o r m a t i o n . 

The Board unders tands tha t the p o s t m a s t e r s i n 
the F e d e r a l r e s e r v e and branch bank c i t i e s are a b l e to 
f u l l y a d v i s e the r e s e r v e banks and branches of the e f -
f e c t which the r e c e n t p o s t a l l e g i s l a t i o n w i l l have on 
t h e c o s t s of currency shipments and o t h e r r e g i s t e r e d 
mai l m a t t e r . 

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

Vice Governor. 

E n c l o s u r e : 

To a l l Governors. 
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* 

COPY X-4317-a 

A p r i l 2 , 1925 . 

Hon. Charles S. Dewey, 
A s s i s t a n t S e c r e t a r y , Treasury Department, 
Washington, D.C. 

Hy clear S i r : 

The a c t of February 28, 1925, making m o d i f i c a t i o n s i n p o s t a g e 
r a t e s , which becomes e f f e c t i v e on A p r i l 15, 1925, p r o v i d e s tha t i n 
a u d i t i o n to the p o s t a g e a t the pound r a t e s a c c o r d i n g to zone t h e r e 
s h a l l be a s e r v i c e charge of two c e n t s f o r each p a r c e l of f o u r t h -
c l a s s m a t t e r , e x c e p t upon p a r c e l s c o l l e c t e d on r u r a l d e l i v e r y r o u t e s , 
which i s the e q u i v a l e n t of two c e n t s a d d i t i o n a l on the f i r s t pound 
of such p a r c e l s . * 

I am b r i n g i n g t h i s to your a t t e n t i o n f o r the reason t h a t 
p a r c e l s o f c o i n and currency , m u t i l a t e d currency , bonds, and o t h e r 
m a t t e r , a c c e p t e d a t the f o u r t h - c l a s s or p a r c e l p o s t r a t e s when m a i l e d 
by the Treasury Department and the Federa l r e s e r v e banks and t h e i r 
branches w i l l , i n a d d i t i o n to the p o s t a g e a t the pound r a t e s 
a c c o r d i n g to zone, be s u b j e c t , on and a f t e r A p r i l * 1 5 , 1525, t o the 
t w o - c e n t s e r v i c e charge . 

The f e e s , which a r e i n a d d i t i o n to the p o s t a g e and s e r v i c e 
charge , w i l l remain the same as h e r e t o f o r e . 

ir5hen the m a t t e r exceeds 70 or 50 pounds, a c c o r d i n g to the 
p a r c e l p o s t zone to which the shipments are a d d r e s s e d , the p o s t a g e , 
s e r v i c e charge and f e e w i l l , a s h e r e t o f o r e , be based on each u n i t 
o f 70 or 50 pounds or f r a c t i o n t h e r e o f , a s the c a s e may b e . 

The p o s t m a s t e r s a t the p o s t o f f i c e s a f f e c t e d w i l l be a d v i s e d 
a c c o r d i n g l y . 

S i n c e r e l y y o u r s , 

¥ . I r v i n g Glover 
Third A s s i s t a n t Pos tmas ter General . 
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X-^318 2 6 6 
TREASURY DEPARTMENT 

O f f i c e of the S e c r e t a r y 
WASHINGTON 

A p r i l 1925• 

The Governor 
Federal Reserve Board. 

S i r : 
You are hereby a d v i s e d t h a t the Department has r e f e r r e d to the D i sburs ing 

Clerk, Treasury Department, f o r payment, the account of the Bureau of Engraving 
and P r i n t i n g f o r prepar ing Federa l reserve n o t e s during the per iod March 1 to 
March 31 , 1925, amounting to $ 1 4 4 , 3 7 5 • 0 0 , as f o l l o w s , -

Federa l Reserve N o t e s . 1914 
I S 3>1Q $20 | 5 0 $100 Tota l 

Boston 3 0 0 , 0 0 0 348 ,000 $ 0 , 0 0 0 — — 698 ,000 
New York 7 5 0 , 0 0 0 — — — — 7 5 0 , 0 0 0 
P h i l a d e l p h i a $ 4 8 , 0 0 0 35 ,000 15 ,000 12 ,000 — 0 1 0 , 0 0 0 
Cleveland 160 ,000 — — — 7 , 0 0 0 167 ,000 
Richmond 190 ,000 — — — — 1 9 0 , 0 0 0 
A t l a n t a 4 1 5 , 0 0 0 30 ,000 — — — 4 4 5 , 0 0 0 
Chicago 2 8 0 , 0 0 0 — — — — 2 8 0 , 0 0 0 
Kansas C i t y 2 0 0 , 0 0 0 — — — — 2 0 0 , 0 0 0 
San Francisco 3 2 0 , 0 0 0 4 0 , 0 0 0 5 0 , 0 0 0 — — 4 1 0 , 0 0 0 

3 , 1 6 3 , 0 0 0 453 ,000 115 ,000 12 ,000 7 , 0 0 0 3 , 7 5 0 , 0 0 0 

3 , 7 5 0 , 0 0 0 s h e e t s a t $ 3 8 . 5 0 per M $ 1 4 4 , 3 7 5 . 0 0 

The charges a g a i n s t the s e v e r a l Federa l Reserve Banks are as fo l l ows ,— 
Compen— P l a t e 

S h e e t s s a t i o n P r i n t i n g M a t e r i a l s T o t a l 

Boston 698 ,000 $ 1 2 , 3 8 9 . 5 0 $ 5 , 7 0 9 . 6 4 $ 8 , 7 7 3 . 8 6 $ 2 6 , 8 7 3 . 0 0 
New Y«p.k 7 5 0 , 0 0 0 1 3 , 3 1 2 . 5 0 6 , 1 3 5 . 0 0 9 , 4 2 7 . 5 0 2 8 , 8 7 5 - 0 0 
P h i l a d e l p h i a 610 ,000 1 0 , 8 2 7 . 5 0 4 , 9 8 9 . 8 0 7 , 6 6 7 - 7 0 2 3 , 4 8 5 . 0 0 
Cleveland 167,000 2,964.25 1,366.06 2,099.19 6 , 4 2 9 - 5 0 
Richmond 1 9 0 , 0 0 0 3,372.50 1 , 5 5 4 . 2 0 2 , 3 8 8 . 3 0 7,315-00 
A t l a n t a 4 4 5 , 0 0 0 7,898-75 3 , 6 4 0 . 1 0 5,593-65 17,132.50 
Chicago 2 8 0 , 0 0 0 4 , 9 7 0 . 0 0 2 , 2 9 0 . 4 0 3 , 5 1 9 - 6 0 1 0 , 7 8 0 . 0 0 
Kansas C i t y 2 0 0 , 0 0 0 3 , 5 5 0 . 0 0 1 , 6 3 6 . 0 0 2 , 5 1 4 . 0 0 7 , 7 0 0 . 0 0 
San Franc i sco 4 1 0 , 0 0 0 7 , 2 7 7 . 5 0 3 , 3 5 3 . 8 0 5 , 1 5 3 . 7 0 1 5 , 7 8 5 . 0 0 

3 , 7 5 0 , 0 0 0 $ 6 6 , 5 6 2 . 5 0 3 0 , 6 7 5 - 0 0 4 7 , 1 3 7 . 5 0 $ 1 4 4 , 3 7 5 . 0 0 

The Bureau a p p r o p r i a t i o n s w i l l be reimbursed i n the above amount from the 
i n d e f i n i t e a p p r o p r i a t i o n "Preparat ion and I s s u e of Federa l Reserve N o t e s , Re-
imbursable" , and i t i s r e q u e s t e d that your board cause such i n d e f i n i t e appro-
p r i a t i o n to be reimbursed i n l i k e amount. 

R e s p e c t f u l l y * 

( s igned) S . R,. Jacobs , 
Deputy Commissioner. 
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COPY 

FEDERAL RESERVE BANK 
OF 

SAM FRANCISCO 

Apr i l 6 , 1925-

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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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-U321 
A p r i l 1 7 , 1925. 

SUBJECT: Expense Main Line , Leased Wire System, 
March, I925 . 

Dear S i r : 

Enc losed h e r e w i t h you w i l l f i n d two mimeograph 
s t a t e m e n t s , X - 4 3 2 1 - a and X - 4 ) 2 l - b , c o v e r i n g i n d e t a i l 
o p e r a t i o n s of the main l i n e , Leased Wire System, d u r i n g 
the month of March, 1925* 

P l e a s e c r e d i t the amount p a y a b l e by your bank 
i n t h e g e n e r a l a c c o u n t , Treasurer , U. S . , on your b o o k s , 
and i s s u e C/D Form 1 , N a t i o n a l Banks , f o r account of 
" S a l a r i e s and Expenses^ Federa l R e s e r v e Board, S p e c i a l 
Fund," Leased Wire System, sending d u p l i c a t e C/D to Fed-
e r a l R e s e r v e Board, 

Yours v e r y t r u l y , 

F i s c a l Agent . 

( E n c l o s u r e s ) 

TO GOVERNORS OF ALL BANKS EXCEPT CHICAGO. 
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X-4321-a 

BEPORT SHOWING CLASSIFICATION AND NUMBER OF WORDS 
TRAITSMITTED OVER MAIN LINE OF THE FEDERAL RESERVE 
LEASED WIRE SYSTEM FOR THE MONTH OF MARCH, 1925. 

Percent of Treasury War 
Fed. Res. Total Bank Dept. Finance Corp 

From Bank Business Business(*) Business B u s i n e s s Total 

Boston 25,215 3.10 6,4o6 31,624 
New York 162,474 19.96 10,846 - 173,320 
Philadelphia 33,885 4.17 7,044 40,929 
Cleveland 6 6 , 0 0 2 8 .12 8,860 - 74,862 
Richmond 4 3 , 4 2 9 5 .34 7,217 - 50,646 
Atlanta 5 3 , 6 2 6 6 .62 9 ,241 - 6 3 , 0 6 7 
Chicago 94,078 11-57 1 0 , 6 7 3 - 104,751 
St. Louis 7 0 , 1 0 2 8 .62 10,255 - 8 0 , 3 5 7 
Minneapolis 3 2 , 4 2 6 3.99 5,829 - 38,255 
Kansas City 6 5 , 0 0 7 7.99 8,189 76 73,272 
Dallas 5 9 , 5 7 4 7-33 5,^07 - 64,981 
San Francisco 107,289 13.19 17,461 - 124,750 

TOTAL 8 1 3 , 3 1 0 100.00 107,428 76 920,814 

Board 2 7 0 , 2 0 s 103,742 82 379,032 

Total 1,083,518 215,170 1$8 1,299,846 

Percent of Total 83.36$ 1 6 . 6 3 $ . 0 1 $ 

Bank Business 1,083,518 words or 83.37$ 
Treasury Dept. 216,1TO " " l 6 , 6 ] $ 
Total 1,299,688 " "100.00$ 

(*) These percentages used in ca lculat ing 
tho pro rata share of leased wire ex-
penses as shown on the acconpanying 
s batement (X-4321-b) 
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REPORT OF EXPENSE 
MAIN LINE __ 

FEDERAL RESERVE LEASED WIRE SYSTEM, March, 1925. 

X-4321-b 

Name of Bank 
Operators' 

Salaries 
Operators' 

Overtime 
Wire 

Rental 
Total 

Expanses 

Pro Rata 
Share of 

Total 
Expenses Credits 

Payable to 
Federal 
Reserve 

Board 

Boston $ 250.00 $ 1.00 $ - $ 2 5 1 . 0 0 $ 5 8 3 . 5 7 $ 2 5 1 . 0 0 $ 332.57 
New York 933.32 - - 933.32 3,757.42 9 3 3 . 3 2 2,824.10 
Philadelphia 2 1 6 . 6 6 - - 2 1 6 » 6 6 784.99 2 1 6 . 6 6 568.33 
Cleveland 276.33 - - 276.33 1 , 5 2 8 . 5 7 2 7 6 . 3 3 1,252.24 
Richmond 170.00 - - 170.00 1,005.24 1 7 0 . 0 0 (#)1 ,039.91 
Atlanta 255.00 - - 2 5 5 . 0 0 1,246.20 2 5 5 . 0 0 991-20 
Chicago (*>3,838.70 - - 3,838.70 2,178.02 3 , 8 3 8 . 7 0 (&)i,660.68 
S t . Louis 212.00 - - 212.00 1 , 6 2 2 . 6 9 212.00 1,410.69 
Minneapolis 183.34 - - 183.34 7 5 1 . 1 1 183.34 567.77 
Kansas City 275.64 - - 275-64 1,504.10 275-64 1,228.46 
Dal las 2 5 1 . 0 0 - - 2 5 1 . 0 0 1 , 3 7 9 . 8 5 2 5 1 . 0 0 1,128.85 
San Francisco 38O.OO - - 38O.OO 2,482.99 3 8 0 . 0 0 2,102.99 
Federal Reserve Board 1 5 , 3 4 0 . 5 9 1 5 , 3 4 0 . 5 9 

TOTAL $7,241.99 $ 1.00 $ 1 5 , 3 4 0 . 5 9 
(a) 

$22,583-58 
3 ,758 .8) 

$18,824.75 

$18,824.75 $7,242.99 $13,447.11 
( b ) 1 , 6 6 0 . 6 8 

$11,786.43 

X#) Includes $204.6? for branch l i n e business transmitted over main l i n e c i r c u i t . 
{* ) Includes sa lar ies of Washington Operators. 
i,&) Credit 
(a) Received $3.09 from War Finance Corp and $3,755-7^ from Treasury Department 

covering business for month March, 1925• 
(b) Amount reimbursable to Chicago. 

W 
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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-4322 

April 17, 1925 

Subject: Paymait of Unearned Dividends to Liquidating or 
Insolvent Member Banks, 

Dear S ir : 

The Chairman of one of the Federal Reserve Banks has 
ra i sed a question as to whether a l iqu idat ing or insolvent 
member bank i s e n t i t l e d to rece ive one half of one per cent 
per month on Federal Reserve barns: stock which i s cance l led 
during a period in which the Federal Reserve bank i s not earn-
ing the amount required to pay such dividend. 

Sect ions 5 and 6 of the Federal Reserve Act, t rea t ing 
of the surrender of Federal Reserve bank stock by l iqu ida t ing 
and insolvent member banks, provide that in addition to the 
cash paid subscript ions on stock such member banks sha l l be 
e n t i t l e d to one hal f of one per centum per month from the 
period of the l a s t dividend, not to exceed the book value of 
the stock. Under th i s d e f i n i t e requirement the Board i s of 
the opinion that a Federal Reserve bank mast pay to a l i q u i d -
at ing or inso lvent member bank one half of one per cent per 
month from the period of the l a s t dividend, regardless of 
whether the earnings for the current dividend period are 
s u f f i c i e n t to make such payment, with the one condition that 
the a,mount paid to the member bank shal l not exceed the book 
vAlue of the stock# If the book value of the stock i s s u f -
f i c i e n t , then one half of one per cent per month mast be paid 
to the l i q u i d a t i n g or insolvent member bank. 

Very truly yours, 

D, R. Criss inger , 
Governor. 

TO THE CHAIRMEN OF ALL FEDERAL 
RESERVE BANKS EXCEPT KANSAS CITY. 
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F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS X-4]24 

For Release in Morning Papers , 
Monday, Apr i l 2%, 1925. 

The fo l lowing i s a s u n d r y of g e n e r a l b u s i n e s s 
an j f i n a n c i a l cond i t i ons throughout the s e v e r a l 
Fede ra l Reserve D i s t r i c t s , based upon s t a t i s t i c s 
f o r the months of March and A p r i l , as con ta ined 
in the forthcoming i s sue of the Federa l Reserve 
B u l l e t i n . 

Product ion in oas ic i n d u s t r i e s was smaller in March than i n the two p re -

ceding months but was as l a r g e a.s a t any tioie in 1924. D i s t r i b u t i o n of merchan-

d i se both a t r e t a i l and wholesale was in g r e a t e r volume than a yea r ago. Whole-

s a l e p r i c e s , a f t e r i n c r e a s i n g s ince , the middle of 1924, remained in March at 

about the sajne l e v e l a.s in February. 

Prouuc t i o n . - The F e d e r a l Reserve Board ! s index of p roduc t ion in b a s i c indus-

t r i e s dec l ined in March t o a. l e v e l 5 pe r cent below the h igh p o i n t reached in 

January * I ron and s t e e l product ion and cot ton consumption showed l e s s than the 

usua l seasona l i n c r e a s e dur ing March and a c t i v i t y in the woolen i n d u s t r y dec l ined . 

There was a f u r t h e r dec rease in the ou tpu t of bi tuminous coa l . I nc r ea sed a c t i v -

i t y in the automobile i n d u s t r y was* r e f l e c t e d in l a r g e r ou tpu t , employment, and 

p a y r o l l s . In gene ra l , f a c t o r y Employment and p a y r o l l s i nc reased dur ing the month. 

Value of bu i ld ing c o n t r a c t s awarded in March was the l a r g e s t on r e c o r d , no twi th -

s tanding the r ecen t c o n s i d e r a b l e r e d u c t i o n in awards in New York C i t y . 

Trade. - Wholesale t r a d e in a l l p r i n c i p a l l i n e s i n c r e a s e d in March and the to -

t a l was l a r g e r than a yea r ago. Sa les a t department s t o r e s and by mai l order 

houses i nc reased l e s s than i s u sua l a t t h i s time of the year , Stocks of shoes 

and g r o c e r i e s c a r r i e d by wholesale d e a l e r s were smal le r a,t the end of March than 

a month e a r l i e r , an J s t ocks of dry goods, shoes, and hardware were smal ler than 

l a s t y e a r . Stocks of merchandise a t department s t o r e s showed more than the u s u a l 

seasonal i n c r e a s e and were somewhat l a r g e r than l a s t y e a r . 
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P r i c e s . - Wholesale p r i c e s of most groups of commodit ies i n c l u d e d i n t h e index 

of the Bureau of Labor S t a t i s t i c s d e c l i n e d somewhat i n March but owing to an ad-

vance of f o o d p r i c e s , p a r t i c u l a r l y of meats , the g e n e r a l l e v e l o f p r i c e s remained 

p r a c t i c a l l y unchanged. P r i c e s of many b a s i c commodi t i e s , however, were lower a t 

the middle of Apr i l than a month e a r l i e r . 

Bank C r e d i t . - Volume c f l o a n s and i n v e s t m e n t s a t member banks i n p r i n c i p a l 

c i t i e s c o n t i n u e d a t a h i g h l e v e l during the f i v e - w e e k p e r i o d ending en Apr i l 1^. 

Tota l l o a n s d e c l i n e d , r e f l e c t i n g c h i e f l y a r e d u c t i o n i n l o a n s on s t o c k s and bonds , 

and a l s o some d e c r e a s e i n l o a n s f o r commercial p u r p o s e s . Investment h o l d i n g s , 

which, e a r l y in March had been n e a r l y $ ^ 0 0 , 0 0 0 , 0 0 0 be low the h i g h p o i n t of l a s t 

autumn, i n c r e a s e d by the mi da le of A p r i l by about h a l f t h i s amount. Demand de-

p o s i t s , a f t e r d e c l i n i n g r a p i d l y between the middle cf January and March 2^, i n -

c r e a s e d during the f o l l o w i n g weeks, but on A p r i l 15 were s t i l l $633>000 ,000 below 

the maximum reached in Janua,ry. 

At t h e r e s e r v e banks t h e volume of earning a s s e t s on Apr i l 22 was about $75 ,~ 

0 0 0 , 0 0 0 be low the h i g h p o i n t at the end o f February, but c o n t i n u e d above the l e v e l 

of a y e a r ago . D i s c o u n t s f o r member banks were about t w i c e as l a r g e i n A p r i l a s a t 

t h e e x c e p t i o n a l l y low p o i n t in t h e middle of January, w h i l e t o t a l U n i t e d S t a t e s 

s e c u r i t i e s and a c c e p t a n c e s h e l d were i n smal l er volume than a t any t ime during the 

y e a r . 

Somewhat easier money conditions in Apr i l were indicated by a dec l ine of one-

eighth of one per cent in the Open-market rate on 9 0 - d a y acceptances to 3 1 / 8 per 

cent and by sa les of prime commercial paper at below 4 per cent. 
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F E D E R A 1 R E S E R V E B O A R D X-4325 

STATEMENT FOR THE PRESS 

For Immediate r e l e a s e , - A p r i l 25, 1925. 
CONDITION OF ACCEPTANCE HA5SET 

March 19, 1925 to A p r i l 15, 1925. 

Daring the f i r s t week of the p e r i o d from I,larch 19 to A p r i l 15 r e l a t i v e l y 

q u i e t c o n d i t i o n s p r e v a i l e d in the accep tance market wi th the supply of h i l l s 

sornewnat i n excess of the demand. La te r both the supply and demand f o r 

b i l l s s l ackened in ITew York a l though Boston r e p o r t e d an i n c r e a s i n g demand from 

out of town banks . On A p r i l 1 some ITew York d e a l e r s reduced t h e i r r a t e s on 

30 and 60-day b i l l s and on A p r i l 2 on 90 day b i l l s by l / 8 p e r c e n t . The i r p o r t -

f o l i o s i n c r e a s e d to t h e h i g h e s t p o i n t f o r the yea r on A p r i l 8, however, and 

s i m i l a r i n c r e a s e s were r e p o r t e d from Boston, P h i l a d e l p h i a , and Chicago i n s p i t e 

of a s easona l f a l l i n g o f f i n the volume of new b i l l s i n the marke t . This 

r e d u c t i o n in the supply of b i l l s wi th some u n c e r t a i n t y a s to r a t e s made a very 

q u i e t market i n t he l a t t e r p a r t of the p e r i o d . Over t he whole r e p o r t i n g 

p e r i o d ITew York d e a l e r s 1 pu rchases and s a l e s were sma l l e r than f o r any s i m i l a r 

" p e r i o d s i n c e September. The i r p o r t f o l i o s on A p r i l 15 were 70 p e r cen t 

l a r g e r than a month p r e v i o u s . Boston d e a l e r s , on the o t h e r hand, r e p o r t e d 

only s l i g h t l y sma l l e r pu rchases than dur ing the f o u r weeks ending March 18 

and l a r g e r s a l e s , w i t h p o r t f o l i o s somewhat sma l l e r than on t h a t d a t e . In 

Doth c i t i e s d e a l e r s ! s a l e s to Fede ra l r e s e r v e banks were only h a l f a s l a r g e 

as dur ing the p r e c e d i n g p e r i o d . Bates i n t h e Hew York market on A p r i l 15 

were 3 1 /8 p e r cent b i d and 3 p e r cent o f f e r e d on 30 day b i l l s , 3 1 /8—3 l / 4 

p e r cent b i d and 3—3 l / 8 p e r cent o f f e r e d on 60 and 90 day b i l l s , and 3 l / 2 — 

3 5 /8 p e r cent b i d and 3 Zj8—3 l / 2 p e r cent o f f e r e d on t he l o n g e s t m a t u r i t i e s . 
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FEDERAL RESERVE BOARD 2 T 7 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-4330 

May 7, 1925 . 

SUBJECT: H o l i d a y , May 50th , Memorial Day. 

Dear S i r : 

On Saturday, May 30 th , t h e r e w i l l be no Gold 

S e t t l e m e n t nor F e d e r a l Reserve Note C lear ing , on account 

of observance of Memorial Day, and the Board ' s books w i l l 

be c l o s e d . A l l banks and branches , w i t h the e x c e p t i o n 

of the f o l l o w i n g , w i l l bo c l o s e d on t h a t day: 

A t l a n t a , Mew Orleans , Birmingham, J a c k s o n v i l l e 

and L i t t l e Rock. 

The Board ' s weekly p r e s s s ta tement showing 

d e b i t s to i n d i v i d u a l a c c o u n t s , w i l l be i s s u e d on Monday, 

June 1 s t , i n s t e a d of on Saturday, and r e l e a s e d f o r pub-

l i c a t i o n i n morning p a p e r s , Tuesday, June 2nd, but i t w i l l , 

a s u s u a l , cover the week ending Wednesday, May 2 7 t h . 

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

J . C. H o e l l , 
A s s i s t a n t S e c r e t a r y . 

To Governors of a l l F . R. Banks. 
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x-i+332 

T3EA3URY DEPARTMENT ** 
O f f i c e of the S e c r e t a r y 

WASHINGTON 
May 5 , 19 2 5• 

The Governor 
Federa l Reserve Board. 

S i r : 
You are hereby a d v i s e d that the Department has r e f e r r e d to the D i s -

burs ing C l e r k , Treasury Department, f o r payment, the a c c o u n t o f the Bureau 
of Engraving and P r i n t i n g f o r prepar ing F e d e r a l r e s e r v e n o t e s dur ing the 
p e r i o d A p r i l 1 to A p r i l JO, 1925, amounting t o $ 1 4 6 , 3 3 8 . 5 0 , a s f o l l o w s , -

F e d e r a l Reserve N o t e s , 1914 
$5. $10 $20 T o t a l 

Boston 3 0 0 , 0 0 0 3 0 0 , 0 0 0 5 0 , 0 0 0 650 ,000 
New York 6 0 0 , 0 0 0 6 0 0 , 0 0 0 
P h i l a d e l p h i a 4 0 0 , 0 0 0 1 0 0 , 0 0 0 7 0 , 0 0 0 5 7 0 , 0 0 0 
Cleve land 3 0 0 , 0 0 0 3 0 0 , 0 0 0 
Richmond 3 0 0 , 0 0 0 - - 3 0 0 , 0 0 0 
A t l a n t a 3 0 0 , 0 0 0 3 0 0 , 0 0 0 
Chicago 3 2 7 , 0 0 0 - - - - 3 2 7 , 0 0 0 
Kansas C i t y 1 8 6 , 0 0 0 - - - - 186 ,000 
San Franc i sco 2 8 8 , 0 0 0 2 0 0 , 0 0 0 8 0 , 0 0 0 5 6 8 , 0 0 0 

3,001,000 600,000 200,000 3,801,000 

3,801,000 s h e e t s a t $38.50 p e r ^ $ 1 4 6 , 3 3 8 - 5 0 

The c h a r g e s a g a i n s t t h e s e v e r a l F e d e r a l Reserve Banks are a s f o l l o w s , -

Cpmpen- P l a t e 
S h e e t s s a t i o n P r i n t i n g M a t e r i a l s T o t a l 

Boston 650 ,000 $11,937.50 
New York . . . . 600 ,000 10,650.00 
Phi l a d e l p h i a 5 7 0 , 0 0 0 10,117.50 
Cleve land 300,000 5,325.00 
Richmond . . . 300,000 5,325.00 
A t l a n t a . . . . 300,000 5,325.00 
Chicago . . . . 327,000 5 , 8 0 4 . 2 5 
Kansas C i t y 186,000 3,301.50 
San F r a n c i s c o 5 6 8 , 0 0 0 1 0 , 0 8 2 . 0 0 

3. , 8 0 1 , 0 0 0 $ 6 7 , 4 6 7 . 7 5 

.00 $8,170.50 $25,025.00 
4,908.00 7,542.00 23,100.00 
4,662.60 7,164.90 21,945.00 
2,454.00 3,771.00 11,550.00 
2,454.00 3,771.00 11,550.00 

2,454.00 3,771.00 11,550.00 
2,674.86 4,110.39 12,589.50 
1,521.4$ 2,338.02 7,161.00 
4 , 6 4 6 . 2 4 7 , 1 1 9 . 7 6 2 1 , 8 6 8 . 0 0 

51,092.18 4 7 , 7 7 3 . 5 7 146,338.50 

The Bureau a p p r o p r i a t i o n s w i l l be reimbursed i n the above amount 
from the i n d e f i n i t e a p p r o p r i a t i o n "Preparat ion and I s s u e of Federa l Re -
serve N o t e s , Reimbursable", and i t i s r e q u e s t e d tha t your board cause such 
i n d e f i n i t e a p p r o p r i a t i o n to be reimbursed i n l i k e amount. 

R e s p e c t f u l l y , 
( s i g n e d ) S. R. J a c o b s , 

Deputy Commissioner. 
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X-4332a 

TREASURY DEPARTMENT 
O f f i c e of t h s S e c r e t a r y 

WASHINGTON 
May 5 , 1925-

The Governor 
F e d e r a l Reserve Board. 

Sir:' 

You are hereby a d v i s e d t h a t the Department has r e f e r r e d to the 
D i sburs ing C l e r k , Treasury Department, f o r payment, the account of the 
Bureau of Engraving and P r i n t i n g f o r p r e p a r i n g Federa l r e s e r v e n o t e s 
during the p e r i o d A p r i l 1 t o A p r i l 3 0 / 1925* amounting t o $ 3 6 . 5 0 , a s 
f o l l o w s , -

F e d e r a l Reserve N o t e s , 1918. 

Denomination S h e e t s 

C leve land $500 1 , 0 0 0 

1 , 0 0 0 s h e e t s a t $ 3 8 . 5 0 per M $ 3 8 . 5 0 

The c h a r g e s a g a i n s t the Federa l Reserve Bank of C l e v e l a n d are 
a s f o l l o w s , -

Shee t s Compensation P l a t e P r i n t i n g M a t e r i a l s T o t a l 

• 1,000 $17.75 $3.18 $12.57 $38.50 

The Bureau a p p r o p r i a t i o n s w i l l be reimbursed i n the above amount 
from the i n d e f i n i t e a p p r o p r i a t i o n "Prepara t ion and I s s u e o f F e d e r a l Re -
serve N o t e s , Reimbursable" , and i t i s r e q u e s t e d that your board cause 
such i n d e f i n i t e a p p r o p r i a t i o n t o be reimbursed i n l i k e amount. 

R e s p e c t f u l l y , 

( s i g n e d ) S . R. Jacobs 
Deputy Commissioner. 
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FEDERAL RESERVE BOARD 

WASHINGTON 
X-4334 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

May 15, 1925 . 

SUBJECT: Expense Main Line , Leased Wire System, 
A p r i l , 1925 . 

Dear S i r : 

E n c l o s e d h e r e w i t h you w i l l f i n d two mimeograph 
s t a t e m e n t s , X-4334-a and X-4334-b , c o v e r i n g i n d e t a i l 
o p e r a t i o n s o f the main l i n e , Leased Wire System, dur ing 
the month of A p r i l , 1925. 

P l e a s e c r e d i t t h e amount payable by your bank 
i n the g e n e r a l a c c o u n t , Treasurer , U . S . , on your books , 
and i s s u e c / D Form 1, n a t i o n a l Banks, f o r account of 
" S a l a r i e s and Expenses , F e d e r a l Reserve Board, S p e c i a l 
Fund", Leased Wire System, s end ing d u p l i c a t e c / D to Fed-
o r a l Reserve Board. 

Yours very t r u l y , 

F i s c a l Agent . 

( E n c l o s u r e s ) 

TO GO VISITORS OF ALL BAMS EXCEPT CHICAGO. 
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X - 4 3 3 4 - a 

REPORT SHOWI2TG CLASS IFICATIOII jUJD m a i m OF r o a r s 
TRA1ISMITT3D OVER 2.-1AIN LIMB OF THE FEDERAL BESERVB 
LEASED WIRE SYSTZM FOR TH2j LIOUTH OF APRIL, 1925. 

P e r c e n t of Treasury War 
Fed. Res . Tota l Bank Dept . F inance Corp. 

From Bank B u s i n e s s B u s i n e s s ( * ) B u s i n e s s B u s i n e s s Tota l 

Boston 2 4 , 3 9 4 3i 16 3 , 8 2 1 - 2 8 , 2 1 5 
Hew York 149 ,239 1 9 . 3 3 7 , 5 5 6 —- • • 1 5 6 , 7 9 5 
P h i l a d e l p h i a 3 1 , 7 8 0 4 . 1 2 3 , 6 7 9 — 3 5 , 4 5 9 
C leve land 6 5 , 3 9 3 8 . 2 1 3 , 5 0 0 w 6 6 , 8 9 3 
Richmond 3 9 , 4 3 9 5 . 1 1 2 , 7 2 8 - 4 2 , 1 6 7 
A t l a n t a 5 4 , 0 0 4 7 . 0 0 4 , 3 0 6 - 5 8 , 3 1 0 
Chicago 5 4 , 6 6 6 1 2 . 2 6 6 , 4 5 6 1 0 1 , 1 2 2 
S t . Louis 6 5 , 8 4 1 8 . 5 3 3 , 7 3 1 - 6 9 , 5 7 2 
Minneapol i s 3 2 , 6 1 8 4 . 2 3 1 , 9 7 5 4 1 3 4 , 6 3 4 
Kansas Ci ty 6 2 , 0 2 6 8 . 0 3 4 , 0 1 8 - 6 6 , 0 4 4 
D a l l a s 5 2 , 9 1 6 6 . 8 5 2 , 0 3 7 — 5 4 , 9 5 3 
San Franc isco i 1 0 1 , 6 6 0 1 5 . 1 7 7 , 6 7 8 - 1 0 9 , 3 3 8 

TOTAL 7 7 1 , 9 7 6 1 0 0 . 0 0 5 1 , 4 8 5 4 1 8 2 3 , 5 0 2 

Board 2 7 2 , 1 6 2 3 0 , 1 6 2 142 3 0 2 , 4 6 6 

Tota l 1 , 0 4 4 , 1 3 8 3 1 , 6 4 7 183 1*125 ,968 

P e r c e n t of T o t a l 9 2 . 7 3 $ 7 . 2 5 $ . 0 2 $ 

Bank 
B u s i n e s s 1 , 0 4 4 , 1 3 8 words or 9 2 . 7 5 $ 

Treas .Dept . 8-1,647 " " 7 . 2 5 i 
T o t a l 1 , 1 2 5 , 7 8 5 " "100 .00$ 

(* ) These p e r c e n t a g e s u s e d in c a l c u l a t i n g 
the p r o r a t a share of l e a s e d w i r e e x -
p e n s e s a s shown on t h e accompanying 
s t a t e m e n t ( X - ) 
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REPORT OF EXPENSE X-UjjU-b 
MAIN LINE 

FEDERAL RESERVE LEASED WIRE SYSTEM, APRIL, 192$. 

Pr 0 Rata Payable t o 
Share of Federa l 

Operators ' Operators' Wire To t a l To ta l Reserve 
Name of Bank ' S a l a r i e s Overtime Rental Expenses Expenses C r e d i t s Board 

Bos ton $ 250 .00 $ 5-00 $ - $ 255.OO $ 660.28 $ 255«oo $ 405.28 
New York 933.32 - - 933-32 4 ,038 .97 933.32 3 , 1 0 5 . 6 5 
P h i l a d e l p h i a 216 .66 - 216 .66 860.87 216.66 644.21 
C l e v e l a n d 276 .33 - - 276 .33 1,715 .47 276.33 1 , 4 3 9 . 1 4 
Richmond 170.00 - 170.GO 1 ,067 .72 170.00 ( # ) 1 , 1 0 2 . 3 9 
A t l a n t a 255 .00 - - 255,00 1 ,462 .64 255 .00 1 , 2 0 7 . 6 4 
Chicago ( * ) 3 , 7 8 5 . 6 5 - 3,785-65 2 ,561 .71 3 , 7 8 5 . 6 5 . (&)1 ,223 .94 
S t . L o u i s 200 .00 - - 200 .00 1 ,782 .33 200.00 1 , 5 8 2 . 3 3 
Minneapo l i s 184.47 - - 184,47 883 .85 184.&7 699 .38 
Kansas C i t y 275*64 - - 275-64 1 ,677.85 275-64 1 , 4 0 2 . 2 1 
D a l l a s 251.00 - - 251.OO 1,431.29 251.00 1 ,180 .29 
San Franc i sco 3 80 - — 380.00 2 ,751 .85 380.00 2 , 3 7 1 . 8 5 
F e d e r a l Reserve Board 15,349.86 15,349.86 

TOTAL $7 ,173 .07 $ 5-00 $15,349.56 #22 ,532 .93 $20,894.83 $ 7 , } 8 3 . 0 7 $15 ,140 .37 
(a) 1 ,638 ,10 (b) 1 , 2 2 } . 9 4 

$20,894.83 1 3 , 9 1 6 . 4 3 

(#) Includes $204,67 f o r branch l i n e bus iness transmitted over main l i n e c i r c u i t . 
(* ) Includes s a l a r i e s of Washington Operators 
(&) Credit 
(a) Received $4 .18from the Wr Finance Corp. and $1,633*92 from Treasury Department 

covering b u s i n e s s for the month of April 1925* 
(b) Amount reimbursable to Chicago. 

IC 
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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO A ^ " 
THE FEDERAL RESERVE BOARD 

May 19, 1925 

SUBJECT: F . R. Bank H o l i d a y s , June, 1925 . 

Dear S i r : 

On Wednesday, June 3rd, the f o l l o w i n g Banks 
and Branches w i l l be c l o s e d i n observance o f J e f f e r s o n 
D a v i s ' "birthday: 

Richmond * Memphis 

A t l a n t a D a l l a s 
Hew Orleans El Paso 
Birmingham Rouston 
ITashvi l l e 
J a c k s o n v i l l e 

T h e r e f o r e , t h o s e o f f i c e s w i l l not p a r t i c i p a t e 
i n the customary C l e a r i n g s a s of t h a t d a t e . P l e a s e 
i n c l u d e your c r e d i t s i n t h e Gold Fond C l e a r i n g f o r 
June 3 r d w i t h t h o s e f o r the f o l l o w i n g day, and make 
no shipment of F e d e r a l Reserve n o t e s , f i t or u n f i t , 
t o Head O f f i c e s or to Washington on the h o l i d a y men-
t i o n e d . 

Kind ly n o t i f y Branches . 

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

J • C. l l o e l l , 
A s s i s t a n t S e c r e t a r y . 

TO GOVERNORS OF ALL F. R. BASES. 
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FEDERAL ADVIS03Y COUNCIL 

Statement f o r the P r e s s 

For R e l e a s e i n morning p a p e r s , 
Monday, May 2 5 t h . 

A r e g u l a r s t a t u t o r y meet ing of the A d v i s o r y Counci l to the 

F e d e r a l Reserve Board was h e l d i n Washington on F r i d a y , Jfey 22nd, a t 

wh ich the v a r i o u s F e d e r a l r e s e r v e d i s t r i c t s Were r e p r e s e n t e d . General 

b u s i n e s s and f i n a n c i a l c o n d i t i o n s throughout the c o u n t r y were d i s -

c u s s e d , a s w e l l a s the r e c e n t arrangements between t h e Federa l r e s e r v e 

banks and the Bank of England r e g a r d i n g a r e v o l v i n g C r e d i t to the 

l a t t e r i n s t i t u t i o n o f $200,000^000* In t h i s connedt iOn, t h e C o u n c i l 

i s s u e d t h e f o l l o w i n g s t a t e m e n t : 
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11 § i n e e the l a s t m e e t i n g of the Advisory Counc i l , Great B r i t a i n has 

taken the l o n g e x p e c t e d s t o p o f removing the embargo on t h e e x p o r t a t i o n o f g o l d , . 

and by r e e s t a b l i s h i n g a f r e e g o l d market i n London, h a s once more anchored h e r -

s e l f u n r e s e r v e d l y t o t h e g o l d s tandard . 

This e v e n t marks an epoch i n the f i n a n c i a l h i s t o r y &'f the p o s t war 

p e r i o d . I t means t h a t the time h a s d e f i n i t e l y come to an end when the wor ld . 

seemed to waver between monetary sys;tezg^r>flankly bottomed upon g o l d on the one 

hand, and f l u c t u a t i n g exchanges and so-ca l led^"managed currenc ies 1 1 on t h e other,-

With the U n i t e d S t a t e s , England, the Dominions,Sweden^ Hol land, Germany, 

Austr ia? Hungary, and o t h e r (Countries now r e t u r n e d t o a g o l d b a s i s , or to g o l d 

exchange b a s e s , the sway of g o l d over the w o r l d ' s l e a d i n g f i n a n c i a l sys tems 

once more has become an u n c h a l l e n g e d f a c t . . 

For the U n i t e d S t a t e s t h i s d e v e l o p m e n t . i s o f the v a s t e s t importance . 

F i r s t , [because we own approx imate ly o n e - h a l f o f the w o r l d ' s monetary g o l d ; 

second, because i n order to p r e s e r v e f o r o u r s e l v e s c o n d i t i o n s of a w e l l "bal-

anced p r o s p e r i t y , f o r e i g n markets absorb ing our s u r p l u s p r o d u c t i o n are an 

i m p e r a t i v e n e c e s s i t y and i t i s i d l e to expec t t h a t w i thout exchange s t a b i l i t y 

the p u r c h a s i n g power of f o r e i g n c o u n t r i e s may r e g a i n i t s f u l l c a p a c i t y ; t h i r d , 

i n p r e s e n t wor ld c o n d i t i o n s the s a l e o f our v a s t e x c e s s p r o d u c t i o n to f o r e i g n 

buyers can o n l y be m a i n t a i n e d on a n y t h i n g l i k e the p r e s e n t s c a l e a s l o n g a s we 

cont inue f r e e l y to absorb f o r e i g n ' . s e c u r i t i e s . Cur a b i l i t y to do s o , however, 

w i l l depend upon t h e degree of c r e d i t t h e s e f o r e i g n c o u n t r i e s w i l l command h e r e . 

We have , t h e r e f o r e , a v i t a l i n t e r e s t i n s e e i n g the c r e d i t o f our customers p l a c e d 

on the s t r o n g e s t p o s s i b l e b a s i s . " \ 

While i t would seem u n n e c e s s a r y t o add to the we ight of t h e s e t h r e e 

p o i n t s , a t r u e p i c t u r e o f t h e o u t l o o k i s g a i n e d o n l y i f one c o n s i d e r s what might 

have happened had England d e c i d e d to c o n t i n u e the embargo on g o l d e x p o r t s i n s t e a d 

©f r e s t o r i n g a f r e e g o l d market . I t would not seem an o v e r s t a t e m e n t to assume 
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t h a t i n such a c a s e the world might have s u f f e r e d a n o t h e r exchange c o l l a p s e 

w i t h a l l the u n c e r t a i n t y to trade which t h a t i m p l i e s ; t h a t p r i v a t e and pub-

l i c c r e d i t in f o r e i g n l a n d s would have been impaired and tha t i n s t e a d of making 

e f f o r t s t o b a l a n c e b u d g e t s by t a x a t i o n , the t emptat ion f o r debasement o f c u r -

r e n c i e s i n many c o u n t r i e s would have c o n t i n u e d i n d e f i n i t e l y . In such circum-

s t a n c e s t rue wages , and w i t h t h a t , l i v i n g s t a n d a r d s , i n competing c o u n t r i e s 

would have been f u r t h e r reduced* We a r e f a m i l i a r w i t h the s o c i a l consequences 

t h a t would r e s u l t from such c o n d i t i o n s and i t i s s a f e to c o n c l u d e t h a t we 

o u r s e l v e s cou ld n o t have escaped t h e e f f e c t s of such a development w h i c h , 

amongst o t h e r t h i n g s , would have i n v o l v e d a f u r t h e r g r e a t a d d i t i o n t o our 

g o l d h o l d i n g s . 

The A d v i s o r y c o u n c i l , w i t h t h e s e thought s i n mind, has o v e r and 

aga in e x p r e s s e d t h e v i e w t h a t America s h o u l d take e v e r y o p p o r t u n i t y , t h a t con-

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

s t r u g g l e s towards r e g a i n i n g exchange s t a b i l i t y , and t h a t when t h e t ime came 

to do so w i t h c o n f i d e n c e and s a f e t y , t h e Federa l R e s e r v e System s h o u l d do i t s 

p a r t . 

I t i s w i t h t i ie d e e p e s t s a t i s f a c t i o n , therefore .# t h a t the Counc i l 

h a s n o t e d the arrangements now made, w i t h t h e approva l of t h e F e d e r a l Reserve 

Board, between the Bank o f England, on the one hand, and the s e v e r a l F e d e r a l 

R e s e r v e Banks under the a u s p i c e s of t h e Federa l R e s e r v e Bank o f New York on 

the o t h e r . ^ 

These arrangements i n the v i e w o f t h e C o u n c i l w i l l b e n e f i t n o t o n l y 

the two c o u n t r i e s d i r e c t l y i n v o l v e d , but they w i l l enure t o t h e a d v a n t a g e of 

the e n t i r e wor ld . The Counc i l f e e l s c o n f i d e n t t h a t i n t h e a n n a l s of t h e 

F e d e r a l Reserve Sys tem t h e s e arrangements w i l l be w r i t t e n down a s one of i t s 
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p r o u d e s t and most c ens t r a c t i v e achievements, , 

I t i s an i m p r e s s i v e demons tra t ion of the e f f i c i e n c y of the Federa l 

R e s e r v e A c t , as a t p r e s e n t c o n s t i t u t e d , t h a t we are a b l e to r e n d e r a s s i s t a n c e 

On a l i b e r a l s c a l e w i t h o u t f o a r of a d v e r s e o f f s e t upon our own f i n a n c i a l 

c o n d i t i o n s . 

C o n c e n t r a t i o n o f r e s e r v e s and an e l a s t i c n o t e i s s u e p l a n n e d on 

broad l i n e s enabled u s dur ing t h e s e l a s t years to absorb a f l o o d of g o l d i n 

such a, manner as to d e p r i v e i t of the i n f l a t i o n a r y e f f e c t s which some of our 

European f r i e n d s had e x p e c t e d i t i n e v i t a b l y to produce* C o n v e r s e l y , we may 

now e n v i s a g e w i t h e q u a n i m i t y tho p o s s i b i l i t y of an o u t g o of hundreds o f 

m i l l i o n s o f d o l l a r s o f our surp lus g o l d , The same p r o c e s s tha t e n a b l e d u s 

t o d e p r i v e the i n f l o w of g o l d o f i t s p o t e n t i a l i l l e f f e c t s p l a c e s us now iti 

a p o s i t i o n t o l o s e v a s t amounts of i t w i thout e n t a i l i n g the n e c e s s i t y of a 

marked c o n t r a c t i o n o f c i r c u l a t i o n or of f o r c e d d e f l a t i o n . " 
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X-4357 

The a t t a c h e d a r t i c l e has "been 

prepared, i n re sponse to a r e q u e s t "by the 

A s s o c i a t e d P r e s s f o r a s ta tement concern* 

i n g the s i g n i f i c a n c e o f the r e s t o r a t i o n 

o f t h e g o l d s t a n d a r d i n Great B r i t a i n . 

I unders tand the A s s o c i a t e d 

P r e s s w i l l u s e i t f o r p u b l i c a t i o n i n 

morning papers of May 2 4 t h . 

A. C. K i l l e r 

May 23 , 1925 . 
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RESTORATION OF BRITISH GOLD STANDARD: WHAT IT MEMS. 
(A. C. M i l l e r , Federa l Reserve Board . ) 

S t e r l i n g exchange i s a t g o l d parJ What does t h i s mean? 

In a mere ly t e c h n i c a l s e n s e i t means t h a t the E n g l i s h paper pound 

has a v a l u e i n t h e exchange markets of the wor ld e q u i v a l e n t to t h e 

E n g l i s h s o v e r e i g n . In terms of American g o l d currency t h i s means 

t h a t i t i s worth $ 4 , 8 6 6 . In o t h e r words, the E n g l i s h pound now 

and h e n c e f o r t h has a d e f i n i t e g o l d v a l u e "by reason of i t s i n t e r -

c h a n g e a b i l i t y a t the Bank of England w i t h the g o l d s o v e r e i g n . But 

the a t t a i n m e n t of p a r by the E n g l i s h pound has much more than a 

t e c h n i c a l s i g n i f i c a n c e * I t i s i n i t s e l f one of the most important 

s t e p s a c h i e v e d s i n c e t h e A r m i s t i c e toward wor ld economic r e s t o r a t i o n . 

More even than t h a t , i t i s an i l l u m i n a t i n g and g r a t i f y i n g s i g n o f 

how f a r toward c o m p l e t i o n t h e whole p r o c e s s of p o s t - w a r readjus tment 

has run i t s c o u r s e . 

Ever s i n c e the A r m i s t i c e a g r i c u l t u r e , t rade and i n d u s t r y 

the whole w o r l d over - i n t h e U n i t e d S t a t e s a s w e l l a s e l s e w h e r e , 

i n one degree or a n o t h e r have been s t r u g g l i n g a g a i n s t the handicap 

o f currency d i s o r g a n i z a t i o n and exchange derangement. "Back t o 

normal" h a s been a l o n g i n g o f the d i s t r a u g h t mind of the p e o p l e s of 

Europe, and to them the r e s t o r a t i o n of t h e i r currency to a g o l d 

b a s i s has become t h e symbol and the g o a l o f "normal". How to g e t 

t h e i r a f f a i r s s e c u r e l y back on a g o l d b a s i s h a s n o t , however , been 

c l e a r t o a l l o f them. Such h a s been the mental c o n f u s i o n and moral 

d e v a s t a t i o n produced by the warJ Time h a s , however, made i t c l e a r 

t h a t t h e r e are no s h o r t and e a s y c u t s . H i s t o r y has r e p e a t e d i t s e l f 
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a g a i n i n t h i s i n s t a n c e . Mere man-made laws may sometimes be 

s u c c e s s f u l l y i n t e r f e r e d w i t h , "but economic law i s a s i n e x o r a b l e 

a s f a t e and e x a c t s i t s s t r i c t f u l f i l l m e n t . Germany l e a r n e d t h i s 

when, a f t e r a debauch of h e r p r i n t i n g p r e s s currency to a degree 

u n p a r a l l e l l e d i n t h e h i s t o r y of g r e a t t r a d i n g n a t i o n s , h e r curren-

cy became l i t e r a l l y w o r t h l e s s and she d e c i d e d by a s t r o k e of t h e 

pen to wipe i t a l l out a t whatever s a c r i f i c e and make a f r e s h s t a r t . 

Under t h e Dawes P l a n and w i t h t h e a s s i s t a n c e o f American g o l d t h e 

g o l d s tandard h a s been r e s t o r e d i n Germany. And w i t h i t s r e s t o r a -

t i o n Germany i s g o i n g forward w i t h f i r m and s t e a d y s t e p s t o economic 

r e c o v e r y and f i n a n c i a l s o l v e n c y . 

For s i x y e a r s England has been working to p u t h e r s e l f on 

a g o l d b a s i s • From a low o f $ 3 . 1 9 the pound h a s now r i s e n t o a par 

o f $ 4 , 8 6 6 . Th i s h a s been a c c o m p l i s h e d not by d e v a l u i n g or w i p i n g out 

her currency n o t e s but by s t e a d i l y b u i l d i n g up the g o l d v a l u e of 

her currency i n t h e markets o f t h e w o r l d . Adhering to banking and 

monetary t r a d i t i o n * A n d never f o r g e t t i n g the l e s s o n s of e x p e r i e n c e , 

England w i t h dogged p e r s i s t e n c e has h e l d t o her c o u r s e and today 

s e e s her reward i n the achievement o f par f o r h e r exchange • 

The importance of t h i s ach ievement , whether i t be l o o k e d 

a t from the p o i n t o f v i e w Z o f the w o r l d ' s i n t e r e s t or o f our n a t i o n a l 

American i n t e r e s t , cannot e a s i l y be e x a g g e r a t e d . The a c t i o n r e -

c e n t l y :^&en by the B r i t i s h Par l iament i n order ing a r e s t o r a t i o n o f 

t h e g o l d s t a n d a r d and the r e e s t a b l i s h m e n t of London a s a f r e e g o l d 
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market was prompt ly f o l l o w e d by s i m i l a r a c t i o n i n t h e s e l f - g o v e r n -

i n g commonwealths o f the B r i t i s h Empire and "by c o u n t r i e s iti Europe 

t h a t were a w a i t i n g Eng land 1 s d e c i s i o n . The r e s u l t i s t h a t t h e r e 

are now o n l y t h r e e of t h e l a r g e r n a t i o n s , to w i t - France , I t a l y 

and R u s s i a , t h a t have s t i l l t o swing i n t o l i n e i n making t h e g o l d 

s tandard p r a c t i c a l l y u n i v e r s a l and r e s t o r i n g i t t o the primary 

p o s i t i o n i t o c c u p i e d "before the war a s an i n t e r n a t i o n a l r e g u l a t o r 

o f money and exchange , 

B e f o r e the war the g o l d s tandard was w e l l - n i g h u n i v e r s a l 

among t h e t r a d i n g n a t i o n s of the world , and London was the most 

important of t h e w o r l d ' s f r e e g o l d markets and f i n a n c i a l c e n t e r s . 

I t s p o s i t i o n was u n i q u e . The pound s t e r l i n g had a t t a i n e d a p o -

s i t i o n o f primacy a s a monetary u n i t o f i n t e r n a t i o n a l a c c o u n t i n g 

and payment» I t i s n o t too much to say t h a t the s u c c e s s f u l main-

tenance and t h e e f f e c t i v e o p e r a t i o n of the g o l d s tandard i n p r e -

war days was l a r g e l y due to the s k i l l and the s u c c e s s wi th which 

London conducted h e r monetary and "banking a f f a i r s i n m a i n t a i n i n g 

a f r e e g o l d market and thus "buttress ing the g o l d s tandard i n o t h e r 

g o l d - u s i n g or g o l d - e x c h a n g e - s t a n d a r d c o u n t r i e s . 

By r e a s o n o f t h e g r e a t changes t h a t have come about i n 

the wor ld o f commerce and f i n a n c e i n t h e pas t t e n y e a r s t h e U n i t e d 

S t a t e s has "become the w o r l d ' s g r e a t e s t g o l d c e n t e r and t h e w o r l d ' s 

l e a d i n g f r e e g o l d market . But e v e n t s have demonstrated p r e t t y 

c o n c l u s i v e l y t h a t the U n i t e d S t a t e s c o u l d never e x p e c t t o g e t the 
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f u l l b e n e f i t s o f the s t e a d y i n g i n f l u e n c e on her a f f a i r s of the 

g o l d s tandard u n t i l i n t e r n a t i o n a l go ld f l o w s resumed a normal 

c o u r s e through the r e e s t a b l i s h m e n t uf London a s the mcst important 

o u t s i d e f r e e g o l d market. 

Thi s p o s i t i o n has now been v i r t u a l l y a t t a i n e d . The g o l d 

s tandard i s now i n e f f e c t in f o u r - f i f t h s or more o f the commercial 

w o r l d . The f a n t a s t i c v a g a r i e s which a c e r t a i n schoo l of e c o n o m i s t s 

on both s i d e s of the A t l a n t i c have embraced i n t h e i r e f f o r t s to 

f i n d a s u b s t i t u t e f o r the g o l d s tandard have g i v e n way b e f o r e t h e 

w o r l d ' s r e s o l u t i o n to t i e i t s f a t e in monetary m a t t e r s i n the f u -

t u r e , a s i n the p a s t , t o something more o b j e c t i v e and l e s s c a p r i c i o u s 

than f a l l i b l e human d i s c r e t i o n . tiowgVer i n t e r e s t i n g the v a r i o u s 

a r t i f i c i a l d e v i c e s , such a s "managed currency , *• ^ r i c e s t a b i l i s a -

t i o n , " e t c . , through c r e d i t m a n i p u l a t i o n might b e a s e n t e r p r i s e s 

i n c e l e s t i a l economics , t h e y o f f e r e d l i t t l e p r a c t i c a l comfor t t o a 

wor ld wearied w i t h s u f f e r i n g s from wobbling exchanges . They brought 

s t o n e s to a wor ld c r y i n g f o r b r e a d . The c l o u d s of u n c e r t a i n t y and 

c o n f u s i o n which have r e s t e d over the w o r l d ' s monetary h o r i z o n f o r 

a decade were n o t to be l i f t e d by such d e v i c e s . 

With the g o l d s tandard i n p r a c t i c a l o p e r a t i o n i n t e r n a t i o n a l 

t r a d e and f i n a n c e can a g a i n be conducted w i t h o u t the u n c e r t a i n t i e s 

and r i s k s a t t e n d i n g f l u c t u a t i n g monetary u n i t s . Few t h i n g s add more 

t o t h e hazards o f t rade or g i v e i t more o f a s p e c u l a t i v e c h a r a c t e r 

t h a n f l u c t u a t i n g exchanges . Exchange derangement d i s c o u r a g e s and 

d i m i n i s h e s t r a d e . The r e e s t a b l i s h m e n t of t h e pound s t e r l i n g a s a 
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dependable monetary u n i t o f i n t e r n a t i o n a l payment may, t h e r e f o r e , 

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

from which we i n t h e Uni ted S t a t e s may e x p e c t t o be g r e a t g a i n e r s . 

I n t e r n a t i o n a l t r a d e con now p r o c e e d in a more o r d e r l y and normal 

f a s h i o n and ha,ve l e s s of the s p e c u l a t i v e c h a r a c t e r i t has had i n 

r e c e n t y e a r s . Anything t h a t promotes the t r a d e of the wor ld by 

g i v i n g i t a s a f e and s t a b l e b a s i s in the f o r e i g n exchanges w i l l 

eaaure t o our advantage , f o r ours i s the g r e a t e s t f o r e i g n t r a d e 

of any c o u n t r y . Everyone i n t h e Uni ted S t a t e s , whether engaged 

i n a g r i c u l t u r e , commerce, i n d u s t r y or f i n a n c e , w i l l i n t ime f e e l , 

though he may not be aware o f i t , t h e s t i m u l a t i o n that w i l l come 

w i t h the r e s t o r a t i o n of the w o r l d ' s i n t e r n a t i o n a l machinery of 

exchange- t o t h e f i r m and s e c u r e b a s i s a s sured b y the r e s t o r a t i o n 

o f the g o l d s t a n d a r d . 

I t may a l s o be e x p e c t e d t h a t , w i t h the removal o f the 

dams which have o b s t r u c t e d t h e n a t u r a l f l o w of g o l d from c o u n t r y 

to c o u n t r y , c r e d i t w i l l be l o o s e n e d and a f f o r d s t i m u l a t i o n i n 

h e a l t h f u l and s a f e ways to t rade among the n a t i o n s and i n d u s t r y 

w i t h i n them. 

With s u c h an undoubted and important i n t e r e s t a.t s t a k e 

i n t h e r e s t o r a t i o n of the g o l d s tandard , the U n i t e d S t a t e s c l e a r -

l y has an i n t e r e s t i n promoting anJ a s s i s t i n g i t s r e e s t a b l i s h m e n t . 

And as the l a r g e s t s i n g l e h o l d e r of the w o r l d ' s stock, o f monetary 

g o l d , we i n t h e U n i t e d S t a t e s n o t only have an i n t e r e s t i n t h e 
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r e s t o r a t i o n of t h e g o l d s tandard b u t a duty t c a s s i s t i n i t s 

r e s t o r a t i o n and maintenance wherever c o n d i t i o n s g i v e d e f i n i t e 

promise of s u c c e s s . I t i s f c r t h i s reason t h a t our F e d e r a l 

R e s e r v e Banks have arranged t c l e t the Bank c f England have 

seme of t h e i r g o l d , should i t be needed by the Bank of B i g l a n d 

i n t h e f i r s t s t a g e s of Eng land ' s resumption of g o l d payments 

and the p r a c t i c e s of a f r e e g o l d market. I t does n o t seem 

l i k e l y a t t h i s t ime t h a t the Bank of England w i l l have much 

or f r e q u e n t o c c a s i o n t o draw on our g e l d s u p p l y , but p a s t e x -

p e r i e n c e shows t h a t d i f f i c u l t i e s may b e encountered i n the e a r l y 

s t a g e s of g o l d resumption and that i t i s , t h e r e f o r e , i n a d v i s a b l e 

n o t to be p r e p a r e d to meet them. The Bank of England and the 

B r i t i s h Government have , t h e r e f o r e , a c t e d w i s e l y i n a r r a n g i n g 

f o r American g o l d c r e d i t s to be drawn upon i n c a s e o f need . 

I t was p a r t i c u l a r l y though®advisable to have an American c r e d i t 

o f i m p r e s s i v e amount f o r the purpose of d i s c o u r a g i n g i n advance 

and b e a t i n g o f f and d e f e a t i n g any s p e c u l a t i v e d r i v e s t h a t might 

be made by o p e r a t o r s anyvtiiere i n t h e world a g a i n s t s t e r l i n g 

exchange> i f such drivefe should be a t tempted . 

By c o o p e r a t i n g w i t h England i n her endeavor to p u t 

the go ld s t a n d a r d i n t o e f f e c t i n her money market t h e U n i t e d 

S t a t e s ha,a a g a i n s u p p l i e d a c o n s t r u c t i v e f a c t o r of the g r e a t e s t 

consequence in h e l p i n g to p l a c e t h e economic and f i n a n c i a l 

a f f a i r s of the world cn a s o l i d and s a f e b a s i s . 

May 2 3 , 1925 . 
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STAT5MITT 7CR THE PRESS X-4338 

For r e l e a s e j.11 morning p a p e r s , 
Wednesday, May 2 7 , 1925 . 

The f o l l o w i n g i s a summary of g e n e r a l 'business 
and f i n a n c i a l c o n d i t i o n s throughout the s e v e r a l 
F e d e r a l Reserve D i s t r i c t s , based upon s t a t i s t i c s 
f o r the months of A p r i l and May, a s c o n t a i n e d i n 
the f o r t h c o m i n g i s s u e of the Federa l Reserve B u l -
l e t i n . 

P r o d u c t i o n i n b a s i c i n d u s t r i e s and f a c t o r y employment c o n t i n u e d a t a p p r o x i -

mate ly the same l e v e l dur ing A p r i l a s i n March. F a c t o r y pay r o l l s were s m a l l e r , 

and w h o l e s a l e p r i c e s d e c l i n e d s h a r p l y . D i s t r i b u t i o n of commodit ies was main ta ined 

a t h i g h e r l e v e l s than a y e a r a g o . 

P r o d u c t i o n . - The ©utput i n b a s i c i n d u s t r i e s d e c l i n e d l e s s than one p e r c e n t i n 

A p r i l . Decreased p r o d u c t i o n of i r o n and s t e e l , f l o u r , and copper was l a r g e l y 

o f f s e t i n t h e F e d e r e l Reserve Board' s p r o d u c t i o n itidex "by i n c r e a s e s i n m i l l con-

sumption o f c o t t o n and i n the p r o d u c t i o n of newsprint and p e t r o l e u m . The output 

of a u t o m o b i l e s , which a r e no t i n c l u d e d i n the index , h a s i n c r e a s e d r a p i d l y s i n c e 

December and i n A p r i l was t h e l a r g e s t e v e r r e c o r d e d . Automobi le t i r e p r o d u c t i o n 

was m a i n t a i n e d a t the h i g h l e v e l reached i n March. Uumber o f men employed a t i n -

d u s t r i a l e s t a b l i s h m e n t s remained p r a c t i c a l l y the same i n Ap^i l a s i n March, but 

owing to l e s s f u l l t ime o p e r a t i o n , p a r t i c u l a r l y i n t h e t e x t i l e , l e a t h e r , and f o o d 

i n d u s t r i e s , t o t a l f a c t o r y pay r o l l s d e c r e a s e d about 2 p e r c e n t . B u i l d i n g c o n t r a c t s 

awarded during A p r i l were t h e l a r g e s t on r e c o r d b o t h i n v a l u e and i n square f e e t . 

E s t i m a t e s by t h e Department of A g r i c u l t u r e on May 1 i n d i c a t e d a r e d u c t i o n of 

6 p e r cent from t h e A p r i l f o r e c a s t i n the y i e l d s of w i n t e r wheat and r y e . The 

w i n t e r wheat crop i s e x p e c t e d t o be 25 p e r cent s m a l l e r than l a s t y e a r anil t h e 

i n d i c a t e d y i e l d of r y e i s 9 p e r c e n t l e s s . 

T r a d e . - Wholesa le t rade was s m a l l e r i n a l l l i n e s e x c e p t hardware dur ing A p r i l 
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than i n March. Compared r i t h a y e a r ago s a l e s of g r o c e r i e s and shoes were l e s s 

"but s a l e s of meats , dry goods , and drugs were l a r g e r . S a l e s a t department s t o r e s 

and "by mai l order h o u s e s showed more than the u s u a l s e a s o n a l i n c r e a s e i n A p r i l and 

were l a r g e r than during A p r i l , 1 9 2 4 . Wholesale s t o c k s o f g r o c e r i e s * s h o e s , and 

hardware were s m a l l e r a t t h e end of A p r i l than a month e a r l i e r , w h i l e dry goods 

were l a r g e r . Merchandise s t o c k s a t department s t o r e s showed l e s s than the u s u a l 

s e a s o n a l i n c r e a s e i n A p r i l hut were i n about the same volume a s a year ago# 

F r e i g h t - c a r l o a d i n g s o f merchandise were g r e a t e r than i n March and l a r g e r than i n 

any p r e v i o u s A p r i l . 

P r i c e s W h o l e s a l e p r i c e s , a c c o r d i n g to the index o f t h e o f Labor S t a t i s t i c s , 

d e c l i n e d t h r e e p e r c e n t i n A p r i l , f o l l o w i n g an a lmost u n i n t e r r u p t e d r i s e s i n c e the 

middle of 1924. A l l groups of commodit ies shared i n the d e c l i n e o f p r i c e s e x c e p t 

house f u r n i s h i n g s and the m i s c e l l a n e o u s group. The l a r g e s t d e c l i n e s were i n farm 

p r o d u c t s and f o o d s , Which had shown the most r a p i d i n c r e a s e ^ . During the f i r s t 

three^woeks i n May p r i c e s of g r a i n s , b e e f , hogs , f l o u r r and rubber advanced, w h i l e 

d e c l i n e s o c c u r r e d i n c o t t o n , woo l , lumber, and i r o n p r i c e s . 

Bank C r e d i t . - At the middle of May t o t a l l o a n s and i n v e s t m e n t s of member banks i n 

l e a d i n g c i t i e s were near t h e l e v e l which has p r e v a i l e d , w i t h o n l y minor f l u c t u a -

t i o n s , s i n c e the f i r s t o f t h e y e a r . Loans c h i e f l y f o r commercial purposes d e c l i n e d 

s l i g h t l y between the midd le of A p r i l and t h e tiiddle of May, w h i l e l o a n s on s e c u r -

i t i e s r o s e t o a h i g h p o i n t a t t h e end of A p r i l and d e c r e a s e d somewhat dur ing the 

f i r s t two weeks o f May. T o t a l inves tment h o l d i n g s which i n c r e a s e d c o n s i d e r a b l y 

during t h e f i r s t h a l f o f March have d e c l i n e d somewhat s i n c e t h a t t i m e . Net demand 

d e p o s i t s i n c r e a s e d c o n s i d e r a b l y from t h e low p o i n t a t the end of March, but were 

s t i l l $ 5 0 0 , 0 0 0 , 0 0 0 l e s s than a t the middle of January . 

At the r e s e r v e banks t h e r e was a marked d e c l i n e i n t h e volume of member bank 
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borrowing a f t e r the f i r s t trook i n May and. t o t a l earn ing a s s e t s of the r e s e r v e banks 

on May 2 0 t h were l e s s than $1,COO,000,000 f o r the f i r s t t ime s i n c e January. 

Acceptances and. h o l d i n g s o f U n i t e d S t a t e s s e c u r i t i e s on t h a t date were i n about 

the sane volume a s a month e a r l i e r . 

Money c o n d i t i o n s c o n t i n u e d r e l a t i v e l y e a s y dur ing the l a t t e r p a r t o f A p r i l 

and the f i r s t p a r t of May. At 3 3 / 4 - 4 p e r c e n t the open market r a t e f o r p r i n e 

commercial paper was s l i g h t l y below the l e v e l f o r the p r e c e d i n g month. 
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STATEMENT FOR THE PRESS 

For immediate r e l e a s e * May 27 , 1925. 

CONDITION OF ACCEPTANCE 1'ARKFT 
A p r i l 15, 1925, to May 20, 1935. 

Acceptance m a r k e t . - During the p e r i o d from A p r i l 15 to May 20, r e l a t i v e l y 

q u i e t c o n d i t i o n s p r e v a i l e d i n the a c c e p t a n c e market w i t h t h e supply of "bi l l s 

somewhat i n e x c e s s of the demand. During the f i r s t week of the p e r i o d o f f e r i n g 

r a t e s on 60 and 90 day u n i n d o r s e d b i l l s which had been t e m p o r a r i l y lowered to 

3 p e r c e n t by some d e a l e r s were a g a i n advanced t o 3 l / 8 p e r c e n t . During the 

f o l l o w i n g f o u r weeks u n t i l May 20 when some d e a l e r s advanced r a t e s i n Hew York 

and Chicago a f u r t h e r l / 8 , r a t e s i n a l l d i s t r i c t s were s t e a d y a t 3 p e r c e n t f o r 

30 day b i l l s and 3 l / 8 p e r c e n t f o r t h o s e of 60 and 90 day m a t u r i t i e s . In t h e 

New York market a l a r g e r supply of b i l l s was i n e x c e s s o f demand and a s a r e s u l t 

d e a l e r s p o r t f o l i o s r e a c h e d t h e i r peak o f the y e a r dur ing the f i r s t week of May. 

E a s i e r money c o n d i t i o n s s t i m u l a t e d both l o c a l and o u t - o f - t o w n demand t o some 

e x t e n t , but o f f e r i n g s to the Federa l r e s e r v e bank n e v e r t h e l e s s showed marked 

i n c r e a s e over the p r e c e d i n g p e r i o d . I n t h e Chicago market demand was l i g h t and 

i n s p i t e of o n l y a moderate supply o f b i l l s d e a l e r s ' p u r c h a s e s i n c r e a s e d over 

the p r e c e d i n g p e r i o d w h i l e s a l e s f e l l o f f . A f u r t h e r development of t h i s 

s i t u a t i o n i n b o t h markets was the i n c r e a s e i n r a t e s r e p o r t e d by some d e a l e r s a t 

•the c l o s e of the p e r i o d . In Bos ton and P h i l a d e l p h i a the market was c o m p a r a t i v e l y 

i n a c t i v e . 

Rate s i n the New York market on May 20 were 3 l / 8 to 3 l / 4 ' 

per cent b i d and 3 to 3 l / 8 per c e n t o f f e r e d on 30-day b i l l s , 3 l / 4 t o 3 3 / 8 

p e r cent b i d and 3 1 / 8 to 3 1 / 4 p e r c e n t o f f e r e d on 60-day b i l l s , 3 3 / 8 p e r cent 

b i d and 3 l / 4 pe£ c e n t o f f e r e d on 90-day b i l l s , w i t h 3 5 / 8 t o 3 3 / 4 p e r c e n t 

b i d and 3 l / 2 p e r c e n t o f f e r e d on the l o n g e s t m a t u r i t i e s . 
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F E D E R A L R E S E R V E B O A R D 

STAffiKENT FOR TPE "°HESS 

For r e l e a s e in morning p a p e r s , 
Monday, Juno 1 , 1925, 

Tho Juno, 1925 , i s s u o of tho Fodoral Rosorvo 
B u i i t i t i n w i l l carry tho f o l l o w i n g s tatomont oonoorn-
ing tho r e t u r n of Groat Br i ta in , to tho &old s tandard . 

R e s t o r a t i o n of tho g o l d s tandard . 

E l a b o r a t i o n of a f r o g s o l d market in London a f t e r a p e r i o d of ton y e a r s 

has put Groat B r i t a i n onco morn on tho g o l d s tandard . At tho time of E n g l a n d ' s 

roturn to a g o l d b a s i s s e v e r a l o t h e r c o u n t r i e s took s i m i l a r a c t i o n and t h i s , 

togothor w i t h tho f a c t t h a t many othor Eujrojjoan c u r r o n c i o s havo boon s t a b i l i z e d 

w i t h r o f e r e n c e t o g o l d f o r mora than a y e a r , removes from tho major p a r t o f tho 

w o r l d ' s commorco and f i n a n o o tho u n c e r t a i n t i e s a r i s i n g from wido and abrupt 

f l u c t u a t i o n s of o x c h a n g o s . 

Fre* g o l d raovozaents be Ween c o u n t r i o s t h a t havo r e e s t a b l i s h e d tho g o l d 

standard w i l l no t o n l y l i m i t f l u c t u a t i o n s of exchange r a t o s but w i l l a g a i n r o l a t o 

changos in tho g o l d h o l d i n g s o f c o n t r a l banks to c r e d i t c o n d i t i o n s a t homo and 

abroad and thus mako changos in t h o i r rosorvo p o s i t i o n s important f a c t o r s in 

t h o i r c r o d i t p o l i c i e s . With tho p r i n c i p a l monoy markots o f tho wor ld onco more 

froo g o l d markots and tho oxchangos botwoon thorn s t a b l o , tho f l o w o f funds b o -

twoon thoso markots w i l l rospond moro f r o o l y to d i f f e r e n c e s in monoy r a t o s and 

crod.it c o n d i t i o n s . C r « u i t s i n o o u n t r i o s on tho g o l d s tandard bocomo i n t e r c h a n g e -

ab le p r a c t i c a l l y a t par w i t h d o l l a r c r o d i t s , which havo boon c o n t i n u o u s l y e q u i v -

a l e n t to g o l d , and s h o r t - t i m o funds w i l l thus tond to bo d i s t r i b u t e d more n o a r l y 

in response to curront d m a n d s a s r e f l o c t o d in h i g h e r r a t e s . With tW removal 

of b a r r i e r s a r i s i n g from tho r i s k s of exchange , borrowing p a r t i c u l a r l y f o r pur-

p o s e s o f f i n a n c i n g i n t e r n a t i o n a l trade w i l l be drawn to the markots where money 

i s c h e a p e s t . Thus tha resumption of g o l d payments by the c h i e f t r a d i n g c o u n t r i e s 

of the wor ld f u r n i s h e s a b a s i s f o r the f u n c t i o n i n g o f those f o r c e s which b e f o r e 
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tho war oporatod to maintain a oloso contact botwoon tho mcnoy rarknts of tho 

world. 

Graat Br i ta in ' a ^cld standard act* 

The d e c i s i o n of tho B r i t i w . GuVjmmont to remove tho embargo on tho e x p o r -

t a t i o n o f g o l d was announced by the CLanco l lor o f the Exoito^uor on A p r i l 28 

when ho s t a t e d t h a t the law of 1920 p r o h i b i t i n g g o l d e x p o r t s f o r a p e r i o d o f 

f i v e y e a r s , e x c e p t under s p e c i a l l i c e n s e , would be p e r m i t t e d t o l a p s e on December 

3 1 , 1925 , and t h a t f o r the remainder o f t h i s y e a r the Bank c f England w o u l d bo 

g i v e n a g e n e r a l l i c e n s e t o e x p o r t g o l d * C o n t r o l o f g o l d e x p o r t s in Groat B r i t a i n , 

which from the o u t b r e a k of the war u n t i l the l e g a l p r o h i b i t i o n i n 1920 9 was by 

in formal m e t h o d s , h a s a p p l i e d s i n c e tha t time to a l l g o l d e x c e p t t o newly mined 

g o l d produced i n the B r i t i s h Duiuinicns and imported i n t o E n g l a n d , 

In removing r e s t r i c t i o n s upon g o l d e x p o r t s the B r i t i s h Government a d o p t e d 

c e r t a i n s a f e g u a r d s a g a i n s t tho d i s s i p a t i o n o f the g o l d re s e r v o s through the r e -

i n t r o d u c t i o n o f g o l d c o i n s i n t o c i r c u l a t i o n and a g a i n s t the s p e c u l a t i v e h a z a r d s 

to which the pound s t e r l i n g might be e x p o s e d i n the p e r i o d i m m e d i a t e l y f o l l o w i n g 

r e s u m p t i o n . These s a f e g u a r d s we re i n c o r p o r a t e d in a b i l l " to f a c i l i t a t e the ... 

r e t u r n to a g o l d s t a n d a r d and f o r p u r e e s e s c o n n e c t e d t h e r e w i t h " to be known a s 

the Gvld Standard Avt f 1925, which became law on May 13. I t was recognized that 
n o t 

a r e t u r n to the u s e c f g o l d c u r r e n c y i n d o m e s t i c c i r c u l a t i o n wa^/ n e c e s s a r y f o r 

the* purpose o f the o p e r a t i o n o f the i n t e r n a t i o n a l g o l d s t a n d a r d and the C h a n c e l l o r 

of the Exchequer s a i d t h a t t h i s u s e o f g o l d would be an unwarrantab lo e x t r a v a g a n c e 

w h i c h the p r e s e n t f i n a n c i a l s t r i n g e n c y d o e s n o t p e r m i t England t o i n d u l g e i n . 

l a order to p r e v e n t the l o s s o f g o l d i n t o c i r c u l a t i o n the b i l l r e l i e v e s tho Bauk 

o f Ea^land of the o b l i g a t i o n to redeem i t s own n o t e s and c u r r e n c y n o t e s i n g o l d 

c o i n and r e l i e v e s the Mint o f the o b l i g a t i o n t o c o i n g o l d b u l l i o n p r e s e n t e d to 

i t by anyone e x c e p t the Bank o f E i^ land# The B a ^ , h o w e v e r , i s r o q u i r o d t o s o i l 
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gold in bare containing approximately 400 ounces to any parson at the price of 

13 17s 10§d par ounce gold o f standard f ineness , that i s , in uni ts of about 

11700. Thus, while the #ank i s protected against a demand f o r gold coin for 

domestic c i rcu la t ion , i t stands ready, to meet a l l demands f o r gold bul l ion for 

export purposes. The provis ion of the Bank Act of 1844, under which the Bank 

of England i s obl iged to purchase at a f ixed prices a l l gold o f f e r e d remains 

in force . 

As & means of supporting s t e r l i n g exchange In case of speculat ive pressure 

the gold standard b i l l furthermore authorizes the Treasury to "issue, e i ther 

within or without the United Kingdom and e i ther in Br i t i sh or in any other cur-

rency such s e c u r i t i e s bearing such rate of in teres t and subject to such condi-

tions as to repayment, redemption, or otherwise as they think f i t " , and to 

"guarantee in such manner and on such terms and conditions as they think proper 

the payment of in teres t and principal of any loen which may be ra ised f o r such 

purpose," A l l loans ra ised under th i s provision must be repaid within two years 

and guarantees given by the Treasury w i l l also expire in two years from the 

date upon which i t i e g iven . In furtherance of the objects of these provisions 

American cred i t s aggregating #300,000,000 have been es tab l i shed , the d e t a i l s of 

which are discussed l a t e r in t h i s review. 

Jterert Committee of Experts» 

In reaching a decis ion to return to the gold standard at th i s time the 

Brit ish Government was guided by the recommendations o f a committee which, in 

addition to considering whether the time had come to amalgamate the Treasury 

note issue with the Bank of England note i s s u e , also entered into the question 

whether a return to the gold standard on the bas is o f the pre-war sovereign was 

desirable and i f so how and when the s teps required to achieve i t should be taken. 
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In i t s report the committee expresses i t s agreement wish the pr inc ip les 

—laid., down in 1918 by the Cunl i f fe Committee and a f t e r considering various a l t e r -

nat ives reached the conclusion that the gold standard muit he rees tabl i shed in 

England on the bas i s of the pre-war gold content of the sovere ign. Neither de-

valuation nor the subs t i tu t ion of the commodity price l e v e l for gold as the regu-

la t ing pr inc ip le of the currency appeared to the committee to be des i rab le . The 

conmittee's analys i s of England's pos i t i on in fore ign trade indicated that the 

ex i s t ing volume of exports, v i s i b l e and i n v i s i b l e , together wi th the income de-

rived from fore ign investments, was undoubtedly s u f f i c i e n t to meet England's 

foreign debts, to pay f o r necessary imports, leaving a moderate balance dfor 

foreign investments. "In these circumstances," the committee cont inues , "a free 

gold market could read i ly be es tabl i shed and maintained at the pre-war par i ty , 

provided that by control of cred i t we adjusted the internal purchasing power of 

the pound to i t s exchange par i ty , and r e s t r i c t e d our fore ign investments to our 

normal export surplus ," While the committee be l i eved that the pr ice l e v e l in 

England was s t i l l too high r e l a t i v e to the l e v e l in the United S ta te s , i t was i t s 

opinion that the adjustment could be accomplished without ser ious disturbance, 

par t i cu lar ly in view of the f a c t that s t e r l i n g exchange at the time of the re-

port in February was only per cent below p a r i t y . 

On the subject of the amalgamation of the two kinds of note i s s u e , the Bank 

of England notu, i s sued only in exchange for go ld , and the currency note , i ssued 

by the Treasury and secured large ly by Government o b l i g a t i o n s , the committee 

recommended that no ac t ion be taken for the present , that the l imi t of the cur-

rency i s s u e , by which the actual maximum f o r one year becomes the l e g a l maximum 

for the next year, be maintained and that the Bank of England take over the cur-

rency notes a t such a time in the future when experience w i l l have demonstrated 

what amount can be kept in c i r c u l a t i o n without resu l t ing in a drain on the Bank's 
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go ld reserves . As an immediate s top the committee recommended that the 1,27,-

000,000 of gold held against currency notes tie transferred to the Bank and en 

equal amount o f Bank notes be subs t i tu ted in the currency note account. This 

recommenda tion has been adopted end carr ied o u t l 

ftnancUl m l l n y s r i & r M resumpt ion . 

Important fac tors placing Gro*t Br i ta in in a pos i t i on to r e e s t a b l i s h the 

gold standard have been the balancing of the budget, reduction in the f l o a t i n g 

debt, funding of the indebtedness to the United S t a t e s , r i g i d adherence to the 

l imi ta t ion upon note i s s u e , and a t p o l l c y of credi t c o n t r o l , toe budget not only 

has been balanced, but there has been a surplus which enabled the government to 

reduce the f l o a t i n g debt held in large part by the banks. Between the end o f 

1920 rnd the end of 1924 th i s debt was reduced by nearly 40 per cent , or 1560 , -

000,000, and the reduction was accompanied by subs tant ia l d e c l i n e s , e s p e c i a l l y 

during 1921 and the ear ly pert of 1922, in the investments, b i l l holdings , and 

deposits of the j o i n t stock banks. With the decl ine in the ir holdings of Treas-

ury b i l l s , the banks were in a pos i t i on to meet the increased credi t demands of 

commerce and industry without increasing the to ta l volume of bank c r e d i t in use . 

The po l i cy of maintaining r e l a t i v e l y high money ra tes , e s p e c i a l l y during the j a s t 

year, and of discouraging excess ive foreign lending contributed to the advance of 

s t e r l i n g exchange toward p a r i t y , i s a consequence o f these developments the ex-

tent of further necessary adjustment in the exchange rate and in f i n a n c i a l condi-

t ions fo l lowing the announcement of the removal of the gold embargo was great ly 

diminished, and the a b i l i t y of Great Br i ta in to maintain an e f f e c t i v e g o l d s tan-

dard great ly increased, 

Course s l s t e r l i n g exch&nag. 

Ster l ing exchange in the Hew York market s ince 1919, when the pegging o f 

the exchanges was discontinued, has undergone wide f l u c t u a t i o n s . Oie most rapid 
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and. continuous advance in s t e r l i n g occurred between the middle of 1921 <-nd the 

spring of 1923, when owing per t ly to the operation of the fac tors already men-

tioned t-nd to trade condit ions pr ices in Greet Br i ta in decl ined considerably, 

while pr ices in the United Sta tes advanced. £rom l e s s than 4 per cent "below par 

s t e r l i n g exchange dec l ined during the remainder o f 1923 to a low point in Janu-

ary, 1924, more than 12 per cent below per . An almost uninterrupted r i s e during 

1924 end the ear ly part o f 1925 brought s t e r l i n g to within one per cent of 

par i ty at the time of the announcement of the resumption of gold payments. 

In order to r e l i e v e the exchange market during the Remainder of t h i s year 

from demands f o r do l lar exchange by the Treasury, p a r t i c u l a r l y in the autumn 

when Greet B r i t a i n ' s purchases Of agr icu l tura l products abroad are heav ie s t , 

the Chancellor of the Exchequer announced that s s u f f i c i e n t amount of do l lar ex-

change had been acquired to meet a l l payments on the American debt not only in 

June but a lso in December. 

P r o v i s i o n s Xox s a p p o r U n g e x c h a n g e . 
1 1 t 

I t was recognized by the committee advis ing the government on the problems 

connected with resumption that the advance of the pound s t e r l i n g s ince l a s t sum-

mer may have been par t ly due to speculat ive buying end that when par i ty was 

reached p r o f i t taking by speculators might throw a s t r a i n on the exchange. 

Against t h i s danger the committee regarded es a proper safeguard, the ex i s tence 

of adequate go ld reserves and a reso lu te use o f those reserves f o r the purpose 

for which they had been accumulated. The ava i lab le reserves were in the com-

m i t t e e ' s opinion amply s u f f i c i e n t , but i f i t were deemed wise to acquire a lso a 

foreign c r e d i t , the credi t should be used only o f t e r a considerable amount of 

gold had a c t u a l l y been exported, and the use of t h i s cred i t should be considered 

from the point of view of the Bank of ibgland's monetary p o l i c y as equivalent to 

a corresponding l o s s from i t s own reserves . "Unless these precautions are taken, 
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borrowing abroad w i l l , as has 6gain and again happened, when i t hts been resorted 

to as a ranedy f o r exchange d i f f i c u l t i e s merely aggrevz:te the mischief vfhicb i t 

has been appl ied to cure ." In announcing the establishment o f the c r e d i t s in 

America the Chancellor of the i&chequer s&id; "These great c r e d i t s across the 

At lant ic Ocean hsve been obtained end b u i l t up as a solemn warning to speculators 

of every kind and of every hue end in every country, of the r e s i s t a n c e which they 

w i l l encounter and of the reserves with which they w i l l be confronted, i f they 

attempt to d is turb the gold par i ty which Great Br i ta in has now e s t a b l i s h e d . " 

American c r e d i t s . 

Two separate c r e d i t s h&ve been e s tab l i shed in the United S t a t e s , one by the 

B r i t i s h Government end one by the B&nk of England. A cred i t of ^100,000,000 was 

arranged by the B r i t i s h Government wi th J . P. Morgan and Company and a cred i t of 

$200,000,000 by the Bank of England with the federa l Reserve Bank of New York in 

par t i c ipa t ion with other Federal reserve banks end with the ipprovt l of the Fed-

eral Reserve Board. 

Under i t s arrangement w i th the Bank of -England the Federal Reserve Bank of 

New York undertakes to s e l l go ld on cred i t to the Bank o f England from time to 

time during the next two years , but not to exceed #200,000,000 outstanding a t any 

one time. The cred i t i s to bear i n t e r e s t to the extent that i t i s a c t u a l l y used 

a t s rate of one per cent above the New York reserve bank's discount r t t e , with a 

minimum of 4 per cent and t maximum of 6 per c e n t , or , i f the Federal reserve d i s -

count rate exceeds 6 per cent , then a t the rediscount rate of the bank. The rate 

of i n t e r e s t to be paid by the B r i t i s h Government on the cred i t which i t h&s e s -

tabl i shed i s to be deterained i n a s i m i l a r manner. Upon the purchase o f gold the 

Bank of Sigland w i l l p lace on i t s books to the c r e d i t of the Federal Reserve Bank 

of New York an equivalent deposit in pounds s t e r l i n g . This deposit may be used 

from time to time by arrangement with the Bank of England in the purchase of 
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E l i g i b l e s t e r l i n g commercial b i l l s which s h a l l bo guaranteed by the Bank of Hng-

land,.and in that e s se discount earned on the b i l l s w i l l be appl ied to the pay-

ment of i n t e r e s t . 

I f occasion a r i s e s for the use of t h i s c r c d i t , support can be given to s t e r -

l ing exchange e i ther through the purchase of s t e r l i n g b i l l s in New York or abroad, 

or gold can be shipped to other countries on B r i t i s h account. Thus the Bank of 

England, could meet a fore ign demand f o r gold without reducing i t s own reserves , 

or i t could rep len i sh i t s reserves by withdrawing gold from th i s country or by 

earmarking i t in New York. The form in which the cred i t would be used would de-

pend upon the circumstances a t the t ime. 

In making these arrangements with the Bank of England, the Federal Beserve 

Bank of New York proceeded under authority of the Federal Beserve Act, which in 

addition to granting the reserve banks power to make contracts , authorizes them 

under rules and regulat ions prescribed by the Federal Beserve Board to deal in 

gold coin or b u l l i o n a t home or abroad, to purchase and s e l l in the open market, 

a t home or abroad, cable transfers or bankers* accept&nccs end b i l l s of exchange 

of the kinds and matur i t i es e l i g i b l e for rediscount; End with the consent , or 

upon the order and d i rec t i on of the Federal Beserve Board, to open and maint&in 

accounts in fore ign countr ies , appoint correspondents and e s t a b l i s h agencies in 

such countries wheresoever i t may be deemed best f o r the purpose of purchasing, 

s e l l i n g , and c o l l e c t i n g b i l l s o f exchange, and wi th the consent of the Federal 

Beserve Board to open and maintain banking accounts for such fore ign correspond-

ents or agenc ies . 

In January of th i s year the Federal Beserve Bank of New York was authorized 

by the Federal Beserve Board to make the arrangements with the Bank of England 

Which have been described. A f t e r the passage of the Gold Standard Act by the 
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Bri t i sh Parliament in May, the Federal Beserve Board approved in d e t a i l the ar-

rangements made toy the New York Federal Beserve Bank, In g iv ing approval the 

Board bel ieved that the arrangement would be an e f f e c t i v e a i d toward general 

resumption of gold payments. 

Gammonts .&£ Advisory Council. 

Commenting upon the part ic ipat ion of the Federal reserve system in the ar-

rangements made to f a c i l i t a t e the return of Great Bri ta in to the gold standard 

the Federal Advisory Council, which held a regular meeting in Washington on May 

22, sa id in pert: "It i s with the deepest s a t i s f a c t i o n that the Council has 

noted the arrangements now made, with tho approval of the Federal Beserve Board, 

"between the Bank of England, on the one hand, and the severa l Federal reserve 

banks under the Auspices of the Federal Reserve Bank of Ndw York on the other . 

These arrangements in the View df the Council w i l l benef i t not only the two 

countries d i r e c t l y involved, but they w i l l enure to the advantage of the ent ire 

worH The Sound 1 f e e l s confident that in the annels of the Federal reserve 

system these arrangements w i l l be written down as one of i t s proudest and most 

constructive achievements*. I t i s an impressive demonstration of tho e f f i c i e n c y 

of the Federal Reserve Act, as at present const i tuted, that we are able to 

render ass i s tance on a l i b e r a l s ca le without fear of adverse e f f e c t upon our own 

f inanc ia l condit ions ." 

W s m a t i o n e l t r a f t s m i d , s t e n f l s r f l . 

Restoration of the gold standard in Great Bri ta in was accompanied by s imilar 

action by Austra l ia , New Zealand, the Netherlands, and the Dutch iSast Indies . 

Gold payments had been resumed in Sweden a year e a r l i e r end on June 1 South 

Africa removed r e s t r i c t i o n s on gold exports . The return to a gold bas i s over so 

wide an area was preceded by a continuous advance toward gold par i ty for about a 
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year in most of the pr inc ipa l exchanges and by a narrowing of f l u c t u a t i o n s in the 

v t l u e of other currencies* Furthermore, a number of European countr ies , though 

not in a p o s i t i o n to res tore freedom of gold movements, have maintained the 

.foreign-value o f t h e i r currencies at a f i x e d re la t ionsh ip to gold and consequent-

l y have conducted t h e i r fore ign trade on a gold value b a s i s • Oils growth in the 

area, though not world wide, in nfcich gold has once more been res tored to i t s ro le 

as a standard, provides a broader end more s tab l e bas i s for in ternat iona l trade 

than has preva i led at any time s ince the disorganizat ion of the world's currencies 

which s e t i n with the war. Seestablishment of the fipld standard removes from 

commerce between nations that element of r i s k which arose from tiie uncer ta in t i e s 

of f luc tua t ing exchange rates and f ree gold movements w i l l exert an in f luence 

toward c l o s e r adjustment between pr ice l e v e l s in d i f f eren t c o u n t r i e s . The s i g -

nififlgnice of the res torat ion of the internat ional gold standard should be meas-

ured not only by the b e n e f i t s that w i l l r e s u l t from greater s t a b i l i t y , but a l so 

by contrast with the dec l ines and f luc tuat ions in exchange that would have f o l -

lowed further postponement of the dec i s ions to resume gold payments. These dec i -

s ions give assurance that the exchanges of those countr ies which have returned to 

the gold bas i s w i l l not be subject to sharp advances and dec l ines and that trade 

with these countr ies , which include the largest purchasers o f our agr i cu l tura l 

products, can be conducted and f inanced with greater confidence and on a more 

secure b a s i s . 

Restoration of an e f f e c t i v e internat ional gold standard from the viewpoint 

of the banking s i t u a t i o n i n the United States i s of par t i cu lar importance because 

for the f i r s t time s ince the Federal reserve system was e s tab l i shed gold move-

ments, which f o r a decade have exerted an abnormal in f luence upon the p o s i t i o n of 

the reserve banks, w i l l be more large ly contro l l ed by the t r a d i t i o n a l inf luences 

which regulated the f l ow of gold under normal c o n d i t i o n s . 
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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

1-4343 

May 29, 1925. 

Dear S ir : 

In the absoncc of lir. Wyatt, I arn enclosing for your i n -

formation a copy of the opinion rendered May 25th "by the Supreme Court 

of the United States af f irming the dec i s ion of the United States Cir-

cui t Court of Appeals in the case of D. S. Sowe11 v . Federal Reserve 

Bank of Dal las . I think you w i l l f ind t h i s dec i s ion p a r t i c u l a r l y 

i n t e r e s t i n g because i t involves the fo l lowing po ints , a l l of which 

are of spec ia l i n t e r e s t to the Federal reserve "banks: 

1. App l i cab i l i t y of the "assignee clause" on 
Sect ion 24 of the Judic ia l Code to a s u i t 
a r i s i n g under the laws of the United S t a t e s . 

2 . E f f e c t of a prov i s ion in a promissory note 
that the maker waives pro tes t , not ice tnereof 
and d i l igence in c o l l e c t i n g . 

3. Whether a su i t by a Federal reserve bank to 
enforce a note he ld by i t as "co l la tera l 
security" to secure the indebtedness of a 
member bank to i t must bo stayed u n t i l i t 
can be determined whether the other c o l l a t e r a l 
he ld by the Federal reserve bank i s s u f f i c i e n t 
to pay the indebtedness of the member bank. 

Very tru ly yours, 

George B. Vest, 
Ass i s tant Counsel. 

Enclosure: 
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X~4344 810 
OFFICE CORRESPONDENCE. (COPY) May 2 6 , 1925 . 

To The Federal Reserve Board. SUBJECT: Proof of Claims against in -

From Mr. Wyatt - General Counsel. solvent nat ional "banks. 

The attached l e t t e r addressed "by Governor Harding to Mr. 
Hamlin- c a l l s a t t e n t i o n to an apparent lack of uniformity i n the re -
quirements of the Comptroller's o f f i c e with regard to the matter of 
proving claims against insolvent national "banks. 

At Mr. Hamlin's r e q u e s t , t h i s o f f i c e made a preliminary 
i n v e s t i g a t i o n of the subject from which i t appeared that formerly 
the usual prac t i ce was f o r a Federal reserve bank holding rediscounted 
paper on which an inso lvent national "bank was l i a b l e as endorser to 
f i l e a s i n g l e claim with the rece iver covering the aggregate amount 
of such rediscounted paper and that a l l dividends paid by the re -
ce iver were based on the t o t a l amount so proved. I t appears, how-
ever, that l a t e i n 1924 the Comptroller's o f f i c e inaugurated a new 
method based on a comparatively recent opinion of the United States 
D i s t r i c t Court for the Northern D i s t r i c t of North Dakota in the case 
of Federal Reserve Bank of Minneapolis v. F i r s t National Bank of 
Eureka, 277 Fed. 300, whereby a Federal reserve bank holding a number . 
of rediscounted items on which an insolvent nat ional bank i s l i a b l e 
ag endorser i s not permitted to f i l e a s i n g l e claim against the 
inso lvent bank covering the ent i re amount of such rediscounted itetns, 
bî t i s required to f i l e a separate claim f o r each and every i tem. 
Furthermore, i f at the time a dividend i s declared a particular! pcy 
discounted item has been paid in. f u l l , no dividends are allowed under 
the new "practice- en the claim based on that part i cu lar rediscounted item. 

The Board considered our preliminary report to Mr. Hamlin 
and requested t h i s o f f i c e to take the matter up with counsel to a l l 
Federal reserve banks and obtain from them an expression of t h e i r 
opinions on the quest ions involved. The l e t t e r s from Counsel to a l l 
the Federal reserve banks d i scuss ing the subject i n more or l e s s d e t a i l 
are r e s p e c t f u l l y submitted herewith. 

Eight of the Counsel f o r the Federal reserve banks agree 
with the p o s i t i o n of the Comptroller oar to the pr inc ip l e underlying 
h i s new requirement, that i s , that a rediscounted item which has been 
ppld i n f u l l should not be e n t i t l e d to p a r t i c i p a t e in any subsequent 
dividends paid by the inso lvent bank. Only two of the Counsel express 
themselves as d isagreeing with t h i s p r i n c i p l e . A number of those who 
be l i eve that the p o s i t i o n of the Comptroller's o f f i c e i s we l l founded 
suggest or contend that the purpose of the Comptroller may be accom-
p l i s h e d by the f i l i n g of one claim covering a l l the rediscounts but 
t r e a t i n g them separate ly . Such an arrangement would be much simpler 
and would avoid much trouble both for the Federal reserve bank and for 
the rece iver . 

The view of the majority of the Counsel seems to be that 
each of several rediscounted items he ld by a Federal reserve bank are 
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d i s t i n c t and separate items of indebtedness and when any one of these 
rediscounts has "been paid in f u l l or otherwise extinguished, i t should 
no longer be considered an e x i s t i n g claim for the purpose of procur-
ing greater dividends on other rediscounts not yet s a t i s f i e d . To do 
so would, of course, b e n e f i t the Federal reserve bank but would preju-
dice the other cred i tors of the insolvent bank pro tanto . I t does not 
seem equitable to ask or expect any dividend upon an item of indebted-
ness which has been paid in f u l l merely because the cred i tor happens 
to have other separate and d i s t i n c t claims against the inso lvent bank. 
On t h i s po in t , then, i n ray opinion, the p o s i t i o n of the Comptroller 
i s correct and rediscounts which have been paid in f u l l should not 
p a r t i c i p a t e i n or be made the bas i s of any dividends subsequently 
declared by the insolvent bank. I f e e l , however, that i n the i n t e r -
e s t s of s i m p l i f i c a t i o n of procedure and to avoid much c l e r i c a l incon-
venience Federal- reserve banks should be permitted to f i l e one Claim 
covering a l l rediscounts , each rediscount so covered to be described 
and treated separately f o f j a l l purposes. 

Up to t h i s po int , the d i scuss ion has been confined to the 
proof of claims involv ing rediscounts . The case i s somewhat d i f f e r e n t , 
however, as to indebtedness secured by c o l l a t e r a l . I t i s we l l s e t t l e d 
by cases in the Supreme Court of the United Sta tes , c h i e f l y the case 
of Merri l l v* National Bank of Jacksonvi l l e , 173 U . S . 131, that a 
secured credi tor of an inso lvent nat ional bank may prove and rece ive 
dividends upon the face of h i s claim as i t stood a t the time of the 
dec larat ion of insolvency, without cred i t ing e i ther h i s c o l l a t e r a l s , 
or c o l l e c t i o n s made therbf&oni After such declarat ion, subject to the 
proviso that dividends tntiSt Cfc&se when froM them and from c o l l a t e r a l 
rea l i zed , the claim has beeh paid i n f u l l . 

On account of t h i s we l l e s tab l i shed pr inc ip l e , the quest ion a r i s e s 
whether Federal reserve bank stock outstanding in the name of the 
inso lvent member bank i s to be treated by the Federal reserve bank 
as c o l l a t e r a l , or as a s e t o f f to be appl ied against the indebtedness of 
the inso lvent bank, claim being made for the net d i f f e r e n c e on ly . Under 
the recent ins truc t ions of the Comptroller, Federal reserve bank stock i s 
required to be treated as a se t o f f and not as c o l l a t e r a l . This regula-
t i on i s based on a port ion of the opinion i n the case of Federal Reserve 
Bank of- Minneapolis v . F i r s t National Bank of Eureka, above re ferred to : 
but i t does not appear that t h i s was one of the contested points in the 
case . On the contrary i t seems to ijave been conceded. The opinion, there-
fore , cannot be considered as of much importance on t h i s p o i n t . 

Most o f the Counsel who expressed an opinion on t h i s point 
f e e l that Federal reserve bank sfopek should be treated as c o l l a t e r a l 
and not as a s e t o f f . Sect ion 6 o f "the Federal Reserve Act provides 
that upon the insolvency of a member bank the Federal reserve bank 
stock he ld by i t s h a l l be cance l led and the proceeds appl ied f i r s t 
to the debts of the inso lvent bank and the balance, i f any, paid to the 
r e c e i v e r . Prior to insolvency the member bank has no claim against 
the Federal reserve bank on the stock; i t merely has an i n t e r e s t in the 
Federal reserve bank as represented by the s tock. On the date 
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of insolvency a l s o there i s no debt due the member bank from the 
Federal reserve bank on the stock because the stock has not been 
cance l led . Certainly up to the time of cance l la t ion , there i s no 
debt due the member bank on such stock, and s ince the claims are 
proven as of the date of insolvency i t does not seem that the 
proceeds of Federal reserve bank stock i s a proper item for s e t 
o f f . Furthermore, i t seems to be the in tent ion of Sect ion 6 of 
the Federal Reserve Act that the proceeds of Federal reserve bank 
stock s h a l l be used to save the Federal reserve bank from l o s s , as 
f a r as p o s s i b l e in cases of insolvency, only the remainder a f t e r 
paying the debts of the insolvent bank being paid to the rece iver . 
I t i s apparently the in tent ion that the Federal reserve bank s h a l l 
not account to the rece iver for anything due on the stock u n t i l 
a l l the claims of the Federal reserve bank against the inso lvent 
bank have f i r s t been s a t i s f i e d . 

Summarizing the conclusions of the majority of the Coun-
s e l of the Federal reserve banks, with which conclusions I concur, 
i t may be sa id: 

(1) That the p o s i t i o n of the Comptroller of the Currency i s 
correct i n that no rediscount which has been paid in f u l l or other-
wise s a t i s f i e d should be permitted to p a r t i c i p a t e i n dividends sub-
sequent to the s a t i s f a c t i o n of the rediscount; but that t h i s pur-
pose may be accomplished much more conveniently and with l e s s 
trouble to a l l p a r t i e s concerned by the f i l i n g of one claim for a l l 
rediscounts but t rea t ing and describing each separate ly . 

(2) The proceeds of Federal reserve bank stock should not 
be considered as a s e t - o f f to be appl ied against the indebtedness 
of the inso lvent nat ional bank to the Federal reserve bank, but 
should be considered i n the same category as c o l l a t e r a l ; and the 
Federal reserve bank should be permitted to f i l e i t s claim for 
the e n t i r e amount of indebtedness and to rece ive dividends thereon 
without deducting anything for the proceeds of the Federal reserve 
bank stock with the prov i so , of course, that the t o t a l amount of 
dividends p lus the proceeds of such stock s h a l l not exceed the 
amount of the claim of the Federal reserve bank. 

Under date of May 15th the Comptroller's o f f i c e i ssued 
a c i r c u l a r l e t t e r to a l l Federal reserve banks out l in ing a uniform 
prac t i ce with respect to claims by Federal reserve banks against 
inso lvent nat ional banks which the Comptroller's o f f i c e proposed 
to put into e f f e c t . A copy of t h i s c i rcu lar l e t t e r i s r e s p e c t f u l l y 
submitted herewith. I t re -a f f i rms the Comptroller's view that 
separate claims must be f i l e d with regard to each rediscounted item; 
and that the Federal reserve bank stock he ld by an inso lvent bank 
should be o f f s e t against the claims hold by that bank. The c i rcu lar 
a l so s t a t e s that a Federal reserve bank i s e n t i t l e d to i n t e r e s t 
on i t s claims only a t a rate equivalent to i t s current discount rate , 
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and i t i s be l i eved that t h i s i s not s t r i c t l y correct , though i t 
i s understood that Federal reserve banks frequent ly have waived 
t h e i r r ight to any i n t e r e s t on such claims in excess of the ir 
going rediscount r a t e s . The c ircu lar goes into much d e t a i l , i s 
not y&tirely c l ear , and may be incorrect in other respects a l s o . 

In view of a l l these circumstances, and in order that 
a complete understanding may be arr ived a t between the Federal 
reserve banks and the Comptroller's o f f i c e with regard to t h i s 
en t i re subject , i t i s r e s p e c t f u l l y recommended that a conference 
be arranged between the Comptroller's o f f i c e and Counsel to a l l 
i n t e r e s t e d Federal reserve banks to discuss the Comptroller's 
c i r c u l a r of May 15th, and i f p o s s i b l e to agree upon such modi-
f i c a t i o n s and c l a r i f i c a t i o n s thereof as may be necessary. 

A draft of a l e t t e r to the Governors of a l l Federal r e -
serve banks suggest ing that such conference bo arranged and 
transmitt ing a copy of t h i s memorandum together with copies of 
l e t t e r s rece ived from Counsel to a l l Federal reserve banks i s 
r e s p e c t f u l l y submitted herewith. 

Respect fu l ly , 

Walter Wyatt, 
General Counsel, 

Papers attached. 

WW OMC 

I 
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314 
E X C E R P T S 

from the 

JUNE, 1925 

Issue of the 

F E D E R A L R E S E R V E B U L L E T I N 

American c r e d i t s . 

Two separate c r e d i t s have "been e s tab l i shed in the United S ta te s , one by the 

B r i t i s h Government and one "by the Bank of England. A credi t of $100,000,000 was 

arranged by the B r i t i s h Government with J . P. Morgan and Company and a cred i t of 

$200,000,000 by the Bank of England with the Federal Reserve Bank of New York in 

par t i c ipa t ion with other Federal reserve banks and with the approval of the Fed-

eral Reserve Board, 

Under i t s arrangement with the Bank of England the Federal Reserve Bank of 

New Yp'rk undertakes to s e l l gold on cred i t to the Bank of England from time to 
\ 

time during the next two years, but not to exceed $200,000,000 outstanding at any 

one time. The credi t i s to bear in t ere s t to the extent that i t i s ac tua l ly used 

at a rate of one per cent above the New York reserve bank's discount rate , with a 

minimum of 4 per cent and a maximum of 6 per cent, or, i f the Federal reserve d i s -

count rate exceeds 6 per cent, then at the rediscount rate of the bank. The rate 

of i n t e r e s t to be paid by the B r i t i s h Government on the cred i t which i t has e s -

tabl i shed i s to be determined in a s imi lar manner. Upon the purchase of gold the 

Bank of England w i l l p lace on i t s books to the cred i t of the Federal Reserve Bank 

of New York an equivalent deposit in pounds s t e r l i n g . This deposit may be used 

from time to time by arrangement with the Bank of England i n the purchase of e l i g i -

b le s t e r l i n g commercial b i l l s which sha l l be guaranteed by the Bank of England, and 
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in that case discount earned on the b i l l s w i l l "be applied to the payment of i n t e r e s t . 

If occasion a r i s e s for the use of t h i s cred i t , support can be given to s t e r -

l i n g exchange e i ther through the purchase of s t e r l i n g b i l l s i n New York or abroad, 

or gold can be shipped to other countries on B r i t i s h account. Thus the Bank of 

England could meet a fore ign demand for gold without reducing i t s own reserves , 

or i t could replenish i t s reserves by withdrawing gold from t h i s country or by 

earmarking i t in New York. The form i n which the cred i t would be used would de-

pend upon the circumstances a t the time. 

In making these arrangements with the Bank of England, the Federal Reserve 

Bank of New York proceeded under authori ty of the Federal Reserve Act, which in 

addit ion to granting the reserve banks power to make contracts , authorizes them 

under rules and regulat ions prescribed by the Federal Reserve Board to deal in 

gold coin or b u l l i o n at home or abroad, to purchase and s e l l i n the open market, 

a t home or abroad, cable t rans fers or bankers' acceptances and b i l l s of exchange 

of the kinds and matur i t i es e l i g i b l e f o r rediscount; and with the consent, or 

upon the order and d i rec t i on of the Federal Reserve Board, to open and maintain 

accounts i n fore ign countries , appoint correspondents and e s t a b l i s h agencies in 

such countries wheresoever i t may be deemed best f o r the purpose of purchasing, 

s e l l i n g , and c o l l e c t i n g b i l l s of exchange, and with the consent of the Federal 

Reserve Board to open and maintain banking accounts for such fore ign correspond-

ents or agenc ies . 

In January of t h i s year the Federal Reserve Bank of New York was authorized 

by the Federal Reserve Board to make the arrangements with the Bank of England 

which have been described. Af ter the passage of the Sold Standard Act by the B r i t -

i s h Parliament in May, the Federal Reserve Board, approved in d e t a i l the arrangements 

made by the New York Federal Reserve Bahjc. In g iv ing approval the Board be l i eved 

that the arrangement? would be an e f f e c t i v e a id toward general resumption of 

gold payments. 
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TREASURY DEPARTMENT 8 : 1 6 

Off ice of the Secretary 
WASHINGTON 

June 8, I925. 
The Governor 

Federal Reserve Board. 

Sir: 
lou are hereby advised that the Department has referred to the D i s -

bursing Clerk, Treasury Department, for payment, the account of the Bureau 
of Engraving and Printing for preparing Federal reserve notes during the 
period May 1, 1925, to May 2 9 , 1925, amounting to $144,375-00, as f o l l o w s , -

Federal Reserve Notes,* 1914 

$5 $10 $20 $50 Total 
B o s t o n . . .500,000 400,000 200,000 — 1,100,000 
New York 1,000,000 — — — 1,000,000 
Philadelphia 500,000 — — 25,000 525,000 
Cleveland — 50,000 25,000 75,000 
Richmond 300,000 200,000 — — 500,000 
Atlanta 100,000 — — — 100,000 
Minneapolis 100,000 — — — 100,000 
Kansas City 100,000 — — — 100,000 
San Francisco 200,000 — 50,000 — 250,000 

2,800,000 600,000 300,000 50,000 3,750,000 

3,750,000 sheets at $38.50 per M $144,375.00 

The charges against the several Federal Reserve Banks are as f o l l o w s , -

Cornpen- Plate 
Sheet s sa t ion Printing Materials Total 

$1+2,350.00 
38,500.00 
20,212.50 

2 ,887.50 
19,250.00 
3 ,850.00 
3 ,850.00 
3 ,850.00 
9 ,625.00 

Boston 1 , 1 0 0 , 0 0 0 $ 1 9 , 5 2 5 . 0 0 $ 8 , 9 9 8 . 0 0 $ 1 3 , 8 2 7 . 0 0 
New York . . . . 1 , 0 0 0 , 0 0 0 1 7 , 7 5 0 . 0 0 8 , 1 8 0 . 0 0 1 2 , 5 7 0 . 0 0 
Philadelphia. 5 2 5 , 0 0 0 9,318.75 4 , 2 9 4 . 5 0 6,599.25 
Cleveland . 7 5 , 0 0 0 1 , 3 3 1 . 2 5 6 1 3 . 5 0 942.75 
Richmond . . . . 5 0 0 , 0 0 0 8 , 8 7 5 . 0 0 4 , 0 9 0 . 0 0 6 , 2 8 5 . 0 0 
Atlanta 1 0 0 , 0 0 0 1 , 7 7 5 . 0 0 8 1 8 . 0 0 1 , 2 5 7 . 0 0 
Minneapolis . 1 0 0 , 0 0 0 1 , 7 7 5 . 0 0 8 1 8 . 0 0 1 , 2 5 7 . 0 0 
Kansas City . 1 0 0 , 0 0 0 1 , 7 7 5 . 0 0 8 1 8 . 0 0 1 , 2 5 7 . 0 0 
San Francisco 2 5 0 , 0 0 0 4 , 4 3 7 . 5 0 2 ,045.00 3,142.50 

3 , 7 5 0 , 0 0 0 $ 6 6 , 5 6 2 . 5 0 $ 3 0 , 6 7 5 . 0 0 $47,137.50 

The Bureau appropriations w i l l he reimbursed in the above amount from 
the inde f in i t e appropriation "Preparation and Issue of Federal Reserve Notes , 
Reimbursable", and i t i s requested that your board cause such i n d e f i n i t e 
appropriation to be reimbursed in l ike amount. 

Respectful ly , 

S. R. Jacobs, 
Deputy Commissioner. 
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TREASURY DEPARTMENT 

Off i ce of the Secretary 
WASHINGTON 

June 8, 1925. 

The fS&vernor 
Federal Reserve Board. 

Sir: 

You are hereby advised that the Department has referred to the 
Disbursing Clerk, Treasury Department, f or payment, the account of 
the Bureau of Engraving and Print ing f o r preparing Federal reserve 
notes on May 4 , I925, anounting to $19.25, as f o l l o w s , -

Federal Reserve Notes , 1918 

Denomination Sheets 

Cleveland . $1,000 500 

500 sheets at $38.50 per M $19.25 

The charges against the Federal Reserve Bank of Cleveland are 
as f a l l o w s , -

Compensation $ 8 .88 
Plate Pr int ing 4*09 
Materials 6 .28 

19.25 

The Bureau appropriations w i l l be reimbursed i n the above amount 
from the i n d e f i n i t e appropriation "Preparation and Issue of Federal 
Reserve Notes , Reimbursable", and i t i s requested that your board cause 
such i n d e f i n i t e appropriation to be reimbursed i n l ike amount. 

Respec t fu l ly , 

S. R. Jacobs, 
Deputy Commissioner. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD x<?4348 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

June 10, 1925. 

SUBJECT: Code word, to cover new i s sue of Cert i -
f i c a t e s of Indebtedness, Series TJ 1926, 
in te legraphic transact ions . 

Dear S i r : 

In connection with te legraphic transact ions 
i n Government s e c u r i t i e s between Federal Reserve 
Banks, the code word "Befuddled" has been designated 
to cover the new i s sue of C e r t i f i c a t e s of Indebted-
ness dated June 15, 1925, Ser ies TJ 1926. 

This word should be inserted in the Federal 
Reserve Telegraphic Code Book, fo l lowing the supple-
mental code word "Befringe" at the bottom of page 24. 

Yours very t ru ly , 

J . C. Hoel l , 
Ass i s tant Secretary. 

To Governors of a l l F.R.Banks. 
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a d d r e s s 

D e l i v e r e d by 

E. H. Cunningham 

a t t h e 

SOUTH DA M m BANKERS' C(EWTIOH 
BECOHHrrS, SOUTH DAKOTA 

June 1 5 t h , 1925. t 

R e l e a s e d f o r t h e P r e s s 
12:00 M . , June 1 5 t h , 1925 , 
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I r e a l l y do not f e e l as though I hid fol lowed ardors very 

s t r i c t l y in preparing vfcat I have to say to you for I have not f o l -

lowed c l o s e l y the t ex t that your committeeman assigned to me. I 

have wandered f a r from what might be considered as a proper in terpre ta -

t i o n of the subject "Financing t h o Business of Farming". I have, however, 

undertaken to "bring to your a t t en t ion the fundamentals underlying the 

p r i n c i p l e s of c o l l e c t i v e l y f inancing tho f a m o r . I know that the 

Amorican Public i s about fed up on ideas and p o l i c i e s for t h i s , that 

and tho other t h i n g , u n t i l i t irould so en that the pat ience of a l l must bo 
said 

nearly exhausted. So much has bea t during the past few years abent 

the embarrassing f i n a n c i a l s tatus of those engaged in the bus iness of 

farming, that one begin# to vender how i t i s pos s ib l e that f a m i n g s t i l l 

surv ives . Certain i t i s that the f i n a n c i a l e x t i n c t i o n of tiie farmer has 

been predicted more o f t e n in the past f i v e years than that of any other 

c l a s s . The outstanding pecu l iar i ty of the bus iness i s the amount of mis-

representat ion that i t can funct ion under and s t i l l remain so lvent . No 

business w i t h i n the range of iqy knowledge has boon so c o n s i s t e n t l y mis-

represented as has been the business of f a m i n g in tho past few years* 

I t i s true that Agr icu l ture , as an indus t iy , has probably had mare cause 

f o r complaint and has probably met with more economic embarrassment 

during tho period of readjustment, than has any other going bus iness . 

Those of you #10 are engaged in other kinds of b u s i n e s s , and e s p e c i a l l y 

that of banking, w i l l , I am sure, recognize the harm that cones from such 

unwarranted p u b l i c i t y . 
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X-4349 
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An industry that desponds en t i re ly upon t h e natural processes 

of production encouraged as i t i s by the t h r i f t y habits of the people 

engaged t h e r e i n , can never becomo inso lvent ; and I be l i eve the time i s 

at hand when t h e people of t h i s countiy who are engaged in farming 

should undertake to remove tho impression that has become so general 

throughout the countiy '.vith regard to the shortcomings of the industry 

in which they are engaged. I can think of no other business that could 

prosper or even thr ive for a period of one season under l i k e circumstances* 

Certain i t i s that Agriculture has had i t s cross to carry daring the past 

few years and i t w i l l always be subject more or l e s s to the many v i c i s s i -

tudes of nature that air round tho industry, but, i t should not bo obliged 

to carry tho d i s c r e d i t that attaches to i t a t th i s time by reason of the 

ind i scree t expressions of those who thought less ly misrepresent i t# 

Agricul ture , vtfien recognized as being basic in i t s r e l a t i o n s h i p 

to every other a c t i v i t y of the country, becomes moro fundamentally v i t a l 

when we consider i t from the standpoint of i t s b e i n g tho only industry 

that i s primari ly engaged in the production of tho n e c e s s i t i e s of l i f e . 

I f the bus iness i s unsat i s fac tory , i t i s proper to inquire as to the 

cause of the trouble and in what d i rec t i on r e l i e f i s t o bo found. 

Certain i t i s that we need t o be aroused to a more thorough study of the 

important f a c t o r s tha t are contributing t o tho present uncertainty . Many 

industr ies have boon stimulated to the point where they have become top-

heavy. The casual observermight get the impress!on that the foundation 

of bus iness has been neglected in favor of the f r i l l s and n o n - e s s e n t i a l s . 

In our highly complex s o c i a l system i t i s d i f f i c u l t to discr iminate 
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"between the e s s e n t i a l and non-essent ia l industr ies ; "but- of one th ing we 

are certa in and that i s that Agriculture i s the hub abcnit which a l l e l s e 

revolves . The farmer i s dependent upon some phases of manufacturing to 

supply h i s needs , hut absolute ly everyone i s dependent upon the farmer. 

And when the p r i c e s that the farmer rece ives f o r h i s products are 

1 s t a b i l i z e d at a f igure that w i l l enablo him to compete with the manu-

facturer far labor , aatd at the samo time leave a f a i r margin of p r o f i t , 

then America can f o o l that hor food problem i s secure, but when the 

farmer can not seo the p o s s i b i l i t y of a reasonable p r o f i t , ho l o s o s heart 

which r e s u l t s in smaller crops and incroasod p r i c c s . This i s recognized 

as a short - s ighted p o l i c y that w i l l defeat i t s e l f in the and; but the 

individual farmer, however, i s only human and he i s quite natural ly more 

in teres ted in h i s own immediate welfare than in any abstruse problem of 

world economics. Before farm l i f o can bo made a t t r a c t i v e and s a t i s f y i n g , 

i t must be made p r o f i t a b l e . 

In the foregoing I am not undertaking to draw a p ic ture of 

agr icu l tura l condit ions i n any way fore ign to the State of South Dakota* 

In any attempt to analyze the present condit ion of agr icul ture 

one can not do be t ter than study the things that have taken place s ince 

1910. This period i s except ional ly favorable for study or a n a l y s i s s ince 

i t includes about f i v e years before the war, the war period, viion a l l 

economic a c t i v i t i e s were used in the production of war mater ia ls and the 

years of readjustment a f t e r the c e s s a t i o n of h o s t i l i t i e s . In 1909 the 

value of a l l crops produced in the United Sta tes was $5 ,200,000,000 and 

in 1919, the year in which farm pr ices were at t h e i r highest l e v e l s , 
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the v a l u e was $ 1 4 , 7 5 0 , 0 0 0 , 0 0 0 . In 1920 a s a r e s u l t o f t h e d e c l i n e i n p r i c e s , 

the v a l u e o f farm p r o d u c t s d e c l i n e d to $ 1 0 , 2 0 0 , 0 0 0 , 0 0 0 and i n 1921 "both 

p r o d u c t i o n and p r i c e s f e l l o f f and the v a l u e of farm p r o d u c t i o n was about 

$ 6 , 5 0 0 , 0 0 0 , 0 0 0 . S i n c e 1921 A g r i c u l t u r e has been r e c o v e r i n g r a p i d l y from 

the d e p r e s s i o n and i n 1924 the v a l u e of crops reached $ 1 0 , 3 2 7 , 0 0 0 , 0 0 0 -

approx imate ly t w i c e a s l a r g e a s "before the war. 

Another way of measuring the more important changes t h a t have 

occurred s i n c e 1909 i s made p o s s i b l e by comparing t h e number of p e o p l e 

l i v i n g on farms and i n the s m a l l e r towns t h a t a r e dependent on a g r i c u l t u r e 

or p r i m a r i l y a g r i c u l t u r a l i n c h a r a c t e r . During the decade of 1910 and 1920 

the number of our r u r a l p o p u l a t i o n i n c r e a s e d from 4 9 , 8 0 6 , 0 0 0 t o 5 1 , 4 0 6 , 0 0 0 

or a l i t t l e more than t h r e e por c e n t . At the same time t h e number of our 

urban p o p u l a t i o n i n c r e a s e d from 4 2 , 1 6 6 , 0 0 0 t o 5 4 , 3 0 5 , 0 0 0 , or about 29 p e r 

c e n t . There has been an i n c r e a s e of about 18 p e r c e n t i n t h e p h y s i c a l 

volume o f crops produced b e f o r e and s i n c e the war and t h e v a l u e of t h e s e 

crops i n 1924 was about t w i c e a s g r e a t a s b e f o r e the war. 

The crop i n the S t a t e of South Dakota i n 1909 was v a l u e d a t 

$ 1 2 6 , 0 0 0 , 0 0 0 and i n 1919 i t was about $ 3 5 7 , 0 0 0 , 0 0 0 , the h i g h e s t l e v e l i n 

h i s t o r y . During the f o l l o w i n g two y e a r s the v a l u e of t h e s e crops d e c l i n e d 

and was lower i n 1921 than b e f o r e the war. Every y e a r s i n c e 1921 

has s e e n an i n c r e a s e i n the v a l u e of crops grown i n the S t a t e and i n 1924 
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a l l c r o p s were v a l u e d a t $ 2 3 9 , 0 0 0 , 0 0 0 - a l i t t l e l e s s than t w i c e t h e 

pre -war v a l u e s . Fewer p e o p l e were engaged i n A g r i c u l t u r e i n t h e S t a t e 

i n 1920 t h a n i n 1910 , b a t p e o p l e occup ied i n o ther i n d u s t r i e s were i n 

s l i g h t l y l a r g e r number than b e f o r e t h e war* As i n t h e s a t i r e c o u n t r y , 

f ewer p e o p l e were engaged i n A g r i c u l t u r e i n t h e S t a t e than b e f o r e the 

war, but t h e y were a b l e t o produce c r o p s worth about t w i c e the pre-war 

v a l u e . 

A n a l y s i s of tho r e t u r n s from t h e important c r o p s i n t h e S t a t e 

shows t h a t a l l ihavo had a r a p i d r e c o v e r y s i n c e the d e p r e s s i o n of 1921. 

f iLUE OF DIFFERENT CROPS IN SOUTH DAKOTA 
(In thousands of d o l l a r s ) 

1921 1922 1 9 2 3 . 1924 
Corn 3 2 , 6 6 4 5 5 , 0 1 9 7 5 , 4 9 2 7 9 , 9 9 2 
Wheat 2 2 , 6 0 3 3 6 , 8 1 1 22 ,287 4 2 , 6 7 2 
Oats 1 1 , 6 6 0 23 ,808 2 4 , 2 8 4 3 9 , 2 2 0 
Hay 2 4 , 0 9 1 3 1 , 6 9 4 3 8 , 3 2 5 3 0 , 1 2 3 
B a r l e y 5 , 5 2 2 8 , 5 1 0 8 , 0 1 0 1 4 , 3 5 4 
F l a x 1 , 9 5 2 3 , 0 9 3 5 , 0 2 1 9 , 5 8 7 
Rye 1 , 7 7 2 5 , 2 8 3 1 , 7 1 3 3 , 0 1 5 
P o t a t o e s 5 , 8 7 4 3 , 7 7 5 3 , 4 0 7 2 , 7 9 5 

Tota l 8 c r o p B l 0 6 , 1 3 8 1 6 7 , 9 9 3 178 ,539 2 2 1 , 7 5 8 

T o t a l a l l 
c r o p s 1 1 4 , 6 0 3 1 8 1 , 1 9 0 1 9 3 , 4 9 8 238 ,916 
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Problems, however , are a r i s i n g which a r e go ing t o r e q u i r e the 

d e e p e s t thought on the part of the farmer and a l l o t h e r s who are concerned 

w i t h the w e l f a r e of American A g r i c u l t u r e . Throughout h i s t o r y the American 

farmer has been an i n d i v i d u a l i s t . He, a p p a r e n t l y , has been p e r f e c t l y c o n -

t e n t e d t o grew h i s crop and market i t i n d e p e n d e n t l y . He was not concerned 

p r i m a r i l y w i t h what h i s n e i g h b o r s , or even t h o s e who were growing s i m i l a r 

c r o p s , were d o i n g . During t h e p a s t t w e n t y - f i v e y e a r s , however , a s our i n -

d u s t r i a l and economic o r g a n i z a t i o n s have become more complex , the e f f e c t i v e -

n e s s of t h i s i n d i v i d u a l i s t i c p o l i c y has become l e s s and l e s s . In s o f a r 

a s product ion i s concerned , by the a p p l i c a t i o n of the most s c i e n t i f i c meth-

ods accompanied by modern equipment, the farmer can a f f o r d i n some c a s e s t o 

conduct h i s o p e r a t i o n s i n an independent manner; b u t , when we c o n s i d e r such 

q u e s t i o n s a s market ing and d i s t r i b u t i o n , the farmer i s n e c e s s a r i l y s u b j e c t e d 

t o many f a c t o r s over w h i c h h e , a s an i n d i v i d u a l , has no c o n t r o l . 

ISy one o b j e c t and d e s i r e i n coming here a t t h i s t ime i s t o r e -

new my p l e a d i n g s t o the farmers of South Dakota t o undertake the o r g a n i z a -

t i o n and c a r r y i n g out of more e f f i c i e n t p o l i c i e s of f i n a n c e and c o o p e r a t i v e 

marketing and t o endeavor , i f p o s s i b l e t o h e l p him t o r e a l i z e h i s r e s p o n s i -

b i l i t i e s in working out a s o l u t i o n . 

During t h e p a s t t h r e e y e a r s o r g a n i z a t i o n s f o r the c o o p e r a t i v e 

market ing of a g r i c u l t u r a l commodit ies have grown r a p i d l y i n a l l s e c t i o n s 

of the country and w i t h t h e growth of t h e s e i n s t i t u t i o n s , methods of hand-

l i n g and f i n a n c i n g the crops have been evo lved which are d i f f e r e n t in many 

r e s p e c t s from t h o s e used by the old e s t a b l i s h e d a g e n c i e s , 
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In the c o t t o n growing r e g i o n s the growth of c o o p e r a t i v e market-

ing has boen p a r t i c u l a r l y s i g n i f i c a n t but s i n c o the t ime r e -
"V 

quired f o r c o t t o n t o pass through the channels of d i s t r i b u t i o n i s c o n -

s i d e r a b l y g r e a t e r than the more h i g h l y p e r i s h a b l e p r o d u c t s , the 

problems of f i n a n c i n g are somewhat d i f f e r e n t . 

As t h e c o t t o n growers have become more e f f i c i e n t in the 

f u n c t i o n i n g of t h e i r c o o p e r a t i v e a s s o c i a t i o n s , I r e f e r e s p e c i a l l y t o them 

as an i l l u s t r a t i o n of what can be done through a w e l l organized coopera -

t i v e a s s o c i a t i o n both i n the q u e s t i o n s of f i n a n c e and d i s t r i b u t i o n . The 

problem of f i n a n c i n g t h e c o t t o n a s s o c i a t i o n a r i s e s when t h e growers d e -

l i v e r t h e i r products t o t h e a s s o c i a t i o n f o r market ing . Funds are needed 

by the farmer t o l i q u i d a t e h i s i n d e b t e d n e s s incurred in the product ion of 

the crop and t o provide f o r n e c e s s a r y e x p e n d i t u r e s u n t i l the whole crop 

i s f i n a l l y s o l d . To meet t h i s demand the c o o p e r a t i v e a s s o c i a t i o n s gen-

e r a l l y have agreed t o advance t o the farmer a t the t ime he d e l i v e r s h i s 

c rop ,about 50 t o 60 per cent of i t s market va lue or t o make a d i r e c t a d -

vance of a d e f i n i t e amount. S ince the a s s o c i a t i o n s are organized w i t h -

out c a p i t a l s t o c k , i t i s n e c e s s a r y for them t o borrow h e a v i l y t o make the 

b i g advances t o t h e producers a t the h a r v e s t s e a s o n , and t o r a i s e the n e c -

e s s a r y funds t o make the advances , t h e a s s o c i a t i o n s p ledge the commodities 

d e l i v e r e d by t h e farmer a s s e c u r i t y w i t h banks and other l o a n i n g i n s t i t u -

t i o n s throughout t h o Uni ted S t a t e s . 

The Cotton A s s o c i a t i o n s have used t h r e e p r i n c i p a l s o u r c e s f o r 

c r e d i t : 1 s t , t h e War Finance Corporat ion; 2nd, t h e F e d e r a l In termed ia te 
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C r e d i t Banks; 3rd , Commercial Banks ^ From September 1921 t o the end of 

1924, a p p r o x i m a t e l y $ 3 8 , 5 0 0 , 0 0 0 were advanced by the War Finance Corpora-

t i o n t o Coopera t ive Marketing A s s o c i a t i o n s a c o n s i d e r a b l e percentage of 

which i t i s r e a s o n a b l e t o s t a t e was advanced t o Cotton A s s o c i a t i o n s . As 

the A s s o c i a t i o n s have deve loped they have found i t l e s s d i f f i c u l t t o b o r -

row from banking i n s t i t u t i o n s and a l s o s i n c e e a r l y in 1923 t h e y have been 

borrowing s u b s t a n t i a l amounts from the Federa l I n t e r m e d i a t e C r e d i t Banks, 

p r i n c i p a l l y on s t r a i g h t l o a n s secured by Warehouse R e c e i p t s c o v e r i n g the 

commodity t h a t i s b e i n g marketed. In order t o f a c i l i t a t e the market ing 

and h a n d l i n g of the crop , t h e In termedia te Cred i t Bank u s u a l l y e n t e r s 

i n t o an agreement w i t h o bank or some other i n s t i t u t i o n l o c a t e d near the 

head o f f i c e of the Marketing A s s o c i a t i o n t o a c t ns c u s t o d i a n of the docu-

ments , warehouse r e c e i p t s or b i l l s of l ad ing which have boon pledged as 

c o l l a t e r a l t o secure t h e l o a n s . 

In f i n a n c i n g t h e i r o p e r a t i o n s , the a s s o c i a t i o n s have used two 

methods of s e c u r i n g bank c r e d i t : 1 s t , d i r e c t borrowing w i t h banks on prom-

i s s o r y n o t e s secured by warehouse r e c e i p t s ; 2nd, by a c c e p t a n c e s . S ince 

the method of borrowing from banks on c o l l a t e r a l n o t e s i s no t e s s e n t i a l l y 

d i f f e r e n t from t h a t f o l l o w e d by other customers of t h o s e i n s t i t u t i o n s , i t 

i s not n e c e s s a r y t o d e s c r i b e in d e t a i l the arrangements t h a t the a s s o c i a -

t i o n s have made w i t h banks t o secure c r e d i t of t h i s t y p e . There are c e r -

t a i n a d v a n t a g e s ; i n f i n a n c i n g such o p e r a t i o n s by u s i n g bankers 1 a c c e p t a n c e s 

and a s s o c i a t i o n s have turned t o t h i s medium f o r o b t a i n i n g funds and most 

s a t i s f a c t o r y r e s u l t s have boon had. As the a s s o c i a t i o n s have become 
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es ta"bl i shed , i t has boon r e l a t i v e l y e a s i e r far them to arrange a c c e p t a n c e 

c r e d i t s i n t h o c e n t r a l money markets of the c o u n t r y . B e f o r e a n a l y s i n g 

the a c c e p t a n c e p l a n i n d e t a i l i t i s n e c e s s a r y t o d i s c u s s "br ie f ly t o what 

ex tent i t has "been u s e d by t h e Cotton A s s o c i a t i o n s . The A s s o c i a t i o n s 

from which data a r e a v a i l a b l e and the volume of a c c e p t a n c e s u s e d f o r the 

market ing s e a s o n of 1923 and 1924 are shewn i n t h e f o l l o w i n g t a b l e : 

Alabama - $ 4 , 2 5 0 , 0 0 0 South Caro l ina - 1 1 , 6 5 5 , 5 0 0 
Arizona - 1 2 0 , 0 0 0 Texas «• 5 , 0 0 0 , 0 0 0 
Georgia - 8 0 0 , 0 0 0 
Worth C a r o l i n a - 1 2 , 9 0 0 , 0 0 0 

Making a t o t a l of $ 3 4 , 7 2 5 , 5 0 0 . 

In arrang ing acceptone e c r e d i t s w i t h a bank* each a s s o c i a t i o n 

e n t e r s i n t o an agreeitient w i t h the bank c o v e r i n g the a g g r e g a t e amount of 

c r e d i t t h a t i t e x p e c t s t o u s e during t h e market ing s e a s o n . The a s s o c i a -

t i o n t h e n draws d r a f t s on t h e bank from t i m e to t ime a s f u n d s a r e needed 

d u r i n g the market ing s e a s o n . A l l d r a f t s must mature and b e p a i d i n f u l l 

by J u l y 3 0 t h of t h e y e a r f o l l o w i n g t h a t i n which the commodity i s p r o -

duced. In the c a s e of the I n t e r m e d i a t e Credi t Banks i t i s u s u a l t o 

appo int a t r u s t e e or c u s t o d i a n near the o f f i c e o f the a s s o c i a t i o n to 

hand le the documents f o r the a s s o c i a t i o n and t h e a c c e p t i n g bank and each 

d r a f t t h a t the a s s o c i a t i o n draws on the a c c e p t i n g bank must be s e c u r e d 

by the f o l l o w i n g documents p l a c e d w i t h the t r u s t e e * l e t , n e g o t i a b l e 

warehouse or compress r e c e i p t s r a t i n g s p e c i f i c b a l e s of c o t t o n or 

n e g o t i a b l e r a i l r o a d b i l l s o f l a d i n g s 
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2nd. Insurance p o l i c i e s c o v e r i n g the c o t t o n p l e d g e d . 

3 r d . A s t a t e m e n t by l i c e n s e d c l a s s i f i e r of c o t t o n tha.t t h e c o t t o n i s c l a s s e d 

and graded in accordance w i t h s tandards s e t up by the U. S. Department of 
* 

A g r i c u l t u r e . 

Whild only a few of the a s s o c i a t i o n s have at tempted t o s e l l 

t h e i r a c c e p t a n c e s a t open market r a t e s , the a s s o c i a t i o n ^ which are s t i l l 

borrowing a t a f l a t r a t e i n c l u d i n g a commission f o r a c c e p t i n g , have been 

a b l e t o o b t a i n funds a t a much c h e a p e r * r a t e , u s u a l l y between 4 and 5 per 

c e n t , than t h e i n d i v i d u a l producers could secure in t h e i r r e s p e c t i v e mar-

k e t i n g c e n t e r s . A l l d r a f t s drawn by the a s s o c i a t i o n under the terms of 

the acceptance agreement are required t o conform w i t h t h e Rules and Regu-

l a t i o n s of tho F e d e r a l Reserve Board which makes them e l i g i b l e f o r r e d i s -

count or purchase in the Open Market by the Federa l Reserve Banks. 

Any p r e j u d i c e t h a t may have e x i s t e d in the minds of the pub l i c 
m . ^ ^ . ' e s p e c i a l l y 

g e n e r a l l y a g a i n s t farmers o r g a n i z a t i o n s , and " c o o p e r a t i v e o r -

g a n i z a t i o n s , has l a r g e l y d i s a p p e a r e d , and they- arc looked upon today as 

the one s t r o n g farm i n f l u e n c e t h a t can be mot" in g e n e r a l c o u n c i l upon 

any important problem i n the r e l a t i o n s h i p s of l i f e and i t i s f e l t t h a t 

t h e y w i l l c o n s i d e r such important problems w i t h a due regard f o r tho 

i n t e r e s t s and w e l f a r e of a l l tho peop le . The farmers of America do 

not organize t o d e s t r o y good government as the farmer i s , by the nature 

of h i s b u s i n e s s , b o t h c a p i t a l i s t and l a b o r i n g man, and as such , i s the 

one e lement in s o c i e t y t h a t w i l l be found i n the f r o n t ranks of t h o s e 
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f o s t e r i n g Amorioa and Amorican i n s t i t u t i o n s . 

Novor i n t h e h i s t o r y of the country has t h e r e boon such a i e s i r o 

shewn on tho part of the p u b l i c t o h o l p the farmer in ovary way p o s s i b l e 

through l e g i s l a t i o n a s dur ing the pas t few y e a r s . To ment ion e v e r y t h i n g 

t h a t has been accompl i shed would load i n t o a t o o l e n g t h y d i s c u s s i o n s o wo 

w i l l c o n f i n e o u r s e l v e s on t h i s o c c a s i o n t o the few s p e c i f i c enactments 

t h a t wore in tended t o bo of p a r t i c u l a r v a l u e t o A g r i c u l t u r e : 

— 1 1 — 
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In 1520, the farmer through h i s organizat ions made a u n i v e r s a l 

demand for the enactment of a s p e c i a l t a r i f f law which was favorably re -

sponded to by the Congress# 

Hie farmer, through h i s organizat ions , demanded l e g i s l a t i o n that 

would permit him to ac t in the marketing of h i s products, cooperat ive ly in 

a lawful manner, which request was granted by the Congress. 

The farmer a l s o made a demand f o r an increase in the loan l i m i t in 

the Federal Farm Loan Act from $10,000 to $25>000J which was a l s o approved 

by Congress. 

Through an almost unanimous request on the part of the farmer, the 

War Finance Corporation was renewed by Congress in 1^21. 

, In reply to a demand from the farmer, the Congress of the United 

S ta te s enacted the fit-called Packer and Stockyards Act by which the 

Administration e x e r c i s e s c e r t a i n supervisory control over the terminal 

stockyards and l a r g e packing i n d u s t r i e s of the country. 

L e g i s l a t i o n was a l s o passed at the request of the farmer which seeks 

to regulate and supervise the Grain Exchanges of the country. 

The farmer made a demand f o r the enactment of a law which would 

extend him l i b e r a l c r e d i t in the operation of h i s bus iness . The r e s u l t 

was the passage of the Federal Intermediate Credit Act. 

The farmer made a demand f o r access to the c r e d i t s of the Federal 

Reserve System and Congress l i b e r a l i z e d the Federal Reserve Act by g iv ing 

the farmer greater access to the cred i t f a c i l i t i e s extended through that 

system. 

During the l a s t sess ion of Congress, the demands of the farmers for 
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l e g i s l a t i o n which would be h e l p f u l to their bus iness , and which the Admin-

i s t r a t i o n encouraged in every he lp fu l way, were not properly coordinated 

and t h i s together with the r iva l ry between farm leaders f o r the honor of 

being the or ig ina tor of the plan f o r such he lp fu l l e g i s l a t i o n , resulted in 

complete confusion in the minds of the farm elements in Congress as to 

what was the most des irabl# thing to be done in order to be of rea l help to 

the man who a c t u a l l y t i l l s the s o i l and produces the crops* 

I f I were asked the question a t th is moment as to what b e n e f i t had 

come to the farmers from a l l of t h i s so -ca l l ed farmer l e g i s l a t i o n , undoubt-

edly , I would have to answer that a t best i t was somewhat quest ionable in 

va lue . -Personal ly , I can see that u l t imate ly i t w i l l be very he lp fu l . 

Hhen you go to your homes, do me the favor of looking over the l i s t care-

f u l l y and I hope you w i l l g ive most serious considerat ion to the p o s s i b i l i -

t i e s apparent t h e r e i n , always providing, that the farmer w i l l a c t in a co-

operative s p i r i t and put h i s own house in order. I i n s i s t that a l l of the 

l e g i s l a t i o n in ex i s tence can not of i t s e l f create a market. The value 

to the farmer of l e g i s l a t i o n i s to come when he i s in & p o s i t i o n to funct ion 

through h i s organizat ion with a d e f i n i t e l y e s tab l i shed l e g a l s ta tus which 

w i l l insure the grea te s t i n t e g r i t y in h i s bus iness and protect him from 

outs ide i n t e r f e r e n c e . Al l the regulat ions dev ised for the supervision of 

the Boards of Trade or the packing i n d u s t r i e s , do not mean cooperative mar-

k e t i n g . One m i l l i o n d o l l a r s worth of indiscriminate marketing of farm 

products through a number of independent dea ler s , does not approach from 

any angle - cooperat ive marketing. The sum of i t a l l i s that l e g i s l a t i o n , 

by i t s e l f , means nothing to the producer u n l e s s i t can be accompanied by 

good business p r a c t i c e , i n t e l l i g e n t production and sound f inanc ing . 

The problem of orderly marketing i s the problem of the producer for 
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a l l t ime to come - a t l e a s t u n t i l he r e c o g n i z e s the d i s a d v a n t a g e s i n n o t 

b e i n g organized. . The farmer , i n meny i n s t a n c e s , i s t h e man who must 

assume the blame f o r the p r e s e n t t ime i n e f f i c i e n t methods o f market ing 

and he a p p a r e n t l y f a i l s to u n d e r s t a n d that e v e r y t h i n g o u t l i n e d a s h e l p f u l 

l e g i s l a t i o n d e a l s l a r g e l y , i f n o t e n t i r e l y , - w i t h the mechanics o f h i s 

b u s i n e s s . I t s h o u l d be u n d e r s t o o d that the p r i v i l e g e to s e t up a coop-

e r a t i v e a s s o c i a t i o n , f u l l y p r o t e c t e d by law, d o e s n o t r e s u l t i n any s e n s e 

i n c o o p e r a t i v e market ing . I t i s merely p e r m i s s i v e l e g i s l a t i o n in tha t 

i t c l e a r s the way f o r him to b r i n g about c o o p e r a t i v e market ing w i t h o u t 

embarrassment f rom o u t s i d e r s . The mechanics o f c o o p e r a t i o n , through which 

t h e farmers f u n c t i o n , i s a p i e c e of machinery t h a t must be p u t i n motion 

and operated by or through t h e farmer h i m s e l f . In t h e l i g h t of l e g i s l a -

t i o n that h a s been p a s s e d , i t would no t be an u n j u s t q u e s t i o n t o a sk why 

t h i s has n o t bean done. I a p p r e c i a t e t h a t i t might be c a l l e d a l e a d i n g 

q u e s t i o n , b u t , n e v e r t h e l e s s , on t h i s o c c a s i o n when we a r e making a t rue 

a n a l y s i s of our p r e s e n t s t a t u s , i t becomes p e r t i n on. t t o a.:rc; Can c o o p e r a -

t i o n i n i t s t r u e sense ,become a p r a c t i c a l t h i n g i n t h i s day of i n d i v i d u a l 

i n i t i a t i v e i n America? Far be i t from me to speak l i g h t l y or d i s p a r a g -

i n g l y of the i n d i v i d u a l s who w i s h t o c o n t i n u e to carry on w i t h o u t s a c r i -

f i c i n g t h e i r i n d i v i d u a l i n i t i a t i v e . This a t t r i b u t e i s p e c u l i a r l y adapted 

to and l a r g e l y c h a r a c t e r i s t i c of t h e American p e o p l e # American oppor tun i -

t i e s and p r i v i l e g e s a r e , i n the main, so r e s p o n s i v e t o i n d i v i d u a l a c t i v i t y 

t h a t even the p e r s o n born under o l d - w o r l d c o n d i t i o n s and env ironments , 

most s p e e d i l y r e c o g n i z e s i t s v a l u e and adapts h i m s e l f to i t * I t i s f i t t i n g 

and proper t h a t we, a s a p e o p l e , guard t h a t a t t r i b u t e w i t h j e a l o u s y / , and 

l o o k w e l l to i t s ^perpetuat ion i n the f u t u r e . I t mast be a d m i t t e d , 
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Taowever, that there cornea a time in the economics of "business progress and 

individual success when the i n t e r e s t s of the producer can be more e f f i c i e n t l y 

and economically Served through cooperative e f f o r t en the part of a l l pro-

ducers of a given commodity, than through individual e f f o r t . This i s one 

fundamental problem in your bus iness recognit ion of which has , in no sense , 

kept pace with the changes of time. I t i s a problem you must solve before 

you w i l l be" able to rece ive f u l l value fo£ the products you s e l l and before 

you w i l l be ab le to take advantage of the p r i v i l e g e s that are yours of ade-

quate f inanc ing , i n t e l l i g e n t production and orderly marketing; a l l of which 

are recognized as very potent f a c t o r s in the future success o f Agriculture. 

Cooperation i s the thing that enables you to control and rece ive for your 

own b e n e f i t the f u l l market value of the product# You argue, and j u s t l y 

s o , that various cooperative marketing plans are now in e f f e c t . This can 

be admitted only to some s l i g h t degree as they are e f f e c t i v e in such a 

small proportion Of cases that you are able to o f f e r but s l i g h t bene f i t 

to your members, \We are constant ly reminded of the e f f i c i e n c y of co-

operation as i t e x i s t s in some fore ign countr ie s . I am w i l l i n g to give 

due credi t t o statements as to the e f f i c i e n c y that e x i s t s in other countr ies , 

but I am not ready to admit that the people of the United S t a t e s , l i v i n g 

under i t s splendid p r i v i l e g e s for Individual success and representing such 

a large proportion of producing property owners, have yet come t o the po int 

where they are w i l l i n g to accept cooperation as i t e x i s t s i n other coun-

t r i e s where the c i t i z e n i s more on a common s ta tus than we are here in 

America* My experience and observation in t h i s matter have convinced me 

tha t our farmers take par t i cu lar pleasure in l i s t e n i n g to the statements 

that are sometimes extravagantly made with regard to the great b e n e f i t s 
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that have been obtained i n other countries through cooperation; but cannot 

be so ld to any great eztent to the idea of i t s p r a c t i c a b i l i t y in America. 

The American farmer has been, and i s ye t , an i n d i v i d u a l i s t . He i s , however, 

rapidly coming to the point where he r e a l i z e s that there i s something radi-

c a l l y wrong in h i s methods and that h i s individual ism to which he holds se 

tenacious ly , w i l l have to be submerged into other customs that w i l l work more 

favorably toward h i s success . I t i s a very slow process of evolut ion that i s 

going to bring t h i s about. I do not think that the developments, so far , are 

at a l l discouraging; but , there i s nothing in p r a c t i c e to warrant the statement 

that we are general ly cooperating in the marketing and d i s t r i b u t i n g of our 

farm products. Personal observation would almost lead one to b e l i e v e that 

the question of cooperation as i t i s pract iced at th is time i s a game of 

"Heads-1 win; Tai ls -you lose" . We fo l low the plan of cooperation when i t i s 

to our part icu lar advantage to do so, but we do not s er ious ly commit our-

s e l v e s to any p lan that i s so t r u l y cooperative that we are, as producers, 

w i l l i n g to accept both the p r o f i t and the l o s s as they come in the average 

course of business and be s a t i s f i e d with the general average of returns f o r 

a l l . 
The thought I wish to leave with you i n c los ing i s that adequate 

f inancing of the farmer at reasonably lew i n t e r e s t rates , can bes t be se -

cured through cooperat ive organizations; and t h a t no amount of l e g i s l a t i o n 

can improve the p o s i t i o n of the farmer with respect to the f inanc ing of h i e 

crops unless he takes a c t i v e s teps to promote the growth of cooperative 

e f f o r t in h i s industry along sound business l i n e s . 
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ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD . T l i n f l 1 2 , 1925* 

SUBJECT: Eight of member "bank i n computing i t s reserve to deduct 
"balances due from foreign branches of domestic banks from 
balances due to other banks. 

Dear S ir : 

The Federal Reserve Board has recent ly been requested to r u l e on 
the question whether balances due from foreign branches of banks located in 
t h i s country can be treated as a part of the item "duo from banks" to be 
deducted from the item "due to banks" in computing reserves of member banks 
under Sect ion 19 of the Federal Reserve Act . 

The Board has heretofore ruled that balances due from fore ign banks 
could not be deducted by a member bank in computing i t s reserve . In accord 
with t h i s p o s i t i o n the Board now rules that a balance due from a fore ign 
branch of a domestic bank may not be deducted from balances due to banks by 
a member bank i n computing i t s reserve when the balance due from the fore ign 
branch i s payable i n fore ign currency. The Board b e l i e v e s that the phrase 
"the net d i f ference of amounts due to and from other banks" contained in 
Sect ion 19 of the Act has reference only to balances payable in do l lar s and 
does not include balances payable in fore ign currency. I f , however, the 
balance due from a fore ign branch of a domestic bank i s payable in d o l l a r s 
ins tead of in fore ign currency, such balance may properly be deducted by a 
member bank from balances due to other banks. The fore ign branch of a do-
mestic bank and the domestic bank i t s e l f cons t i tu te but one l e g a l e n t i t y 
and a balance payable i n do l lars due from any part of that l e g a l e n t i t y re-
gardless of where loca ted i s be l i eved to be a proper deduction from balances 
due to other banks i n computing reserves under the provis ions of Sect ion 19. 

The Board a l s o considered another quest ion very c l o s e l y r e l a t e d 
to that jus t discussed, namely whether a member bank in c a l c u l a t i n g i t s 
own . reserve requirements may deduct balances due from i t s own fore ign 
branch. The Board has frequent ly he ld that a bank and i t s branches con-
s t i t u t e but one l e g a l e n t i t y and s ince s e c t i o n 19 r e f e r s to balances due to 
and from other banks the Board rules that balances due from a fore ign 
branch of a member bank to i t s home o f f i c e are not properly deductible from 
balances due to other banks i n computing the reserves of the member bank. 

The Board's rul ings nay bo sot out in br i e f f o i n a s f o l l ows : 

1 . Balances payable i n fore ign curroncy duo from a fore ign branch 
of a domestic bank nay not bo deducted by a member bank i n 
computing i t s reserve from balances duo to other banks. 
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2 . Balances payable in d o l l a r s due from a foreign branch of a domes-
t i c bank may be deducted by a member bank in confut ing i t s re-
serve from balances due to other banks. 

3 . Balances payable e i ther in dol lars or in foreign currency due to 
a member bank from i t s own foreign branch may not be deducted 
from balances due to other banks by the menker bank in com-
put ing i t s reserve. 

By order of the Federal Reserve Board. 

Walter L. Eddy, 
Secretary. 

TO THE GOVERNORS OF ALL F. B. BANKS EXCEPT KANSAS CITY. 
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The f i r s t m e e t i n g o f the S p e c i a l L e g i s l a t i v e Committee a p p o i n t e d 

by the Federa l Reserve Board upon the recommendation of t h e r e c e n t 

Conference of Governors, was h e l d i n Washington on Monday, June 8, 

1925, a t 1 0 : 3 0 A.M. 

P r e s e n t : Governor Harding 
Governor Strong 
Governor Seay 
Mr. W i l l s 
Mr. T a l l e y 

» Members o f tho Committee 

A l s o P r e s e n t : Governor C r i s s i n g o r 
Dr. S t e w a r t , D i r e c t o r of the Board ' s D i v i s i o n 

of Research and S t a t i s t i c s . 
P r o f e s s o r Sprague, S p e c i a l Research A s s i s t a n t . 

The m e e t i n g was c a l l e d to order "by Governor C r i s s i n g e r , and t h e 

f i r s t b u s i n e s s o f the Committee was to e l e c t Governor Seay a s i t s 

permanent Chairman. 

Thereupon ensued a f u l l d i s c u s s i o n o f the s econd McFadden B i l l 

(H. R. 1 2 4 5 3 ) . The v a r i o u s members o f the Committee e x p r e s s e d t h e i r 

o p i n i o n s on t h e p r i n c i p a l amendments to the F e d e r a l Reserve Act p r o -

v i d e d i n the b i l l , namely, ( 1 ) to p r o h i b i t the u s e o f g o l d a s c o l l a t e r a l 

f o r Federa l R e s e r v e n o t e i s s u e s ; ( 2 ) t o e l i m i n a t e purchased a c c e p t a n c e s 

from t h e c o l l a t e r a l e l i g i b l e a g a i n s t Federa l Reserve n o t e s ; and ( 3 ) 

t o permit member banks to m a i n t a i n up t o 40 p e r c e n t o f t h e i r r e q u i r e d 

r e s e r v e s i n v a u l t . I t was the g e n e r a l o p i n i o n t h a t tho p r o v i s i o n t h a t 

a p o r t i o n of member banks r e s e r v e s be c a r r i e d i n v a u l t i s unwise and 

dangerous, and would i n c r e a s e the p o s s i b i l i t i e s of i n f l a t i o n . I t was 

a l s o brought ou t t h a t i t i s e s s e n t i a l a t t imes f o r the F e d e r a l R e s e r v e 

banks t o e x e r c i s e t h e r i g h t to i s s u e F e d e r a l Reserve n o t e s a g a i n s t t h e 

d e p o s i t or purchase o f g o l d , which i s p r o h i b i t e d i n the b i l l , and f u r t h e r 
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that the b i l l , ill e l iminat ing purchased bankers acceptances from the c o l -

l a t e r a l e l i g i b l e for Federal Reserve notes , i s a discrimination against one 

of the strongest recent developments of American banking. Part icular 

emphasis was l a i d upon the e f f e c t of the proposed amendments on the 

Federal Reserve banks located in the agr icu l tura l d i s t r i c t s , p a r t i c u l a r l y 

those at Atlanta, Minneapolis and Dal las . 

Governor Strong then moved that the Committee adopt the expressions 

contained in the l e t t e r addressed by the Federal Reserve Board to Congress-

man McFadden, under date of May 27, 1925, as fo l lows; 

"Your l e t t e r asking the Board for i t s opinion of the b i l l 
which you introduced pr ior to the adjournment of Congress propos-
ing cer ta in amendments to the Federal Reserve Act has been care-
f u l l y considered by the Board. In general, the two l i n e s of 
modi f icat ion proposed by the b i l l r e la t e to the nature of the 
c o l l a t e r a l to be e l i g i b l e against Federal Reserve note i s s u e s , 
and to the manner in which member banks s h a l l be permitted to 
hold the ir l e g a l l y required reserves . 

"The Board i s not in favor of the proposal proh ib i t ing the 
use of gold as c o l l a t e r a l for Federal Reserve notes , because t h i s 
proposal without increasing the e l a s t i c i t y of the Federal Reserve 
note would introduce complications making i t more d i f f i c u l t f o r 
the reserve banks to meet the country's currency requirements. 
The proposed e l iminat ion of purchased acceptances from the c o l -
l a t e r a l e l i g i b l e against Federal Reserve notes would a l so be un-
des irable in the Board's opinion because i t would c o n s t i t u t e a 
discr iminat ion against one of the most l i q u i d forms of cred i t 
and would be contrary to the reserve system's p o l i c y of encour-
aging the development of an acceptance market i n the United S t a t e s . 
Bankers1 acceptances are not only being used to a large and increas-
ing extent to f inance our fore ign trade more cheaply than was f o r -
merly p o s s i b l e , but a l so have an important p lace in the reserve 
system's open market p o l i c y . 

"Authority for member banks to keep up to 40 per cent of 
the i r reserves in vaul t , as proposed in the b i l l , would have the 
e f f e c t of counting as reserves the currency which the banks carry 
as t i l l money and would make ava i lab le as reserves an addi t ional 
amount of from $400,000,000 to $500,000,000. Such an increase in 
reserve funds would great ly enlarge the lending and inves t ing 
power of member banks and would, therefore , be an inf luence 
toward credi t i n f l a t i o n . A committee of Federal Reserve agents 
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has "boon for more than a yenr making a study of member bank 
reserves d.nd has given careful consideration to the question 
of what, i f any, modif icat ions in the present law or pract ice 
would be des irable from the point of view of the banking system 
as a whole. This committee i s expected to make a report to the 
Board on t h i s subject in the near future . 

"The Federal Reserve Board would welcome the opportunity 
\ of present ing to the Banking and Currency Committee i n d e t a i l 

any information that the Committee may des ire when proposed 
amendments to the Federal Reserve Act are under considerat ion." 

Governor Strong's motion, duly seconded, 
was put by the Chair and unanimously carried. 

The Chair then presented draf t , dated May 12, 1925, of the f i n a l 

report to the Federal Reserve Board of the Federal Reserve Agents 

Committee on Member Bank Reserves. 

After discuss ion, upon motion by Governor 
Strong, duly seconded, i t was voted that members 
of the Committee be furnished with a copy of the 
report of the Committee on Reserves, and that 
they forward to Dr. Stewart or Professor Sprague 
an individual opinion in writing upon the d i f f e r -
ent phases of the report and i t s conclusions in 
general , and that each member of the Committee 
should furnish a copy of such comments to each 
other member. 

Governor Harding then suggested that l a t e r 
in the day the Committee, as a whole, again 
take up the report of the Committee on Reserves, 
and a f t e r discuss ion, the report was l a i d as ide 
with that understanding. 

The discuss ion then reverted to the second McFadden B i l l and the 

s teps which should be taken to formulate i n an argumentative way the 

various object ions to the b i l l . Governor Strong s tated that he would 

l i k e to know what e f f e c t the b i l l would have op the p o s i t i o n s of the 

Atlanta, Minneapolis and Dallas banks, what e f f e c t i t would have on 

the Atlanta bank with reference to the issuance of currency i n Cuba, 
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and a lso what the p o s i t i o n of the Federal Reserve System would have been 

under the b i l l in 1919-1920, when gold was being withdrawn from the Fed-

eral Reserve banks for export. Dr. Stewart suggested that Professor 

Sprague and himself could draw up, for submission to the members of the 

Committee, a ske le ton out l ine of the various .statements and analyses 

which each Federal Reserve bank might be^requested to furnish to the 

Committee, . 

Upon motion, the above suggestion was 
unanimously adopted. 

Discussion then ensued of the f i r s t McFadden b i l l (H.R:8887) which 

passed the House of Representatives at the l a s t s e s s ion of Congress.. 

Governor Harding b r i e f l y advised the Committee o f the p o s i t i o n of 

Senator Glass with reference to the f i r s t McFadden b i l l , as s t a t e d by 

him before a recent convention of the Massachusetts Bankers Assoc ia t ion . 

Governor Strong moved that i t i s the view 
of. .the Committee that any . l e g i s l a t i o n on the 
subject of branch banking should be'expressed 
in a . b i l l separate from that proposing general 
amendments to the National Bank Act or the 
Federal Reserve Act . 

. Governor Strong's.motion, duly seconded, 
was unanimously adopted. 

The Comptroller of the Currency then entered the meeting and joined 

with the Committee in a d iscuss ion of the present s ta tus of the b i l l . 

I t was agreed that a t the afternoon meeting of the Committee consideration 

would be given to the b i l l in i t s present form in an e f f o r t to see to what 

extent the Committee could agree with the various amendments of the National 

Bank Act and Federal Reserve Act proposed, leaving out of considerat ion 

matters r e l a t i n g to branch banking. 
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The Committee then took under consideration a memorandum dated 

May 14, 1925, prepared by Professor Sprague, containing suggest ions 

as to inves t iga t ions which might prove he lpfu l in formulating changes 

in the present law and commenting upon the various provis ions of the 

present H.R.8887. Professor Sprague out l ined in a general way h i s 

ideas on the subject , s t a t i n g that in h i s opinion, a f t e r considering 

the number of bank f a i l u r e s , the question of safe-guarding depositors 

needs to be considered along with any proposals for l i b e r a l i z a t i o n of 

banking laws. He reviewed the various suggest ions for such safe-guards 

^ l i s ted in h i s memorandum, s t r e s s i n g par t i cu lar ly that which provides 

for the segregat ion of a s s e t s against time depos i t s . He s ta ted that sav-

ings depositors are now at a d i s t i n c t disadvantage compared with those 

having demand depos i t s . Governor Strong a l so expressed the opinion 

that the savings depositor, who may be c a l l e d upon to g ive 30 or 60 

days' not ice pr ior to withdrawal, has a most inequitable p o s i t i o n in 

that the choice a s s e t s of the bank are o f t en l iqu idated for the b e n e f i t 

of the demand depositor, while the savings depositor must await the slow 

r e a l i z a t i o n on remaining odds and ends. 

During the above d iscuss ion , Governor Young, a member of the 

Committee, entered the meeting. 

At 1:05 P.M., the meeting recessed f o r luncheon. 

At 2:45 PJM., the Committee reconvened, the same members being in 

attendance as were present at the conclusion of the morning se s s ion . 
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The Chairman then read, from the report of the Federal Reserve 

Agents Committee on Member Banks Reserves the fo l lowing four major 

recommendations for amendments in the reserve requirements of member 

banks: 

"1. Permit the deduction from demand deposi ts of (a ) ex-
changes for c l ear ing house, (b) checks on other banks in the 
same p lace and ( c ) checks in process of c o l l e c t i o n (whether 
with Federal Reserve banks or correspondent banks) according 
to Federal Reserve schedule of time required for c o l l e c t i o n 
of checks. 

"2. Retain the present provis ion of the law that 'the not 
d i f f erence of amounts due to and from other banks' sha l l be 
taken as the bas i s of ascerta in ing the net amount of balance 
due to banks. 

"3. Provide that the reserve required to be he ld against 
net balances due to banks be 10 per cent, f or a l l member banks 
except those in New York City and Chicago. This involves an 
increase from the present requirement of 7 per cent , f or 
country banks. 

"4. Provide that reserve s h a l l be carried against govern-
ment deposi ts a t the same rate as against demand depos i t s ." 

Governors Strong and Harding pointed out that Recommendation No. 

4 r e l a t i n g to reserves against Government deposits was adopted by the 

Committee on Reserves with the understanding that i t would be taken 

up with the Secretary of the Treasury before being formally presented 

to the Federal Reserve Boards 

Af ter d iscuss ion of the above recommendations, 
Governor Strong moved that the L e g i s l a t i v e Committee 
adopt i n pr inc ip l e the recommendations of the Com-
mittee on Reserves, each member reserving the r ight 
to f i l e exceptions to any part i cu lar point with Dr. 
Stewart or Professor Sprague, and that the Committee 
proceed upon the theory that in general the report 
represents the ideas of the Legislatives Committee 
as to modi f icat ions in reserve requirements. 

Governor Strong*s motion, being put by the Chair, 
was carried. 
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Governor Seay s ta ted that he would l i k e 
to have i t understood that h i s reservat ion re-
l a t e s to Paragraph 1, and Governor Harding 
advised that h i s object ion was to Paragraph 4, 
which he thought to "be unnecessary. 

Attent ion was c a l l e d to the fac t that no d e f i n i t e ac t ion was taken 

at the morning se s s ion with regard to the suggestions contained in 

Professor Sprague1 s memorandum, dated May 14, 1925, for inves t i ga t ions 

as to the n e c e s s i t y of changes in the National Bank law looking toward 

the safe-guarding of deposi tors . 

Governor Strong moved that the Committoe 
record i t s e l f as be l i ev ing in the pr inc ip le 
of a f ford ing bet ter protec t ion to savings de-
p o s i t o r s of member banks, and recommend that 
s teps be taken at once looking to such protec -
t ion , by the segregation of a s s e t s or otherwise. 

Governor Strong's motion, duly seconded, 
was put by the Chair and unanimously carried. 

The Committee then proceeded to consider various amendments con-

tained in the f i r s t McFadden b i l l (H.R.8887) as fo l lows: 

1. The amendment to Sect ion 5150 of the Revised Statutes 
providing that the board of d irectors of a National bank may 
designate a d irector in l i e u of the President to be Chairman 
of the Board. 

Upon motion by Governor.Strong, the above 
amendment was unanimously approved. 

2 . The amendment to Sec t ion 5136 of the Revised Statutues 
providing f o r indeterminate charters for National banks, rather 
than for 99 year charters . 

Upon motion by Mr. Wil l s , the above amend-
ment was approved. 

In t h i s connection Governor Harding s ta ted 
that i n h i s opinion an amendment should be in tro -
duced to the b i l l to provide a l so f o r indeterminate 
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c h a r t e r s f o r F e d e r a l Reserve banks . 

3. The amendment to Sect ion 3 of the Consolidation Act 
of November 7, 1918, s impl i fy ing the procedure i n the consol ida-
t ion of State and National- banks.-
* 

Upon motion of Governor Strong? i t 
was voted to approve the above amendment, 
with the exception of those provis ions re -
l a t i n g to branch "banking, 

4 . The amendment to Sect ion 5137 of the Revised Statutes 
providing f o r the purchase of real e s t a t e by a National bank 
such as s h a l l be necessary f o r i t s accommodation in the trans-
a c t i o n of business rather than f o r immediate use as a t present 
provided. 

Upon motion by Governor Strong, , i t was 
voted to approve the above amendment. 

5 . The amendment to Sect ion 5142 of the Bevised Statutes 
providing for s i m p l i f i c a t i o n of the process of cap i ta l increase 
by s tock dividends. 

Upon motion by Mr. Wil ls , i t was voted 
to approve the above amendment. 

6. Amendment to Sect ion 5138 of the Bevised Statutes 
authoriz ing the chartering of National banks in out ly ing sec-
t i ons of large c i t i e s with a cap i ta l of $100,000. 

Upon motion by Governor Young, i t was 
voted to approve the above amendment. 

7. The amendment to Sect ion 22 of the Federal Beserve 
Act r e l a t i n g to t h e f t s by National bank examiners. 

Upon motion by Governor Strong, i t 
was voted to approve the above amendment. 

8. The amendment to Sect ion 5211 of the Revised Statutes 
granting authori ty for the s igning of reports of condit ion by 
the v i ce pres ident or a s s i s t a n t cashier . 

Upon motion by Governor Strong, i t 
was voted to approve the above amendment. 

9 . The amendment to Sect ion 5208 of the Bevised Statutes 
r e l a t i n g to the c e r t i f i c a t i o n of checks. 
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Upon motion by Governor Strong, 
i t was voted to approve t h i s amendment 
in p r i n c i p l e , with the thought that im-
proved phraseology night be suggested. 

10. The amendment to Section 13 of the Federal Reserve 
Act providing that National banking as soc ia t ions may engage 
in s a f e deposit bus iness . 

Upon not ion by Governor Harding, i t 
was voted to approve the above amendment. 

11. The amendment to Sect ion 24 of the Federal Reserve 
Act to authorize any nat ional banking a s s o c i a t i o n to engage i n 
the business of purchasing and s e l l i n g investment s e c u r i t i e s . 

After discuss ion, Mr. Talley moved that 
Governor Strong and Mr. Wil ls be appointed a 
sub-committec to make an inves t iga t ion of 
t h i s matter, embracing comparisons of the 
provis ions of the amendment with good s t a t e 
bank laws on the subject , the sub-committee 
to col laborate with Professor Sprague in the 
study. 

Mr. Ta l l ey i s motion, duly seconded, was 
unanimously carried. 

12. Discussion then ensued of the pract i ce of certa in 
nat ional banks of rece iv ing s e c u r i t i e s f o r safe-kcoping, f o l l o w -
ing which Mr. Wil l s made the fo l lowing motion: 

That the Committee recommend to the Comptroller 
of the Currency that he consider whether regula-
t i ons should not be promulgated in h i s o f f i c e 
governing safe-keeping by National banks, or 
whether l e g i s l a t i o n should not be requested 
covering t h i s matter. 

Mr. Wi l l s ' motion, duly seconded, was 
unanimously adopted. 

13. amendment to Sect ion 24 of the Federal Reserve 
Act lengthening the-maturity period of c i t y real e s t a t e loans 
by National banks from 1 to 5 years, a l lowing such loans anywhere 
wi th in the Federal Reserve d i s t r i c t , as wel l as within a 100 mile 
radius as at present , opening t h i s business to the banks of cen-
t r a l reserve c i t i e s , and increasing the amount t.o which such loans 
may be made from 33 l / 3 per cent to 50 per cent of the National 
bank's time depos i t s . 

Mr. Wil ls moved approval of the amendment, 
except the provis ion increasing the amount of 
such loans which may be made, and that i t i s 
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the view of the Committee that such amount 
should remain at 33 l / 3 per cent of time 
depos i t s . 

Mr. Wills'*motion, duly seconded, was put 
"by the Chair and carried, Mr, Talley vot ing 
"no". 

14. The amendment to Section 24 of the Federal Reserve Act 
providing that the rate of i n t e r e s t which National "banks may pay 
upon time depos i ts , or upon savings or other depos i t s , s h a l l not 
exceed the maximum rate authorized for State "banks or t rus t 
companies organized under the laws of the State in which the 
National "bank, i s located . 

Af ter d iscuss ion, Governor Young moved 
that i t i s the sense of the Committee that 
i t i s not prepared to pass upon the amendment 
referred to . 

Governor Young's motion, duly seconded, 
was put "by the Chair and unanimously carr ied. 

The amendments to Sect ion 5200 of the Revised Statutes were not 

considered "by the Committee f o r the reason that i t was understood 

they would be the subject of further inves t iga t ion by Professor 

Sprague. 

The meeting adjourned at 5:30 P. M. 

Secretary. 

Chairman 
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FEDERAL RESERVE BOARD 

WASHINGTON X-4355 

DDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

June 13, 1925 , 

SUBJECT: Proof of Claims Against Insolvent na t iona l 
Banks. 

Dear S i r ; 

There are enclosed herewith f o r your information 
copies of c e r t a i n l e t t e r s rece ived from the Counsel of the 
severa l Federal reserve banks together with a copy of a 
memorandum by Counsel of the Federal Reserve Board, a l l of 
which d i s c u s s the quest ion of proof of claims by Federal 
reserve banks aga ins t i n s o l v e n t nat ional banks. 

You w i l l note that the Board's Counsel recommends 
that a conference be arranged between the Comptroller's 
O f f i c e and a l l i n t e r e s t e d Federal reserve banks to d i s cus s 
the Comptrol ler's c i r c u l a r l e t t e r of May 15 and i f p o s s i b l e , 
to agree upon such modi f i ca t ions and c l a r i f i c a t i o n s thereof 
as may be necessary . The Board has taken up the matter 
wi th the Comptroller of the Currency and he has requested that 
the Board arrange such a conference between h i s o f f i c e and the 
various Federal reserve bank attorneys or o f f i c e r s i n charge 
of i n s o l v e n t bank matters a t as ear ly a date as i s convenient . 
P lease adv i se the Board promptly whether or not you d e s i r e to 
have your bank represented at such a conference and i f so, 
what i s the e a r l i e s t date that w i l l be convenient f o r your 
representa t ive to a t tend . 

Very t r u l y yours, 

Edmund P i a t t , 
Vice Governor, 

TO THE GOVEBSOBS OF AIL F. R. BAMS. 

Enclosure: 
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OFFICE COE2ESPONEEUCE. (COPY) 

X-4344 
3 4 9 

May 2 6 , 1925 . 

To The Federal Reserve Board. SUBJECT: Proof of Claims against in -

From Mr. Wyatt - general Counsel. solvent national "banks. 

The attached l e t t e r addressed "by Governor Harding to Mr. 
Hamlin c a l l s a t t e n t i o n to an apparent lack of uniformity in the re -
quirements of the Comptroller's o f f i c e with regard to the matter of 
proving claims against insolvent national banks. 

At Mr, Hamlin*s r e q u e s t , t h i s o f f i c e made a preliminary 
i n v e s t i g a t i o n of the subject from which i t appeared that formerly 
the usual prac t i ce was for a Federal reserve "bank holding rediscounted 
paper on which an inso lvent national bank was l i a b l e as endorser to 
f i l e a s i n g l e claim with the rece iver covering the aggregate amount 
of such redi scounted paper and that a l l dividends paid by the re-
ce iver were based on the t o t a l amount so proved. I t appears, how-
ever, that l a t e i n 1924 the Comptroller's o f f i c e inaugurated a new 
method based on a comparatively rccent opinion of the United States 
D i s t r i c t Court for the Northern D i s t r i c t of North Dakota in the case 
of Federal Reserve Bank of Minneapolis v. F i r s t National Bank of 
Eureka, 277 Fed.300, whereby a Federal reserve bank holding a number 
of rediscounted items on which an insolvent nat ional bank i s l i a b l e 
as endorser i s not permitted to f i l e a s i n g l e claim against the^ 
inso lvent bank covering the ent i re amount of such rediscounted items, 
but i s required to f i l e a separate claim f o r each and every item. 
Furthermore, i f at the time a dividend i s declared a particular, 
discounted item has been paid i n f u l l , no dividends are allowed under^ 
the new prac t i ce on the claim based on that par t i cu lar rediscounted item. 

The Board considered our preliminary report to Mr. Hamlin 
and requested t h i s o f f i c e to take the matter up witn counsel to a l l 
Federal reserve banks and obtain from them an expression of t h e i r 
opinions on the questions involved. The l e t t e r s from Counsel to a l l 
the Federal reserve banks d iscuss ing the subject in more or l e s s d e t a i l 
are r e s p e c t f u l l y submitted herewith. 

Eight of the Counsel f o r the Federal reserve banks agree 
with the p o s i t i o n of the Comptroller or to the pr inc ip l e underlying 
h i s new requirement, that i s , that a rediscounted item which has been 
paid in f u l l should not be e n t i t l e d to par t i c ipa te in any subsequent 
dividends paid by the inso lvent bank. Only two of the Counsel express 
themselves as disagreeing with t h i s p r i n c i p l e , A number of those who 
be l i eve that the p o s i t i o n of the Comptroller's o f f i c e i s wel l founded 
suggest or contend that the purpose of the Comptroller may be accom-
p l i s h e d by the f i l i n g of one claim covering a l l the rediscounts but 
t rea t ing them separate ly . Such an arrangement would be much simpler 
and would avoid mu&h trouble both for the Federal reserve bank and for 
the rece iver . 

The view of the majority of the Counsel seems to be that 
each of several rediscounted items held by a Federal reserve bank are 
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d i s t i n c t and separate items of indebtedness and when any one of these 
rediscounts has "been paid in f u l l or otherwise extinguished, i t should 
no longer "be considered an e x i s t i n g claim for the purpose of procur-
ing greater dividends on other rediscounts not yet s a t i s f i e d . To do 
so would, of course, "benefit the Federal reserve "bank hut would preju-
dice the other cred i tors of the insolvent "bank pro tanto. It does not 
seem equitable to ask or expect any dividend upon an item of indebted-
ness which has "been paid in f u l l merely "because the credi tor happens 
to have other separate and d i s t i n c t claims against the inso lvent "bank. 
On th i s po int , then, in my opinion, the p o s i t i o n of the Comptroller 
i s correct and rediscounts which have been p a i d in f u l l should not 
p a r t i c i p a t e in or be made the bas i s of any dividends subsequently 
declared by the insolvent bank. I f e e l , however, that i n the i n t e r -
e s t s of s i m p l i f i c a t i o n of procedure and to avoid 'much c l e r i c a l incon-
venience Federal Reserve banks should be permitted to f i l e one claim 
covering a l l rediscounts , each rediscount so covered to be described 
and treated separately for; a l l purposes. 

Up to t h i s po int , the d iscuss ion has been confined to the 
proof of claims involving rediscounts . The case i s somewhat d i f f e r e n t , 
however, as to indebtedness secured by c o l l a t e r a l . I t i s we l l s e t t l e d 
by cases in the Supreme Court of the United States , c h i e f l y the case 
of Merri l l v . National Bank of Jacksonvi l le , 173 U. S. 131, that a 
secured credi tor of an insolvent national bank may prove and rece ive 
dividends upon the face of h i s claim as i t stood at the time of the 
dec larat ion of insolvency, without cred i t ing e i ther h i s c o l l a t e r a l s , 
or c o l l e c t i o n s made therefrom a f t e r such declarat ion, subject to the 
proviso that dividends must cease when from them and from c o l l a t e r a l 
rea l i zed , the claim has been paid in f u l l . 

On account of t h i s wel l e s tab l i shed pr inc ip l e , the question a r i s e s 
whether Federal reserve bank stock outstanding in the name of the 
inso lvent member bank i s to be treated by the Federal reserve bank 
as co l la t era l* or as a s e t o f f to be appl ied against the indebtedness of 
the insolvent bank, claim being made for the net d i f f erence only . Under 
the recent ins truc t ions of the Comptroller, Federal reserve bank stock i s 
required to be treated as a set o f f and not as c o l l a t e r a l . This regula-
t ion i s based on a port ion of the opinion in the case of Federal Reserve 
Bank of Minneapolis v . F i r s t National Bank of Eureka, above referred to: 
but i t does not appear that t h i s was one of the contested points in the 
case . On the contrary i t seems to have been conceded. The opinion, there-
fore , cannot be considered as of much importance on t h i s p o i n t . 

Most of the Counsel who expressed an opinion on t h i s point 
f e e l that Federal reserve bank stock should be treated as c o l l a t e r a l 
and not as a se t o f f . Sect ion 6 of the Federal Reserve Act provides 
that ppon the insolvency of a member bank the Federal reserve bank 
stock he ld by i t s h a l l be cancel led and the proceeds appl ied f i r s t 
to the debts of the insolvent bank and the balance, i f any, paid to the 
rece iver . Prior to insolvency the member bank has no claim against 
the Federal reserve bank on the stock; i t merely has an i n t e r e s t in the 
Federal reserve bank as represented ty the stock. On the date 
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of insolvency a l s o there i s no debt due the member hank from the 
Federal reserve "bank on the stock because the stock has not been 
cancc l l cd . Certainly up to the time of cance l la t ion , there i s no 
debt due the member bank on such stock, .and s ince the claims are 
proven as of the date of insolvency i t does not seem that the 
proceeds of Federal reserve bank stock i s a proper item for S6t 
o f f . Furthermore, i t seems to be the in tent ion of Sect ion 6 of 
the Federal Reserve Act that the proceeds of Federal reserve bank 
stock s h a l l be used to save the Federal reserve bank from l o s s , as 
far as p o s s i b l e in cases of insolvency, only the remainder a f t e r 
paying the debts of the insolvent bank being paid to the rece iver . 
I t i s apparently the in tent ion that the Federal reserve bank s h a l l 
not account to the rece iver for anything due on the stock u n t i l 
a l l the claims of the Federal reserve bank against the insolvent 
bank have f i r s t been s a t i s f i e d . 

Summarizing the conclusions of the majority of the Coun-
s e l of the Federal reserve banks, with which conclusions I concur, 
i t may he sh.id: 

(1) That the p o s i t i o n of the Comptroller of the Currency i s 
correct in that no rediscount which has been paid in f u l l or other-
wise s a t i s f i e d should be permitted to p a r t i c i p a t e in dividends sub-
sequent to the s a t i s f a c t i o n of the rediscount; but that t h i s pur-
pose may be accomplished much mere conveniently and with l e s s 
trouble to a l l p a r t i e s concerned by the f i l i n g of one claim f o r a l l 
rediscounts but t rea t ing and describing each separate ly . 

(2) The proceeds of Federal reserve bank stock should not 
be considered as a s e t - o f f to be appl ied against the indebtedness 
of the inso lvent nat ional bank to the Federal reserve bank, but 
should be considered in the same category as c o l l a t e r a l ; and the 
Federal reserve bank should be permitted to f i l e i t s claim for 
the e n t i r e amount of indebtedness and to rece ive dividends thereon 
without deducting anything for the proceeds of the Federal reserve 
bank stock with the prov i so , of course, that the t o t a l amount of 
dividends p lus the proceeds of such stock s h a l l not exceed the 
amount of the claim of the Federal reserve bank. 

Under date of May 15th the Comptroller's o f f i c e i ssued 
a c i rcu lar l e t t e r to a l l Federal reserve banks o u t l i n i n g a uniform 
prac t i ce wi th respect to claims by Federal reserve banks against 
insolvent nat ional banks wMch the Comptroller's o f f i c e proposed 
to put into e f f e c t . A copy of t h i s c i rcu lar l e t t e r i s r e s p e c t f u l l y 
submitted herewith. I t re -a f f i rms the Comptroller's view that 
separate claims must be f i l e d with regard to each rediscounted item; 
and that the Federal reserve bank stock he ld by an inso lvent bank 
should be o f f s e t against the claims hold "by that bank. The c i rcu lar 
a l s o s t a t e s that a Federal reserve bank i s e n t i t l e d to i n t e r e s t 
on i t s claims only at a rate equivalent to i t s current discount rate , 
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and i t i s be l i eved that t h i s i s not s t r i c t l y correct , though i t 
i s understood that Federal reserve banks frequent ly have waived 
the i r r ight to any i n t e r e s t on such claims in excess of the i r 
going rediscount r a t e s . The c ircu lar goes into much d e t a i l , i s 
not e n t i r e l y c l ear , and may "be incorrect in other respects a l s o . 

In view of a l l these circumstances, and in order that 
a complete understanding may be arrived a t between the Federal 
reserve banks and the Comptrol lers o f f i c e with regard to t h i s 
en t i re subject , i t i s r e s p e c t f u l l y recommended that a conference 
be arranged between the Comptroller's o f f i c e and Counsel to a l l 
i n t e r e s t e d Federal reserve banks to discuss the Comptroller's 
c i rcu lar of May 15th, and i f p o s s i b l e to agree upon such modi-
f i c a t i o n s and c l a r i f i c a t i o n s thereof as may be necessary. 

A draf t of a l e t t e r to the Governors of a l l Federal re -
serve banks suggest ing that such conference be arranged and 
transmitt ing a copy of t h i s memorandum together with copies of 
l e t t e r s rece ived from Counsel to a l l Federal reserve banks i s 
r e s p e c t f u l l y submitted herewith. 

Respect fu l ly , 

Walter Wyatt, 
General Counsel. 

Papers attached. 

WW OMC 
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HERliICK, 81 ITH, DONALD & FARLEY 8 5 3 

BOSTON 
January l 4 , 1925. 

Walter Wyatt, Esq, 
General Counsel 
Federa l Reserve Board 
Washington, D. C. 

Dear Mr* Wyatt: 

I have your l e t t e r of January 10. You ask me to in form you 

j u s t what has been the exper ience of the Fede ra l Reserve Bank in t h i s 

d i s t r i c t i n the mat ter of f i l i n g claims a g a i n s t i n so lven t n a t i o n a l 

banks. You f u r t h e r ask me to g ive you the b e n e f i t of my opin ion as to 

the l e g a l i t y of the p r e s e n t p o s i t i o n of the o f f i c e of the Comptroller 

of the Currency. 

So f a r as the exper ience of the Federa l Reserve Bank of 

Boston i s concerned, you undoubtedly Igiow t h a t we have been very f o r -

tuna te in t h i s d i s t r i c t . I r e c a l l only one m a t e r i a l case where the 

ques t ion of a proof of claim a g a i n s t an i n s o l v e n t n a t i o n a l bank has 

been r a i s e d . I r e f e r tc the case of the F i r s t Nat ional Bank of Putnam, 

Connec t icu t , which i s s t i l l pending. So f a r as t h i s pending case i s 

concerned,* I t h i n k i t more than l i k e l y t ha t the Reserve Bank of Boston 

w i l l r ece ive f u l l payment of i t s c la im or c la ims r e g a r d l e s s of what 

theory i s app l i ed r e l a t i v e to the payment of d iv idends . The mat te r so 

f a r as t h i s d i s t r i c t i s concerned, the re fo re> may be e n t i r e l y academic. 

In the Putnam? Bank case the o r i g i n a l c la im f i l e d by the Fed-

e r a l Reserve Bank of Boston was based on t h e theory t ha t the Reserve 

Bank might f i l e one c la im f o r the e n t i r e amount due r e g a r d l e s s of the 

number of r e d i s c o u n t s and t ha t dividends would be p a i d cm the b a s i s of 
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the f u l l amount of the c la im. Govern or Harding ha J correspondence with the 

Comptrol ler of the Currency as se t f o r t h in l e t t e r s dated r e s p e c t i v e l y Dec-

ember l6 and December 19, cop ies of which you ha.ve. The m a t t e r , in o ther 

words, i s no t as yat f i n a l l y a d j u s t e d . 

So f a r as iry cvvn opinion i s concerned, I beg the oppor tun i ty to 

g ive the mat te r f u r t h e r c o n s i d e r a t i o n . P r i o r to the confe rence of counse l 

i n Washington on December 5 and 6 I was in doubt on t h i s p o i n t . I c o n f e s s 

t h a t even a f t e r the conference I was s t i l l in doubt. T h e r e f o r e , I w i l l 

w r i t e to you a t a l a t e r da t e . 

Very t r u l y your s , 

( s i g n e d ) A, H. WEED 
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FEDERAL EES7JRT? BANK" OF NEW YORK 

January 26, 192$. 

•:Mr. Walter Wyatt , General C c u n s e l , 
Federal Reserve Board, 

Washington, D. C. 

Dear Mr. Wyatt: 

R e f e r e n c e i s m j c t i ycur l e t t e r of January 10, on t h e s u b j e c t 

o f c l a i m s of F e d e r a l r e s e r v e banks against.? i n s o l v e n t n a t i o n a l banks and 

the r e c e n t a t t empted r u l i n g of the Comptrol ler o f the Currency i n the mat-

t e r . 

I n o t e that i n a l e t t e r to Governor Harding of December 19, 1924, 

which you e n c l o s e d wi th y^ur l e t ter* , the Deputy Comptrol ler s t a t e s that h i s 

c o n c l u s i o n s i n the matter are supported by the op in ion of a t t o r n e y s f o r 

Federa l r e s e r v e banks a t the r e c e n t c o n f e r e n c e in Washington- I was n o t 

i n t h e room when the d i s c u s s i o n of t h i s q u e s t i o n tovk p l a c e and so am n o t 

f a m i l i a r w i t h t h e v iews e x p r e s s e d by c o u n s e l . In t h i s d i s t r i c t we have ha,d 

p r a c t i c a l l y no e x p e r i e n c e i n f i l i n g c l a i m s a g a i n s t f a i l e d banks . In f a c t , 

I th ink on ly one such c l a i m h a s been f i l e d i n the e n t i r e h i s t o r y of the 

bank. 

From such an examinat ion of t h e a u t h o r i t i e s a s we have been a b l e 
the 

to make h e r e , I t h i n k that / C o n t r o l l e r ' s a t t empted r u l i n g t h a t Federa l r e -

s e r v e banks mast p r e s e n t a s e p a r a t e c la im on each and every r e d i s c o u n t h e l d 

by them on the d a t e of f a i l u r e , has no a u t h o r i t y of law. I t i s ny o p i n i o n 

t h a t there i s a r i g h t i n the r e s e r v e banks to prove t h e e n t i r e amount of 

e x i s t i n g i n d e b t e d n e s s a t the time of the p r o o f of c l a i m , p r o v i d e d , of c o u r s e , 

t h a t the r e s e r v e bank s h a l l not r e c e i v e , through payments on r e d i s c o u n t e d 
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paper a f t e r s u s p e n s i o n of b u s i n e s s by the f a i l e d bank and through d i v i -

dends a l l o w e d by the r e c e i v e r , mere than 100 p e r c e n t , of i t s c l a i m 

a g a i n s t t h e f a i l e d bank* This v i e w appears t o be supported by t h e c a s e 

o f M e r r i l l v . N a t i o n a l B&nk of J a c k s o n v i l l e , 173 U . S . , 1J1 , I th ink t h e 

a u t h o r i t y of t h i s c a s e i s n o t quest ioned by the c a s e of the F e d e r a l Re-

s e r v e Bank of Minneapol i s v . F i r s t Nat iona l Bank of Eureka, 277 F e d . , 300 . 

I wanted to g e t b e f o r e w r i t i n g to you the b e n e f i t o f Mr. Wal-

la .ee*s v i ews on the s u b j e c t , as I know t h a t he has had c o n s i d e r a b l e exper -

i e n c e in f i l i n g t h e s e c l a i m s , b u t have so f a r n o t r e c e i v e d a, r e p l y to ny 

l e t t e r to him. I have t h e r e f o r e concluded to g i v e you my own v i e w s , though 

I do so w i t h g r e a t d e f e r e n c e t o c o u n s e l who have been through t h i s m i l l 

many t imes* 

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

( s i g n e d ) 
L. E. Mason 
General Counse l . 
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WILLIAMS AND SINKLER * 
Attorneys at Law 

P h i l a d e l p h i a 

January 2 1 s t , 1925 • 

Walter Wyatt, E s q . , General Counse l , 
F e d e r a l R e s e r v e Bank, 

Washington, D. C. 

Dear Mr. Wyatt: 

I a p o l o g i z e f o r my d e l a y i n r e p l y i n g t o year l e t t e r of t h e 10 th i n s t a n t 

on the s u b j e c t o f the r e c e n t changes i n the requirements of the Comptro l ler 

of the Currency r e s p e c t i n g p r o o f of c l a i m s by Federa l R e s e r v e Banks a g a i n s t 

i n s o l v e n t n a t i o n a l banks. 

I sxa u n a b l e t o a d v i s e ycu as t c what "has been the e x p e r i e n c e c f t h e 

Federa l R e s e r v e Bank of P h i l a d e l p h i a , i n the mat ter c f f i l i n g such c l a i m s . 1 1 

I seem c o n s i s t e n t l y t o be i n the p o s i t i o n of c o n t r i b u t i n g l i t t l e t c F e d e r a l 

Reserve Bank problems by way of e x p e r i e n c e because c f the c o n t i n u o u s l y u n e v e n t -

f u l c h a r a c t e r of c o n d i t i o n s i n the Third D i s t r i c t . A c t u a l l y t h e r e has been i n 

t h i s d i s t r i c t b u t one c a s e i n which a r e c e i v e r has been appo in ted to a d m i n i s t e r 

t h e a f f a i r s of an i n s o l v e n t n a t i o n a l bank. This Was t h e c a s e of t h e P a r k e s -

burg N a t i o n a l r a n k which f a i l e d only a few weeks ago. I unders tand t h a t t h e 

amount of i t s d e p o s i t s w i t h t h e Federa l Reserve Bank and t h e v a l u e c f i t s 

C a p i t a l s t o c k a r e more than s u f f i c i e n t to meet i t s i n d e b t e d n e s s t o t h e F e d e r -

a l Reserve Bank. 

In v iew o f the f a c t that we have n o t had to f a c e the s i t u a t i o n of f i l i n g 

such c l a i m s , and have n o t , t h e r e f o r e , been c a l l e d upon t o c o n s i d e r such 

q u e s t i o n s as have c o u n s e l f o r o t h e r d i s t r i c t s , I am a f r a i d t h a t my v i e w s on 

t h e s u b j e c t may n o t be of p a r t i c u l a r v a l u e . The q u e s t i o n i s an e x t r e m e l y 

i n t e r e s t i n g one and o b v i o u s l y one that i t i s important t o ha.ve s e t t l e d i n a 
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manner t h a t i s s a t i s f a c t o r y from the s t a n d p o i n t of the F e d e r a l Beserve Banks. 

My impres s ion i s t h a t the q u e s t i o n i s n e t so much t c de termine the c o r r e c t n e s s 

o f t h e l e g a l v i e w s of the Comptrol ler of the Currency, or even of t h e c o u r t s , 

but r a t h e r to determine what p r a c t i c e should be f o l l o w e d in order that such 

mat ters may be d i s p o s e d cf f a i r l y from t h e s tandpo in t of t h e Federa l R e s e r v e 

Banks and, i f n e c e s s a r y , s e c u r e l e g i s l a t i o n to make the same e f f e c t i v e . I t 

may be t h a t I do not have t h e proper view of the s i t u a t i o n , but i t does seem, 

h a v i n g in mind the purpose of the Federa l R e s e r v e System and the f a c t tha t 

Federa l Reserve Banks a r e n o t t c be regarded a s ordinary commercial i n s t i t u -

t i o n s , that i t i s e n t i r e l y proper that such a p r a c t i c e s h o u l d b e adopted as 

w i l l reduce the p o s s i b i l i t y o f l o s s t o F e d e r a l Reserve Banks t o a minimum. I 

r e f e r t o t h i s c o n s i d e r a t i o n a s i t undoubtedly i n f l u e n c e s my v i e w s on the sub-

j e c t . 

I t seems t o me e n t i r e l y proper t h a t a F e d e r a l Reserve Bank should be p e r -

m i t t e d t o f i l e b u t one p r o o f of c l a i m c o v e r i n g a l l r e d i s c o u n t s h e l d by i t . 

Genera l ly s p e a k i n g , i f two p a r t i e s have been d e a l i n g w i t h each o ther w i t h r e -

s p e c t t o a l a r g e number of t r a n s a c t i o n s , and i f one becomes i n s o l v e n t , the 

o t h e r would c o n s i d e r that i t had but one c l a i m a g a i n s t t h e i n s o l v e n t p a r t y i n 

the t o t a l amount o f the b a l a n c e due i t , and would n o t c o n s i d e r that i t had a s 

many c l a i m s a s t h e r e have been t r a n s a c t i o n s between t h e p a r t i e s n o t f i n a l l y 

c l o s e d . I do n o t c o n s i d e r t h a t d e c i s i o n s of the s t a t e c o u r t s w i t h r e s p e c t t o 

i n s o l v e n c y and s i m i l a r m a t t e r s would be more than p e r s u a s i v e i f t h e p r e s e n t 

q u e s t i o n were t o be determined by t h e c o u r t s , but a s ta t ement in the c o u r s e of 

the d e c i s i o n by the Supreme Court of P e n n s y l v a n i a c o n c e r n i n g the e f f e c t of an 

ass ignment f o r c r e d i t o r s , G-raef f ' s Appeal 79 P 8 - 1^6» seems p e r t i n e n t . In 

t h a t c a s e the c o u r t s a i d : 
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"The ass ignment was i n t r u s t f o r a l l h i s c r e d i t o r s then ex-
i s t i n g , pro r a t a , w i t h o u t regard tc the na ture of the s e c u r i t i e s 
they h e l d . So f a r as regards the a s s i g n e d e s t a t e , t h e y were no 
longer c r e d i t o r s , but e q u i t a b l e owners. Graef f was not an e q u i t -
ab le owner of as many s e p a r a t e shares as he had d i s t i n c t d e b t s . 
His i n t e r e s t was to the e x t e n t of h i s whole c l a i m cn t h e e s t a t e . 
The payment in f u l l of one judgment no more changed h i s p o s i t i o n 
than would the payment of one i t em of a be ok account . I t cannot 
a l t e r the c a s e that t h e r e a l e s t a t e on which the judgments were 
l i e n s was f i r s t r e s o r t e d tc I t i s t r u e the judgments 
were s a t i s f i e d - the d e b t s vs -ere p a l J i n f u l l ; out tha t d i d n o t pre 
tanto e x t i n g u i s h h i s t i t l e a s one c f t h e o r i g i n a l c e s t u i qui 
t r u s t e n t , u n t i l h i s e n t i r e i n t e r e s t was e x t i n g u i s h e d . " 

I cannot s e e any proper b a s i s f o r h o l d i n g that t h e i n d e b t e d n e s s o f an in--
:• * " 

s o l v e n t n a t i o n a l bank to a F e d e r a l Reserve Baxik shoul3 be d i v i d e d i n t o as many 

c l a i m s as t h e r e a,re i tems o f r e d i s c o u n t . . Whi le , of c o u r s e , t h e Federa l R e s e r v e 

Bank can never r e c e i v e more than 100$ cf i t s debt , the mere f a c t that c e r t a i n 

of the i t ems may be taken care of through o t h e r channe l s should not c o n s t i t u t e 

a reason f o r r e q u i r i n g t h a t d i v i d e n d s t h e r e a f t e r payable s h a l l be computed on 

t h e reduced amount• 

I was i n t e r e s t e d to n c t e the s u g g e s t i o n i n tne c o n c l u d i n g paragraph of 

Governor Haxding1 s l e t t e r t h a t the c a p i t a l s t o c k h o l d i n g s of an i n s o l v e n t 

n a t i o n a l bank a r e not o f f - s e t s a g a i n s t r e d i s c o u n t i n d e b t e d n e s s , t u t are to Le 

c o n s i d e r e d as g e n e r a l c o l l a t e r a l • I t seems t . me that t h i s ^ ^ s i t i ^ n i s l o g i -

c a l . I f a F e d e r a l Reserve Bank i s required to s e t o f f the c a p i t a l s t v c k 

a g a i n s t r e d i s c o u n t i n d e b t e d n e s s and r e c e i v e a d iv idend on the balance i t might 

r e a d i l y s u f f e r a l o s s , On t h e o t h e r hand, i f i t r e c e i v e s a d iv idend on the 

c l a i m w i t h o u t a l l o w i n g such a s e t o f f , the amount of the c a p i t a l s t o c k h o l d i n g 

might very w e l l be s u f f i c i e n t to make up any ba lance n o t p a i d i n d i v i d e n d s , so 

t h a t t h e r e would be no l o s s to t h e Federa l Reserve Bank. I f e e l i t must have 

been in tended i n d r a f t i n g t h e F e d e r a l Reserve Act t h a t F e d e r a l Reserve Banks 
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should be s u b j e c t to the l e a s t p o s s i b l e r i s k of l o s s , artj t h a t the c a p i t a l 

stock, h o l d i n g was in tended as a s p e c i a l s e c u r i t y a g a i n s t l o s s e s . From t h i s 

v iew i t would f o l l o w that the c a p i t a l s t o c k h o l d i n g s should be h e l d a s s p e c - -

i a l s e c u r i t y and n o t be a p p l i e d i n accordance w i t h the u s u a l r u l e s g o v e r n i n g 

the d i s p o s i t i o n of c o l l a t e r a l s e c u r i t y . I n c i d e n t a l l y , apart from any such 

v iew, a doubt m i 6 h t a r i s e as to whether t h e f u n d s h e l d a s s e c u r i t y n e e d be 

a l l o w e d a s s e t o f f s . See s ta t ement i n Michie 0% Banks and Banking, Vo l . I , 

P • 5S7, 20 ( 3 c ) and i n Beckham1 s Assigned E s t a t e , 35 Perm a. Super ior Court 

330 ( 1 9 0 8 ) , s e e page 33$. 

I do n o t regard the d e c i s i o n i n Federa l Reserve Bank of Minneapol i s v s . 

F i r s t N a t i o n a l Bank of Eureka, 277 Fed. 300, as p a r t i c u l a r l y s a t i s f a c t o r y . 

From t h e p u b l i s h e d repor t i t does not c l e a r l y appear whether c e r t a i n p o i n t s 

were the s u b j e c t of argurnent or whether f o r the purpose of the c a s e c o u l d be 

taken a,s a d m i t t e d . No doubt Judge Ue land's comment w i l l "be e n l i g h t e n i n g i n 

t h i s r e s p e c t . 

Perhaps I should a p o l o g i z e f o r e x p r e s s i n g o p i n i o n s based so l a r g e l y on 

p r i n c i p l e * p a r t i c u l a r l y , when as I have a l r e a d y c o n f e s s e d , we do n o t have the 

b e n e f i t o f p r a c t i c a l e x p e r i e n c e . I am i n c l i n e d to b e l i e v e t h a t i f the c o u r t s 

p a s s on t h e q u e s t i o n s we have been d i s c u s s i n g , d e c i s i o n s r e l a t i n g to p r a c t i c e 

upon i n s o l v e n c y o f commercial i n s t i t u t i o n s need no t n e c e s s a r i l y be e x p e c t e d 

t o govern. Furthermore, a s I have i n d i c a t e d , I should b e l i e v e t h a t i f the 

p r a c t i c e e s t a b l i s h e d i s n o t f a i r to the F e d e r a l Reserve B&nks, l e g i s l a t i o n 

shou ld be s ecured to remedy the s i t u a t i o n . 
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Has any q u e s t i o n a em. r a i s e d as t". the manner c f p r o v i n g c la ims based 

on c o l l e c t i o n i tems? Such c a s e s would a p p a r e n t l y d i f f e r from those i n v o l v -

i n g c la ims based en r e d i s c o u n t s , as the F e d e r a l Reserve Banks , as to any 

c l a i m s they e i g h t p r e s e n t , would be o r d i n a r i l y a c t i n g a s a g e n t . 

I assume t h a t a f t e r ycu have heard from a l l d i s t r i c t s we may expect t o 

be advised a s tc the g e n e r a l c o n c l u s i o n s reached , i s h a l l be mich i n t e r e s t e d 

to r e c e i v e t h i s i n f o r m a t i o n . 

With ny b e s t regards , I am, 

Very t r u l y yours , 

( s i g n e d ) PARKER S. WILLIAMS 
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SQUIEE, SANDERS & DEI.FSEY 

COUNSELLORS AT LAW 

CLEVELAND 

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

Dear S i r : 

February 14, 1925 

We have c o n s i d e r e d c a r e f u l l y the q u e - t i o n as to the proof of 

c l a ims uy F e d e r a l Reserve Baraks a g a i n s t i n s o l v e n t n a t i o n a l Banks, and are 

o f the f o l l o w i n g op in ion w i t h r e s p e c t t h e r e t o : 

In F r e d e r i c k v s . C i t i z e n s N a t i o n a l Bank, 231 Fed. , 667> a t page 

6 7 2 , the C i r c u i t Court of Appeals f o r the Third C i r c u i t s a y : 

"The record she s t h a t the n o t e s were s e p a r a t e l y p r o v e d 
b e f o r e t h e r e f e r e e , i n accordance w i t h a p r a c t i c e t h a t i s s a i d 
to p r e v a i l i n t h e County of Greene, where the bankruptcy p r o -
ceed ing was c a r r i e d on. No reason appears f o r thus d i v i d i n g 
such a c l a i m i n the hands o f a s i n g l e c r e d i t o r , and we t h i n k 
the p r a c t i c e i s o b j e c t i o n a b l e . C l e a r l y , the debt due the bank 
was the a g g r e g a t e of b o t h n o t e s , an J t h e c l a i m should have been 
so proved . The motion t o quash i s t h e r e f o r e r e f u s e d . " 

No r e a s o n i s apparent why the r a l e in bankruptcy should d i f f e r 

from t h e r u l e o b t a i n i n g w i t h r e f e r e n c e to the proof of c l a i m s a g a i n s t i n -

s o l v e n t N a t i o n a l Banks. I f the r u l e s t a t e d i n t h e f o r e g o i n g c a s e i s c o r -

r e c t , the r u l e announced i n F e d e r a l Reserve Bank of M i n n e a p o l i s v s . F i r s t 

N a t i o n a l Bank of Eureka., 277 F e d . , 3OC, i s wrong, a s we u n d e r s t a n d t h e 

C o u r t ' s o p i n i o n i n that c a s e . 

In M e r r i l l v s . N a t i o n a l Bank of J a c k s o n v i l l e , 173 U. S. I 3 I , t h e 

Supreme Court o f the Uni ted S t a t e s a f f i r m s the a o t i o n of the C i r c u i t Court 

of Appeals , r e p o r t ih 75 Fed. ' l 4 s , i n r e q u i r i n g t h a t a c r e d i t o r of an i n -

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



363 
- 2 - x - i+339- j 

s o l v e n t N a t i o n a l Bank s h a l l p r o v e a secured c l a i m s e p a r a t e l y from an u n s e -

cured c l a i m . While the f a c t s i n t h i s c a s e are confused by c o n f l i c t i n g s t a t e -

ments as to tne n a t u r e of t i ie cLairns as s e t f o r t h in the F e d e r a l Reporter a t 

page 178, and i n the Supreme Court r e p o r t a t page I j l , i t i s to be presumed 

t h a t the l a t t e r s t a t smait i s c o r r e c t , an J t h a t the c l a i m i n f a c t c o n s i s t e d of 

unsecured i n d e b t e d n e s s on sundry d r a f t s , and one c e r t i f i c a t e o f d e p o s i t , s e -

cured by c o l l a t e r a l . 

In t h e op in ion of t h e C i r c u i t Court of Appeals , 75 F e d . , 151, any 

q u e s t i o n s a r i s i n g w i t h r e s p e c t to the unsecured c l a i m s are e l i m i n a t e d from t h e 

c a s e , and the s o l e q u e s t i o n l e f t f o r d e t e r m i n a t i o n i s the b a s i s upon which a l -

lowance of the secured c l a i m should be ma J e • Under t h e r u l e e s t a b l i s h e d by 

the C i r c u i t Court of Appeals and a f f i r m e d by t h e Supreme Court , i t i s h e l d 

that the s e c u r e d c r e d i t o r 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 

due him a t the t ime i n s o l v e n c y i s d e c l a r e d , a n j the b a s i s o f d i v i d e n d s p a i d 

to the s ecured c r e d i t o r i s t h i s amount, r e g a r d l e s s of subsequent r e a l i z a t i o n 

upon the c o l l a t e r a l , s u b j e c t t o the l i m i t a t i o n that no d i v i d e n d s h a l l be p a i d 

a f t e r the c r e d i t o r has r e c e i v e d the f u l l amount of h i s s e c u r e d cla,im. 

Ii> t h e M e r r i l l c a s e , the decree of t h e C i r c u i t Court of Appea l s , a f -

f i rmed by t h e Supreme Court, r e v e r s e d the d e c r e e of the t r i a l c o u r t , which 

p r o v i d e d : 

"that the complainant i s e n t i t l e d to r e c e i v e from t h e a s s e t s a 
* * * * d i s t r i b u t i v e share and d iv idend * * * * based upon 
an J t o be c a l c u l a t e d upon the whole amount of t h e i n d e b t e d n e s s 
due s a i d complainant from s a i d b a n k . " 

Even though the C i r c u i t Court of Appeals e x p r e s s l y e l i m i n a t e s c o n -

s i d e r a t i o n of any q u e s t i o n w i t h r e s p e c t to t h e unsecured c l a i m s , the d e c i s i o n 

o f t h i s Oourt n e c e s s a r i l y i n v o l v e s the d e t e r m i n a t i o n t h a t t h e proof of c l a i m 

f o r the e n t i r e amount of s ecured and unsecured i n d e b t e d n e s s on the b a s i s a l -
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lowed i:y the t r i a l cour t i s erroneous , and t h e r e f o r e the c a s e s tands as au-

t h o r i t y f o r t h e p r o p o s i t i o n t h a t a proof of t h e t o t a l amount o f the i n d e b t e d - 1 

n e s s , s ecured and unsecured , h e l d by a c r e d i t o r , and d e c l a r a t i o n of d i v i d e n d s 

thereon as one i t em, i s improper* I t i s t r u e tha t the o p i n i o n of t h e Court 

i s c h i e f l y d i r e c t e d to the q u e s t i o n as to when the amount of i n d e b t e d n e s s on 

secured c l a i m s i s f i x e d f o r the purpose of d e c l a r a t i o n of d i v i d e n d s , but the 

r e s u l t r eached , both in the C i r c u i t Court of Appeals and i n t h e Supreme Court , 

n e c e s s a r i l y i n v o l v e s the d e c i s i o n that i t i s improper t o p r o v e the t o t a l 

amount of t h e i n d e b t e d n e s s c o n s t i t u t i n g s e v e r a l i tems as one debt . The s t a t e -

ment of f a c t s in the report of t h e C i r c u i t Court of ^Appeals and in t h e Supreme 

Court shows t h a t the unsecured i n d e b t e d n e s s was composed o f s e v e r a l i t e m s , and 

t h a t t h e * p r o p r i e t y of p r o v i n g t h i s unsecured indebtednes s was n o t q u e s t i o n e d 

i s to be e x p l a i n e d , #e b e l i e v e , by the language of the C i r c u i t Court of Ap-

p e a l s ! o p i n i o n , e l i m i n a t i n g c o n s i d e r a t i o n of the unsecured i n d e b t e d n e s s from 

t h e c a s e . 

Our v i e w i s t h a t the b a s i c f a c t t h a t each of the s e v e r a l i t e m s of 

i n d e b t e d n e s s h e l d by a F e d e r a l Bank a g a i n s t an i n s o l v e n t N a t i o n a l Bank are 

d i s t i n c t and s e p a r a t e , cannot be changed by the ac t of t h e F e d e r a l Bank. 

Whether t h e s e s e v e r a l c l a i m s are proved i n t h e aggregate or i n d i v i d u a l l y , each 

has a s e p a r a t e e x i s t e n c e , and when any one has been e x t i n g u i s h e d i n any maimer 

whatsoever , i t cannot be g i v e n a s p e c i o u s v a l i d i t y f o r the purpose of p r o c u r -

i n g a g r e a t e r p e r c e n t a g e of payment on t h o s e which have n o t been s a t i s f i e d , 

f o r the b e n e f i t of the c r e d i t o r the Federa l Reserve Bank, and t o the p r e j u d i c e 

o f other c r e d i t o r s of the i n s o l v e n t N a t i o n a l Bank. I t seems to u s tha t the 
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c l e r i c a l i n c o n v e n i e n c e of h a v i n g p h y s i c a l l y s e p a r a t a c l a i m s cn each i t e m 

can e a s i l y be a v c i J s d t y a requirement t h a t b e f o r e d i v i d e n d s are dec lared 

the Federa l R e s e r v e Banks s h a l l be requ ired tf f u r n i s h a c e r t i f i c a t e as t o 

the amount r e a l i z e d cn any of the i tems i n c l u d e d in a s i n g l e c l a i m f i l e d 

by i t> and u n t i l paymozits r e c e i v e d from a l l s o u r c e s , p l u s d i v i d e n d s to be 

d e c l a r e d , exceed the f a c e amount of each i n d i v i d u a l i t em i n the c la im, the 

amount on which d iv idends are a c t u a l l y paid remains c o n s t a n t . As soon as 

any i n d i v i d u a l i t e m has been f u l l y p a i d i t should under t h i s procedure be 

e l i m i n a t e d from the t o t a l amcunt on which t h e d iv idend i s p a i d . 

R e s p e c t f u l l y submit ted , 

( s i g n e d ) SQUIRE, SANDERS & DEMPSEY 

SN:D 

-4-
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FEDERAL EESBEVt BANK OF RICHMOND 

February 13, 1$)25 

Federa l Reserve Board, 
Washington, *5. C. 

A t t e n t i o n of Mr. Walter Wyatt , 
General Counse l . 

My dear Mr. Wyatt: 

A f t e r -writing you my l e t t e r , dated January l 4 , 1925 , upon the s u b j e c t 

o f prov ing c l a i m s a g a i n s t t h e e s t a t e s of f a i l e d banks, and t h e a l l o w a n c e 

which should be maje f o r payments r e c e i v e d from makers or o t h e r p a r t i e s p r i o r 

t o the f a i l e d bank on r e d i s c o u n t e d n o t e s , I under took t o l o o k f u r t h e r i n t o the 

q u e s t i o n a s t h e r e s u l t o f sn exchange of l e t t e r s between i r y s e l f and Mr. Mason 

o f the Federa l Reserve Bank o f New York. 

My examinat ion of t h e a u t h o r i t i e s d i s c l o s e d tha t t h e y do n o t support 

t h e v iews t h a t I e x p r e s s e d i n my l e t t e r t o you . I e n c l o s e h e r e w i t h a copy of 

a l e t t e r , which I am today send ing t o Mr. Mason from which you w i l l s e e t h a t I 

t h i n k t h a t we a r e e n t i t l e d t o p r o v e a c l a i m f o r the a g g r e g a t e amount o f r e d i s -

counts unpa id a t the t ime t h a t the c l a i m i s proven , and t o r e c e i v e d i v i d e n d s 

u n t i l our c l a i m upon the r e d i s c o u n t e d n o t e s i s c o m p l e t e l y wiped o u t . I found 

no a u t h o r i t y b e a r i n g upon the p a r t i c u l a r q u e s t i o n , but I s t i l l remain convinced 

t h a t each n o t e must fce c o n s i d e r e d as a s e p a r a t e o l a i m . 

When you have comple ted your s tudy o f t h i s q u e s t i o n and have h e a r d 
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from the Counsel f o r the o t h e r t a n k s , I w i l l be g r e a t l y i n t e r e s t e d i n know-

i n g the c o n c l u s i o n which was reached by ycu an* them. 

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

( s i g n e d ) M. G. W a l l a c e , 
Counse l . 
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February 13 , 1925• 

Mr. L: B. Mason, 
General C o u n s e l , 
F e d e r a l R e s e r v e Bank, 
New York. 

My dear Mr. Mason: 

S i n c e t h e r e c e i p t s f your l e t t e r c f February 2nd, I have gene i n t o the 

q u e s t i o n of the e f f e c t c f p a r t payments r e c e i v e d upon d i s c o u n t e d n o t e s a f t e r 

the i n s o l v e n c y of t h e mamber bank upon the endorsement of Which the n o t e s were 
% 

d i s c o u n t e d . 

I b e l i e v e you w i l l r e c a l l t h a t a t the c o n f e r e n c e a t Washington, I s t a t e d 

r a t h e r p o s i t i v e l y tha t i n ay o p i n i o n a p a r t payment by the maker of the n o t e , 

whether b e f o r e or a f t e r t h e p r o o f of c l a i m a g a i n s t the e n d o r s e r , a b s o l u t e l y 

o b l i t e r a t e d the r i g h t of a c t i o n , 

I based t h i s upon what seemed to be t h e n e c e s s a r y e f f e c t of t h e u n i f o r m 

n e g o t i a b l e i n s t r u m e n t la.w. 

S e c t i o n 119 p r o v i d e s tha t "a n e g o t i a b l e instrument i s d i s c h a r g e d by p a y -

ment in due c o u r s e by or on b e h a l f of the p r i n c i p a l debtor"; and s e c t i o n 121 

p r o v i d e s "where the instrument i s pa id by a p a r t y s e c o n d a r i l y l i a b l e t h e r e o n , 

i t i s n o t d i s c h a r g e d by the p a r t y so p a y i n g i t ; but the p a r t y so p a y i n g i t i s 

r e m i t t e d to h i s former r i g h t s a s regards a l l p r i o r p a r t i e s " . 

I t seemed t o me t h a t under t h e s e p r o v i s i o n s a p a r t payment by the p r i n c i p a l 

debtor d e s t r o y e d pro t a n t o t h e r i g h t of a c t i o n upon the in s t rument f o r a l l pur -

p o s e s r e g a r d l e s s c f when t h e payment was made, but a p a r t payment by a p a r t y 

s e c o n d a r i l y l i a b l e was n o t a d i s c h a r g e of the ins trument , but was the p u r c h a s e 

by t h i s p a r t y o f an e q u i t a b l e r i g h t i n the ins trument , which s t i l l remained en-

f o r c e a b l e f o r t h e f u l l amount a g a i n s t the p a r t y p r i m a r i l y l i a b l e . 
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After examining the a u t h o r i t i e s , I am forced tc the conclusion that I 

spoke h a s t i l y , and that my view i s not supported by the author i t i e s ; at l e a s t 

when the part paymaits are in the nature of dividends from an insolvent e s t a t e . 

I t seems that so lon^ as both part ie s remain solvent, a part payment by 

any person primari ly l i a b l e discharges the instrument pro tanto and the holder 

has no r ight of act ion against any party upon the instrument except for the 

balance. Frost v . Martin, 26 N. H, 422, 59 Am. Dec. 353- Part payment by an 

endorser does not discnsrge the instrument, but the holder may proceed for the 

f u l l amount against the maker, but i s regarded as a trus tee for the endorser 

to the extent of any surplus which may be recovered and remain a f t er the holder 

has been paid in f u l l . Granite National Bank v. Fitch, 145 Mass. 567» l 4 N.E. 

65O, 1 A.S.B.4S4. Madison Square Bank v. P ierce , 137 N.Y. 44, 33 N. E. 557, 

20 L.E.A. 335, 33 A.S.E. 75^• As I stated these cases r e f e r to part payment 

made vo luntar i ly by par t i e s to the instrument, and i t seems that the same ru le 

i s applicable when part payments are ma.de by a person primari ly l i a b l e before 

a claim i s proved and allowed against the e s t a t e of an inso lvent endorser. 

Sohier v. Loring, 6 CTish. 539 J National Mount Wa. 11 as ton Bank v. Cha.s. F. Porter , 

et a l , 122 Mass. 308, and F i r s t National Bank v. Alexander 85 North Carolina 

353, 39 Am.S.R. 702. 

In making allowances for dividends which are received a f t e r a. c laim has 

been proved and f i l e d a very d i f f e r e n t rule a,ppears to have been adopted by 

the courts . As I s tated previous ly i t seems to me there can be no d i s t i n c t i o n 

between a dividend received from an insolvent e s ta te snd a payment made by the 

/ inso lvent , and there can be no d i s t i n c t i o n between a payment received from one 

party to the instrument a f t e r a claim i s proved against the e s t a t e of another 

party, and payment made before the claim i s proved. The court s , however, do 

no t take my view, but appear to hold that the proof and allowance of the c la im 
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hay about i t an element of f i n a l t y which p r e c l u d e s the con3iJera t i .cn of any-

t h i n g which happens a f t e r the c la im i s f i l e d , and the c o u r t s c o n s i s t e n t l y 

hold t h a t a c l a im may be proven aga ins t the e s t a t e of e i t h e r an inso lvent 

maker or an i n s o l v e n t endorser f o r the f u l l amount due a t the time tha t the 

c l a im i s proven, and tha t payments r ece ive J. a f t e r t h i s , whether by way of d iv-

idends or o the rwise , have no e f f e c t u n t i l the e n t i r e debt i s p a i d . The ca ses 

to t h i s e f f e c t a r e Ci t i zens . Bank of P a r i s v, P a t t e r s o n , 7S Kentucky 291J 

Brown v. Merchants Bank, 79 C. 244; Southern Michigan Na t iona l Bank v . 

By les , 67 Mich. 296; in r e . Meyer 7& Wise. 615> 4^ Northwestern 523> ^3 A.SF-.R. 

435, 11 L.S.A. S4l; in r e . M i l l e r , 82 Pa. S t . 113, 22 Am. Rep. 75^; C i t i z e n s 

Bank v. Kendrick, P e t t u s & Cc„ v 92 Tenn, 4 l 7 , 2 1 S.W, 1070% l6 A.S.R.A6. 

There i s a s i n g l e case to the c o n t r a r y , which to my view appears exceedingly 

wel l reasoned, bu t which i s c e r t a i n l y aga ins t the decided weight of a u t h o r i t y . 

This i s Mercan t i l e Nat ional Bank v, MacFarlane, 71 Minn 497, 74 N. W. 2871 

70 A. S. E. 352. 

I t So ems to me that from the above, i t appears t ha t a Fede ra l Reserve 

Bank should be p e r m i t t e d to prove agains t t he e s t a t e a c l a im ux.xn a r e d i s -

ccunted no te f o r the amount due on tha t no t e a t the time t h a t the c la im i s 

f i l e d , and can then r ece ive dividends upon t h i s amount u n t i l the d iv idends 

toge ther wi th a l l payments made upon the no te by p a r t i e s p r i o r to the i n s o l -

ven t bank, and a l l amounts r e a l i z e d , from s e c u r i t y , equal to t he f a c e of the 

n o t e . I b e l i e v e t h a t i t has h i t h e r t o been the p r a c t i c e f o r a Federa l Re-

serve Bank to prove f o r th . e n t i r e amount of a l l r ed i scoun ted n o t e s , bu t I 

cannot th ink t h a t we can p o s s i b l y sus ta in the p o s i t i o n t h a t we a re e n t i t l e d 

to lump a l l of our claims a g a i n s t the f a i l e d bank, a l though they r e p r e s e n t 

r i g h t s of a c t i o n upon sepa ra t e an J d i s t i n c t n o t e s , and r e c e i v e d iv idends 
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upon the aggrega te amount of a l l c laims, no twi ths t and ing the f a c t t h a t many 

of the c la ims have been completely d i scharged . I t i s a l so worthy of no t e 

t h a t payments r ece ived be fo r e we f i l e the c l a im a re under weight of a u t h o r i t y 

c r e d i t s on the c la im, out t h a t payments r ece ived a f t e rwards a r e n o t ; conse-

quent ly , i t i s to the i n t e r e s t of Federal Reserve Banks t o f i l e t h e i r c la ims 

a t the f i r s t p o s s i b l e oppor tuni ty» 

Of c o u r s e , in cons ide r ing the above, I have considered only the r e d i s -

counted no tes • When we have made an advance to a member bank upon the bank* s 

own n o t e , secured by c o l l a t e r a l , i t seems c l e a r t ha t we may prove f o r the f u l l 

amount of the c o l l a t e r a l no te wi thout any c r e d i t f o r any sum t h a t may ha,ve 

been r ece ived , e i t h e r b e f o r e or a f t e r f i l i n g the c la im upon the c o l l a t e r a l . 

I am sending Mr. Wyatt a copy of t h i s l e t t e r , an J s t a t i n g to him I am 

r e t r a c t i n g so much of my opinion expressed in irsy l e t t e r of January l 4 , 19^5> 

as i s in c o n f l i c t with the views which I have expressed above. 

I would, of course , be g r e a t l y i n t e r e s t e d in knowing what conc lus ions 

were reached by you and Mr* P h i l b i n in i n v e s t i g a t i n g t h i s subgdCt, and in r e -

ce iv ing a copy of any opinion you might g ive , and a memorandum of the a u t h o r -

i t i e s in support of i t . 

With bes t wishes , I remain 

Very t r u l y y u r s , 

M. G> Wallace, 
Counsel. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



, W72 
COPY x-U339-e-2 

PEDlSEAli BRIEVE PMK OF HICtiMDHD 

January 15, 1925* 

Federal Reserve Board, 
Wabhir..;v..n, D» C, 

Attention of Mr. Walter Wyatt, 
General Counsel 

My dear Mr • V.yatt: 

In my l e t t e r tv ycu, dated January lUth, upon the subject of the 

appl icat ion of the paid up subscription cf an insolvent member .bank to i t s 

indebtedness to a Federal lis serve Bank, I neglected to consider the p o s s i -

b l e e f f e c t of sec t ion 2-b of regulation I . 

I t may well be that when the Federal Reserve Board has directed 

the stock of the member bank to be cancel led and applied to the indebtedness 

of the member bank, that i t would then become necessary for the Federal Re< 

serve Bank to make a f i n a l e l e c t i o n , and to a&ply the amount due on account 

of the surrendered stock to the indebtedness of the inso lvent member bank. 

I f e e l conf ident , however, that the receiver cannot require the e l ec t ion to 

be maie u n t i l the Federal Reserve Board has approved the appl ica t ion for 

the surrender of the stock, because u n t i l the approval i s given, the member 

bank i s an owner of the stock and not a cred i tor for the amount due upon the 

surrender of i t , and I am strongly incl ined to think that the act contemplat-

ed that the approval of the Board would not be given, except upon the f i n a l 

sett lement of accounts between the insolvent member bank and the Federal Re-

serve Bank, because the act c l e a r l y appears to contemplate that when the ap-

proval i s given i t w i l l be apparent whether or not there i s any balance 

which should be paid to the rece iver of the inso lvent member bank. 

Very t r u l y yours, 

M* G. Wallace 
Counsel. 
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FEDERAL RESERVE BANK OF RICHMOND 

January lU,• 192$. 

Federal Reserve Board, 
Washington, D. C. 

Attention of Mr. Walter Wyatt, 
General Counsel. 

My dear Mr. Wyatt: 

I have ycur l e t t e r of January 10th, and have read c a r e f u l l y the 

l e t t e r to Honorable W. P. G» Harding, dated December 19th, from Mr. Charles 

W. Col l ins , Deputy Comptroller, and the l e t t e r dated December l 6 th from Gov-

ernor Harding to the Comptroller of the Currency. 

I am inc l ined to agree with the Comptroller, except as to the re -

fund on our s tock. 

I t seems to me that i f a Federal Reserve Bank holds a note under 

rediscount, the bank i s merely the holder under the Negotiable Instrument Law 

of a note upon which a f a i l e d bank i s l i a b l e as endorser. This gives us a. 

r ight to prove a claim against the es ta te of the f a i l e d bank. Some doubt 

might ex i s t as to whether or not we could prove t h i s claim pr ior to the matur-

i t y of the no te , because u n t i l the note has been presented and dishonored,, and 

the due steps upon dishonor have been taken, i t might be questioned as to 

whether or not our claim against the f a i l e d bank i s not merely a condit ional 

claim. However, in view of the f a c t that the endorsement of a member bank 

under the terms of the Federal Reserve Act i s a waiver Of presentat ion and 

pro te s t as to i t s own endorsement only, I b e l i e v e that the reasoning cf the 

court in Federal Reserve Bank of Minneapolis v , F irs t National Bank of Eureka 

277 Fed. 3OO1 i s eminently scun^., and that we should be allowed to prove a 

c laim upon the f u l l amount, of our rediscounts , as of the date on which the 

bank c losed . 
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However, i t seems to me i f one of those r ed i scoun ted no tes i s l a t e r 

p a i d , e i t h e r by the maker cr by some person p r i o r to the f a i l e d bank, then 

our claim upon t h i s no te i s to the extent of the payment a b s o l u t e l y d i s -

charged. 

Although, I hove found no case b e a r i n g upon the exac t p o i n t , i t 

seems t o me i t would be almost elementary t h a t a r ece ive r should n o t pay a 

dividend upon any c la im which does net e x i s t a t the time t h a t the dividend 

i s p a i d . The f a c t that an i n so lven t was indebted to us a t the time pf h i s 

f a i l u r e cannot e n t i t l e us to a dividend i f we have rece ived payment in f u l l 

of the o b l i g a t i o n from some person o ther than the i n so lven t bank. 

I f we now cons i J e r t h e a p p l i c a t i o n of the r e s e r v e ba l ance , we must 

I t h ink t r e a t i t as a debt due from us to the i n s o l v e n t bank. The c o u r t s 

sometimes speak of a lending bank a,s having a l i e n upon the genera l depos i t 

ba lance of one of i t s d e p o s i t o r s . This phraseology i s , however, obviously 

i n a c c u r a t e , A debtor cannot have a l i e n upon a debt due oy h i m s e l f . The 

confus ion i n phraseology has doubt less a r i s e n from the f a c t t ha t both bank-

e r s and c o u r t s in r e f e r r i n g to genera l d e p o s i t s f r e q u e n t l y u s e words t h a t 

desc r ibe ba i lmen t s r a t h e r than deb t s . However, I b e l i e v e tha t a l l c o u r t s 

which have c a r e f u l l y cons idered the ques t ion have agreed t h a t a, l ending bank 

has an e q u i t a b l e r i&ht to s e t o f f a general ba lance a g a i n s t the unmatured 

o b l i g a t i o n of an inso lven t borrower. Some ques t ion might be maoe of our 

r i g h t to t ake advantage of t h i s form of e q u i t a b l e o f f s e t when the o b l i g a t i o n 

of the borrower i s merely tha t of an endorser , and, t h e r e f o r e , a condi t ional , 

o b l i g a t i o n , which Joes not become f i x e d and c e r t a i n u n t i l t he endorsed no te 

i s dishonored. I b e l i e v e , however, t h a t t he reasons given in the case c i t e d 

above a re s u f f i c i e n t to show t h a t our c la im a g a i n s t a member bank should i n 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



1V75 
- 3 - x - 4 3 3 9 - e - 3 

e q u i t y , a t l e & s t , t a t r e a t e d as a d i r e c t Claim ra ther than a c o n t i n g e n t or 

c o n d i t i o n a l o n e . 

I t seems t o me i f we have a r i g h t t o s e t o f f our d e p o s i t b a l a n c e 

a g a i n s t t h e l i a b i l i t y of the f a i l e d bank to u s , i t i s c l e a r t h a t we may s e l -

e c t snypparticular l i a b i l i t y of t h a t bank upon Which t o a p p l y t h e b a l a n c e . 

The r i g h t t o have the s e t o f f a p p l i e s to any and a l l l i a b i l i t i e s u n t i l we 

have made a s e l e c t i o n , and? we may s e l e c t any p a r t i c u l a r c l a i m which we c h o o s e , 

or may e l e c t t o p r o - r a t e t h e b a l a n c e among a l l c l a i m s , b e c a u s e i f the r e -

c e i v e r brought s u i t a g a i n s t u s , we c o u l d s e l e c t any c l a i m which we had t o 

p l e a d as an o f f s e t . However, i t seems to me tha t we must make our s e l e c t i o n 

when or b e f o r e our c l a i m i s e s t a b l i s h e d and a l l o w e d by the r e c e i v e r , and i f 

we f i l e a c l a i m f i r the f a l l amount due to u s , and make no a l l o w a n c e f o r the 

d e p o s i t b a l a n c e , we a r e , i t seems to me w a i v i n g our r i g h t t o c l a i m a s e t o f f 

j u s t as we would be f o r c e d t o p l e a d an o f f s e t be fore judgment, and i f we d i d 

n o t p l e a d i t would waive i t . 

I am i n c l i n e d t o d i s a g r e e w i t h the Comptrol ler i n s o f a r as h e ap-

p e a r s to c o n s i d e r t h a t the ajnount due to the e s t a t e of the member bank on 

account of the c a n c e l l a t i o n or surrender of s t o c k in the F e d e r a l Reserve Bank 

i s to be t r e a t e d as a b a l a n c e due tc the member bank in i t s r e s e r v e a c c o u n t . 

The member bank a s a ho lder o f s t o c k i n the F e d e r a l Reserve Bank i s in no 

s e n s e of the word a c r e d i t o r o f t h e Federa l Reserve Bank. Here aga in I 

t h i n k perhaps some c o n f u s i o n h a s a r i s e n b e c a u s e of the h a b i t u a l misuse of 

tShfis . A c c o u n t a n t s and bankers so u n i v e r a l l y speak of t h e e n t r i e s which 

show the e s t i m a t e d va lue of the c a p i t a l s t o c k of a bank as l i a b i l i t i e s , 

tha t a l l o f u s a r e l i k e l y t o l o s e s i g h t of t h e f a c t tha t o u t s t a n d i n g c a p i t a l 

s t o c k r e p r e s e n t s i n no s e n s e a debt due by t h e c o r p o r a t i o n to the s t o c k h o l d -

e r s , but i s a mere ev idence of t h e f a c t t h a t the s t o c k h o l d e r s own an i n t e r -
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e a t i n the c o r p o r a t i o n , an J t h e s c ^ c s l l s l " c a p i t a l " , *'surplus" e n d ' t i r o f i t s " 

are mere a c c o u n t i n g terms shewing an e s t i m a t e of the amount which would be 

a v a i l a b l e f o r d i s t r i b u t i o n to s t o c k h o l d e r s i n t h e e v e n t cf l i q u i d a t i o n . The 

r e c e i v e r of a f a i l e d bank has no r i g h t to demand a r e t u r n of the p a i d up sub-

s c r i p t i o n cf t h e member bark , e x c e p t in accordance w i t h s e c t i o n 6 of the Fed-

e r a l Reserve A c t , and i t seams to me t h a t t h i s s e c t i o n c o n t e m p l a t e s tha t when 

t h e s t o c k i s surrendered the p r o c e e d s should be f i r s t a p p l i e d . t o a l l d e b t s of 

the i n s o l v e n t member bank, and the b a l a n c e , i f any, s h a l l b e 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. I t seems to me that i n t h i s c a s e the o b l i g a -

t i o n of the F e d e r a l Reserve Bank i s c o n d i t i o n a l . . . . I t i s n o t compe l l ed to a c -

count to the r e c e i v e r f o r a n y t h i n g u n t i l a l l d e b t s of the i n s o l v e n t member 

bank to the F e d e r a l Reserve Bank have been s a t i s f i e d ; c o n s e q u e n t l y i t seems, 

to ma tha t the F e d e r a l Reserve Bank may r e f u s e to c r e d i t t h e amount p a y a b l e 

on the surrender of the s t o c k to the r e c e i v e r u n t i l the t i m e f o r a. f i n a l a c -

c o u n t i n g . 

I n o t i c e that the l e t t e r of the Deputy Comptrol ler of 'the Currency 

does not a.ppear to ha.ve touched upon the method c f a p p l y i n g c o l l e c t i o n s made 

upon marginal or a d d i t i o n a l c o l l a t e r a l h e l d t o s ecure r e d i s c o u n t s . I t seem* 

to me that i t might be w e l l to make i t c l e a r t o him t h a t money r e c e i v e d from 

such source i s v e r y d i f f e r e n t from money r e c e i v e d a s p a r t payment on the r e -

d i s c o u n t s t h e m s e l v e s . Any c o n t r o v e r s y be tween a Federal R e s e r v e Bank and the 

Rece iver of an i n s o l v e n t N a t i o n a l bank mast c f n e c e s s i t y be governed by the 

r u l e s of the F e d e r a l c o u r t s . In the Federa l c o u r t s i t i s w e l l e s t a b l i s h e d 

t h a t the h o l d e r c f a secured c l a i m a..,ainst an i n s o l v e n t may p r o v e f o r the f u l l 

amount of the c l a i m as i t e x i s t e d a t t h e t ime t h a t a r e c e i v e r was a p p o i n t e d , 

and may r e c e i v e d i v i d e n d s upon the amount of t h e c l a i m thus proved and a l -

lowed, n o t w i t h s t a n d i n g the f a c t tha t the c l a i m a n t ha.s r e a l i z e d upon t h e c o l -
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l a t e r a l s e c u r i t y e i t h e r b e f o r e the clai i t . was ^rov-jn and a l l o w e d or a f t e r i t , 

but t n o c l a i m a n t may have d i v i d e n d s on the e n t i r e f a c e of h i s c l a i m as i t 

e x i s t e d a t the d a t e t h e r e c e i v e r was a p p o i n t e d u n t i l the d i v i d e n d s on the 

c l a i m , and the p r o c e e d s of the s e c u r i t y amounted to a sun: s u f f i c i e n t to s a t -

i s f y the e n t i r e c l a i m , w i t h i n t e r e s t . 

I n o t e p a r t i c u l a r l y your r e q u e s t f o r a s ta tement of my e x p e r i e n c e 

in d e a l i n g w i t h t h e o f f i c e of the Comptro l l er . 

Nty own e x p e r i e n c e h a s been so l i m i t e d that n o t h i n g worth c o n s i d e r -

i n g has a r i s e n i n i t . In f i l i n g c la ims a g a i n s t N a t i o n a l banks I have a lways 

taken the p o s i t i o n which I o u t l i n e d above. No s e r i o u s q u e s t i o n has a r i s e n , 

except on one o c c a s i o n one r e c e i v e r was i n c l i n e d to d i s p u t e icy p o s i t i o n 

w i t h r e s p e c t tv c o l l e c t i o n s upon marginal c o l l a t e r a l , b u t he withdrew h i s 

o b j e c t i o n as soon a s he had communicated w i t h the o f f i c e of t h e Comptro l l er . 

I have always t r e a t e d the amount due upon t h e surrender of s t o c k 

in the F e d e r a l Reserve Bank as though i t were a c o l l e c t i o n upon marginal 

c o l l a t e r a l , and no o b j e c t i o n has been made to t h i s . There have been some 

minor q u e s t i o n s a r i s i n g w i t h r e s p e c t to i n t e r e s t . We, of c o u r s e , charge i n -

t e r e s t on each r e d i s c o u n t a t t h e r a t e p r o v i d e d by law, b u t i f we c o l l e c t more 

than 6$, we t a k e 6 $ o u r s e l v e s , and g i v e t h e i n s o l v e n t bank t h e b e n e f i t of t h e 

s u r p l u s , t r e a t i n g i t 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 . Also in a 

f i n a l s e t t l e m e n t , we a l l o w i n t e r e s t on amount c o l l e c t e d on marginal c o l l a t e r -

a l from the t i m e t h a t we r e c e i v e d i t . 

I may add tha t in e v e r y c a s e which I have h i t h e r t o handled , the 

r e c e i v e r has s e t t l e d w i t h u s in f u l l b e f o r e we had c o l l e c t e d a l l o f our r e -

d i s c o u n t s or exhaus ted a l l o f our marginal c o l l a t e r a l ; c o n s e q u e n t l y in no 

c a s e has i t e v e r y been n e c e s s a r y f o r the r e c e i v e r and myse l f t o p r e s s any 
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d i f f e r e n c e s which we might have had tc a f i n a l d e c i s i o n , an J t h i s l e t t e r 

i s , t h e r e f o r e , o n l y a s ta tement of what ny p o s i t i o n has b e e n . 

I remain 

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

M. G. Wal lace , 
Counse l . 
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FEDERAL RESERVE BAH OF ATLANTA 

January 12, 1925 . 

Mr. Walter Wyatt, General Counsel , 
Federal Reserve Board, 
Washington, D.C. 

Dear Mr. Wyatt: 

We have your l e t t e r o f January 10 th , i n which you r e q u e s t u s t o 

a d v i s e a s to t h e e x p e r i e n c e o f the Federa l Reserve Bank of A t l a n t a i n the 

mat ter o f f i l i n g c l a i m s a g a i n s t i n s o l v e n t n a t i o n a l banks, and to g i v e you 

our v iews a s to the l e g a l i t y of the p r e s e n t p o s i t i o n of t h e o f f i c e o f the 

Comptrol ler of the Currency w i t h r e s p e c t t o proo f of c l a i m s by Federa l Re-

s e r v e Banks a g a i n s t i n s o l v e n t n a t i o n a l banks . 

The Federa l Reserve Bank of A t l a n t a has had very l i t t l e upon which 

t o base a s ta tement of i t s e x p e r i e n c e i n the mat ter of proo f o f c l a i m s a g a i n s t 

i n s o l v e n t n a t i o n a l banks . 

In t h e e a r l y days o f the System we undertook to f i l e w i t h the r e -

c e i v e r of the Wartrace N a t i o n a l Bank o f Wartrace, Tennessee , a proo f o f c l a im 

based upon the a g g r e g a t e amount due upon r e d i s c o u n t s . At tha t time we took the 

p o s i t i o n t h a t the endorsement of t h e member bank upon r e d i s c o u n t e d paper 

r e p r e s e n t e d what was, i n l e g a l e f f e c t , under the Federa l Reserve A c t , a d i r e c t 

primary o b l i g a t i o n , and t h a t the o b l i g a t i o n s o f the o t h e r p a r t i e s l i a b l e on 

t h e paper were, i n l e g a l e f f e c t , c o l l a t e r a l s e c u r i t y f o r the bank' s o b l i g a t i o n . 

We t h e r e f o r e took t h e p o s i t i o n t h a t we c o u l d f i l e one proo f o f c l a i m f o r the 

a g g r e g a t e amount of the l i a b i l i t y , and t h a t we shou ld be p a i d d i v i d e n d s i n 

l i q u i d a t i o n b a s e d upon the a g g r e g a t e amount f o r which proo f of c l a i m was f i l e d , 

a p p l y i n g the d i v i d e n d s i n pro r a t a ex t ingu i shment of t h e papers h e l d a s of 

the time when each d i v i d e n d was p a i d , and a c c o u n t i n g t o the r e c e i v e r f o r any 
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c o l l a t e r a l which might remain i n our hands a f t e r the c l a i m had "been e x -

t i n g u i s h e d i n f u l l through c o l l e c t i o n s made on t h e c o l l a t e r a l , and/or by 

the payment of d i v i d e n d s i n l i q u i d a t i o n . 

The r e c e i v e r r e f u s e d to a l l o w the c la im to "be f i l e d i n t h i s manner t 

c i t i n g , i n support of h i s c o n t e n t i o n , the then r u l i n g of the Comptrol ler of 

the Currency• While the mat t er was "being d i s c u s s e d , the c l a i m of the Reserve 

Bank was s a t i s f i e d i n f u l l , e i t h e r "by the payment of t h e d i s c o u n t s or "by 

redemption of t h e same "by the r e c e i v e r , or i n some o t h e r manner the d e t a i l s 

of which we have f o r g o t t e n . 

The F i r s t N a t i o n a l Bank of Toccoa c l o s e d i t s doors during the war. 

I t i s our r e c o l l e c t i o n t h a t .the r e c e i v e r a l l o w e d us t o f i l e one p r o o f o f 

c la im f o r t h e a g g r e g a t e of l i a b i l i t i e s * In t h a t c a s e , a l s o , the Reserve Bank 

was p a i d i n f u l l , l e a v i n g a s u r p l u s o f c o l l a t e r a l which was turned back t o the 

r e c e i v e r . 

R e c e n t l y we have had two f a i l e d n a t i o n a l banks, one the F i r s t N a t i o n 

a l Bank of C o l q u i t t , Georgia , and the o t h e r a n a t i o n a l bank i n S c a l e , Alabama. 

In the C o l q u i t t c a s e we made a dea l i n which the Reserve Bank s o l d to a com-

m i t t e e of s t o c k h o l d e r s a l l of the c l a i m s a g a i n s t t h e f a i l e d bank, and t h e r e -

f o r e we f i l e d no p r o o f of c l a i m w i t h the r e c e i v e r . 

In the c a s e of the S e a l e Bank, the mat ter of f i l i n g a p r o o f of 

c l a i m was a mat ter o f academic i n t e r e s t o n l y , there b e i n g no unpledged a s s e t s 

of any s u b s t a n t i a l va lue - no t enough, i n f a c t , t o pay the expense o f l i q u i d a -

t i o n . 

From what s tudy we have g i v e n the q u e s t i o n , we are i n c l i n e d to b e -

l i e v e t h a t each s e p a r a t e i t e m of i n d e b t e d n e s s due by t h e f a i l e d n a t i o n a l bank 

to the Reserve Bank, r e p r e s e n t s a s e p a r a t e and d i s t i n c t c l a im, tha t i s t o say , 
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a f t e r i n s o l v e n c y and pending the payment of d i v i d e n d s , i f amounte are r e a l i z e d 

through c o l l e c t i o n s made on t h e c o l l a t e r a l s , such c o l l e c t i o n s would o p e r a t e 

to e x t i n g u i s h or ( a s the c a s e may he) reduce the p a r t i c u l a r i t e m o f i n d e b t e d n e s s 

on which c o l l e c t i o n s were made. We "believe, a l s o , t h a t w h i l e the Reserve Bank 

would have the r i g h t t o a p p l y both d e p o s i t s i n ^ i t s hands a t t h e t ime o f f a i l u r e 

and amounts r e a l i z e d from the surrender and c a n c e l l a t i o n o f s t o c k i n t h e Reserve 

Bank to the payment of such d i scounts - a s i t might s e e f i t , the d i s c o u n t s thus 

e x t i n g u i s h e d s h o u l d "be t u r n e d "back t o the r e c e i v e r and thereby reduce the 

a g g r e g a t e amount of a l l o u t s t a n d i n g demands• T h e r e a f t e r , when and a s d i v i d e n d s 

"be p a i d the r e c e i v e r , t h e y should he p a i d to the Reserve Bank i n amounts 

"based on the then o u t s t a n d i n g i t ems of i n d e b t e d n e s s , t h a t i s , on t h e amounts 

determinable by t h e o r i g i n a l amounts o f i n d e b t e d n e s s a s reduced by c o l l e c t i o n s 

made t h e r e o n . 

This would i n e f f e c t mean a method of a r r i v i n g a t the amount o f 

each d i v i d e n d p a y a b l e to the Reserve Bank on the same b a s i s as i f e a c h i t em 

were proved s e p a r a t e l y . 

The mat ter of p r o v i n g on e a c h i t em i s of course burdensome, and i t 

seems to u s t h a t i n p r a c t i c e a s impler procedure might be adopted# In p r i n -

c i p l e , however, the r u l i n g o f the C o m p t r o l l e r ^ o f f i c e would seem to be sound. 

Very t r u l y y o u r s , • 

( S i g n e d ) Randolph & Parker 

Rgp-G General C o u n s e l . 
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January 12, 1925 . 

Walter Wyatt, General Counsel , 
Federa l Reserve Board, 
Washington, D.C. 

My dear Mr. Wyatt: 

Re: Proof of Claims a g a i n s t f a i l e d n a t i o n a l 
"banks. __ 

Your l e t t e r of the 10 th i n s t . . . C o n t a i n i n g copy of l e t t e r from Governor 

Harding of the Boston Bank to the Comptrol ler of date December 16, 1924, and 

copy of the C o m p t r o l l e r s r e p l y of date December 19, 1924, came duly to hand 

and h a s had my a t t e n t i o n . 

My e x p e r i e n c e w i t h f a i l e d n a t i o n a l "banks i n t h e Seventh D i s t r i c t 

has "been v e r y l i m i t e d and the q u e s t i o n s d i s c u s s e d i n your l e t t e r and i n 

the c a s e i n 277 F e d e r a l Reporter , 300 and i n the correspondence "between 

Governor Harding and t h e Comptrol ler have r e a l l y never "been t h r a s h e d out 

by me w i t h any r e c e i v e r of a f a i l e d n a t i o n a l bank i n t h i s D i s t r i c t . 

When a f a i l u r e o c c u r r e d some y e a r s ago out i n Iowa, I d i d not 

f i l e my c l a i m u n t i l a f t e r I had c o l l e c t e d a v e r y s u b s t a n t i a l amount from 

the makers of the d i s c o u n t e d n o t e s ; and when I d i d f i l e t h e c l a i m the r e -

c e i v e r n o t i f i e d me t h a t the c l a i m must be f i l e d a s of the t ime of the c l o s i n g 

of the bank i r r e s p e c t i v e of whether or not the makers of some of the paper 

had p a i d u s ; and a c c o r d i n g l y , an amended c l a i m was f i l e d , showing the s i t -

u a t i o n a t t h e t ime t h e bank c l o s e d and wi thout regard to t h e f a c t t h a t c e r -

t a i n d i s c o u n t e d b i l l s had been p a i d by the makers. This c l a i m was f i n a l l y 

p a i d out of c o l l a t e r a l and o t h e r w i s e and a s I r e c a l l i t , we never had any 

d i v i d e n d s on t h e c l a i m a s a l l o w e d . In f a c t , I t h i n k no d i v i d e n d s were p a i d 

by the r e c e i v e r u n t i l a f t e r our c l a i m had been taken up by the r e c e i v e r . 
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In o t h e r c a s e s I f i l e d a s i n g l e c l a i m on the a g g r e g a t e amount of the 

i . - r e - d i s c o u n t s a s of the date of the f a i l u r e which, of c o u r s e , i s contrary to 

the r u l i n g now p u t out "by the Comptrol ler; and d o u b t l e s s t h e s e c la ims a s thus 

f i l e d and prepared w i l l be d i s a l l o w e d . 

At the t ime I was i n s t r u c t e d to f i l e the c l a i m i n the manner above 

i n d i c a t e d I was o f the o p i n i o n and. I am now of the o p i n i o n t h a t the p o s i t i o n 

taken by the R e c e i v e r under what I unders tand t o have been d i r e c t i o n s from 

the Comptrol ler was erroneous and u n j u s t i f i e d f o r the r e a s o n t h a t the maker 

of the notes i s p r i m a r i l y l i a b l e t h e r e f o r and i f he d i s c h a r g e s t h i s l i a b i l i t y , 

the secondary l i a b i l i t y o f the f a i l e d bank i s a b s o l u t e l y d i s c h a r g e d and c o u l d 

not be made the b a s i s of a c l a i m a g a i n s t the f a i l e d bank, even though t h i s 

secondary l i a b i l i t y d i d e x i s t a t the t ime the bank c l o s e d i t s doors . 

And i n t h i s you w i l l observe t h a t I d i s a g r e e w i t h the r e a s o n i n g 

of Judge E l l i o t t i n t h e c a s e 277 f e d . where he s a y s on page 302 t h a t i t 

was i n t e n d e d t h a t t h e r e shou ld be a primary l i a b i l i t y on the member bank 

when i t d i s c o u n t s n o t e s w i t h the Federa l Reserve Bank. I can s e e no j u s t i -

f i c a t i o n f o r any c o n c l u s i o n t h a t t h e r e i s a primary l i a b i l i t y ; but whether 

the l i a b i l i t y i s primary or secondary i s of no importance i n t h i s c a s e because 

a secondary l i a b i l i t y may be j u s t a s s t r o n g a f o u n d a t i o n f o r a c l a i m a g a i n s t 

a f a i l e d bank a s a primary l i a b i l i t y , p r o v i d e d , of c o u r s e , t h a t the one 

p r i m a r i l y l i a b l e does not d i s c h a r g e t h a t l i a b i l i t y . 

I am i n a c c o r d Sfeerefor with the p o s i t i o n now taken by the Comptrol-

l e r that where the maker of a n o t e h e l d by a Federa l Reserve Bank under r e -

d i s c o u n t d i s c h a r g e s t h e n o t e , the secondary l i a b i l i t y which t h e r e t o f o r e r e s t e d 

on the member bank can no l o n g e r s tand as a b a s i s f o r a c l a i m a g a i n s t the f a i l e d 
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bank; and from t h i s i t probably f o l l o w s t h a t each re -d i s counted , no te 

i s to bo made the b a s i s o f a s e p a r a t e c l a i m a g a i n s t the f a i l e d bank; 

but from t h i s i t does not f o l l o w n e c e s s a r i l y tha t more than one c la im 

should be f i l e d ns i t ss>or.s t o he c, s i n g l e d a l e c o u l d be f i l e d and c e r t i f i -

c a t e of the R e c e i v e r i s s u e d rnd t h e r e a f t e r f t o n t i n e to t i n e c r e d i t be p l a c e d 

on the c e r t i f i c a t e whenever the maker of a n o t e d i s c h a r g e d h i s l i a b i l i t y 

t h e r e o n . T h i s , of c o u r s e , i s nn a d m i n i s t r a t i v e mat ter p e c u l i a r l y w i t h i n the 

province of the Comptrol ler and should he i n s i s t tha t a s e p a r a t e c l a i m be f i l e d 

on each i n d i v i d u a l n o t e , i t s t r i k e s me t h a t he i s w i t h i n h i s r i g h t s i n ec h o l d -

i n g and t h e r e i s n o t h i n g f o r Federa l Reserve Banks to do but f o l l o w h i s r u l -

i n g i n t h a t r e g a r d however much d i f f i c u l t y t h e r e w i l l be i n f o l l o w i n g the r u l e . 

I might i l l u s t r a t e my thought i n t h i s regard by r e f e r e n c e to a na-

t i o n a l bank a t Den i scn , Iowa, which c l o s e d i t s doors on December 31, 1924. 

The Federa l Reserve Bank of Chicago h e l d under r e - d i s c c u n t a t t h a t t ime 127 

n o t e s of the a g g r e g a t e f a c e amount of $ 2 1 9 , 0 5 2 . 2 0 . I can s e e no r e a s o n why 

one c la im f o r the f a c e amount of t h e s e n o t e s might not be f i l e d c o n t a i n i n g a 

l i s t o f the n o t e s r e - d i s c o u n t e d on which c l a i m the R e c e i v e r c o u l d i s s u e h i s 

c e r t i f i c a t e end then from t ime t c time as a no te was d i s c h a r g e d by the maker 

the amount of such payment made by the maker c o u l d be c r e d i t e d on the c e r t i f i -

c a t e and f o r d i v i d e n d purposes the c e r t i f i c a t e would bo d imin i shed by the 

amount of the c r e d i t so made. I t c e r t a i n l y w i l l be a very burdensome mat ter 

f o r the banks tc f i l e an&t'toe r e c e i v e r s t o hand le a s e p a r a t e c l a i m on each 

one of t h e s e n o t e s . 

Under S e c t i o n 6 of the Federa l Reserve Act i t i s p r o v i d e d t h a t where 

a bank becomes i n s o l v e n t the v a l u e of i t s s t o c k i n the Federa l Reserve Bank 

" s h a l l be f i r s t a p p l i e d t c a l l debts of the i n s o l v e n t member banks to the Fed-

e r a l Reserve Bank." 
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I have t r e a t e d the v a l u e of the s t o c k of t h e i n s o l v e n t member 

"bank as c o l l a t e r a l s e c u r i t y i n s t e a d o f a s a s e t - o f f ; and the r i g h t to do 

so has never been q u e s t i o n e d , but I have never had any d i s t i n c t i v e r u l i n g 

on the m a t t e r . Of c o u r s e , i t might be very important to a Federa l Reserve 

Bank as to how t h i s s t o c k shou ld be a p p l i e d . Judge E l l i o t t s s e e m s to have 

t r e a t e d i t a s a s e t - o f f j u s t l i k e the r e s e r v e b a l a n c e i n the c a s e i n 277 

Fed. The importance a r i s e s out of the a p p l i c a t i o n of the r u l e announced 

i n M e r r i l l v . N a t i o n a l Bank of J a c k s o n v i l l e , 175 U. S . 131 . I am of t h e 

view t h a t the v a l u e o f t h i s s t o c k can be "appl ied" under t h e s t a t u t e by 

t r e a t i n g i t a s c o l l a t e r a l s e c u r i t y i n s t e a d of t r e a t i n g i t a s a s e t - o f f ; 

and I t h i n k t h a t i s the manner i n which the s t a t u t e s h o u l d be i n t e r p r e t e d , 

though I can g i v e no v e r y s t r o n g reason f o r t h i s c o n c l u s i o n . 

Yours very t r u l y , ' 

( S i g n e d ) 

Chas. L. P o w e l l , 
Counse l . 
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In He: Exper ience of The Federa l Reserve Bank 
o f S t . Louis i n f i l i n g c l a i m s a g a i n s t i n s o l v e n t "banks 
and comments on the q u e s t i o n s r a i s e d in the correspond-
ence p a s s i n g between The Federa l Reserve Bank of Boston 
and the C o m p t r o l l e r 1 s o f f i c e r e l a t i v e to the f i l i n g of 
c l a i m s w i t h R e c e i v e r s of i n s o l v e n t n a t i o n a l banks . 

In t h i s d i s t r i c t , w i t h i n the time f o r f i l i n g c l a i m s , we f i l e ' a 

c l a i m on the r e d i s c o u n t i n d e b t e d n e s s and i f t h e r e are any u n r e m i t t e d c o l -

l e c t i o n s on t r a n s i t i tems i n v o l v e d we f i l e ( a s agent f o r t h e owners o f t h e 

i t e m s ) a s e p a r a t e and d i s t i n c t c l a i m . The c l a i m on the r e d i s c o u n t m a t t e r s 

i s f i l e d f o r the e n t i r e i n d e b t e d n e s s at the t ime of the c l o s i n g of t h e i n -

s o l v e n t bank, which c l a i m shows the amount o f b a l a n c e s a t t h e t ime of c l o s -

i n g , i n c l u d i n g t h e c a n c e l e d s t o c k s u b s c r i p t i o n . While t h e c l a i m i s f i l e d 

f o r the t o t a l r e d i s c o u n t o p e r a t i o n i n d e b t e d n e s s , a l i s t making up the i n -

debtedness i s a t tached* T h i s l i s t shows t h e name of the maker of each n o t e , 

the date of t h e n o t e , any payments made t h e r e o n , the due d a t e , the amount o f 

i n t e r e s t due a t date of c l o s i n g and the amount of i n t e r e s t due a t t h e t ime 

of f i l i n g c l a i m . When any n o t e i s p a i d i n p a r t or i n f u l l , we a d v i s e t h e 

R e c e i v e r and c r e d i t the c l a i m w i t h the c o l l e c t i o n , l e s s the i n t e r e s t earned 

s i n c e t h e d a t e o f c l o s i n g . The i n t e r e s t c o l l e c t e d i s h e l d i n a suspense a c -

count u n t i l f i n a l s e t t l e m e n t i s made. On f i n a l s e t t l e m e n t the R e c e i v e r i s 

charged the g o i n g r e d i s c o u n t r a t e from the d a t e of c l o s i n g t o date of f i l i n g 

c la im, and we c r e d i t the R e c e i v e r w i t h the d i f f e r e n c e be tween t h e i n t e r e s t 

c o l l e c t e d and t h e go ing r e d i s c o u n t r a t e a t t h e date of c l o s i n g . 

T h i s method I might add i s one o f agreement r a t h e r than by the op-

e r a t i o n o f law; f o r , under t h e s t r i c t c o n s t r u c t i o n of l a w , we cou ld n o t r e -

q u i r e the i n s o l v e n t bank to pay any i n t e r e s t on any r e d i s c o u n t a f t e r c l o s i n g 
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u n t i l a l l c l a i m s had "been p a i i n f u l l . Then be fore any d i s t r i b u t i o n t o s t o c k -

h o l d e r s , the c l a i m a n t s would be e n t i t l e d to share r a t a b l y on the i n t e r e s t i n d e b t -

edness . I b e l i e v e under t h e law t h a t w h i l e we would n o t be a l l owed to c h a r g e 

t h e i n s o l v e n t bank w i t h i n t e r e s t earned on the r e d i s c o u n t a f t e r the i n s o l v e n c y , 

we would be a l l o w e d t o r e t a i n the f u l l i n t e r e s t c o l l e c t e d on the r e d i s c o u n t s . 

We were a f r a i d o f t h e u n f a v o r a b l e comments t h a t the F e d e r a l R e s e r v e 

Bank was c h a r g i n g the borrower the s even , e i g h t or ten p e r c e n t , the i n t e r e s t 

r a t e agreed t c cn the f a c e c f the n o t e , and f e l t that i f the R e c e i v e r would agree 

to cont inue l i a b l e f o r the i n t e r e s t a f t e r the c l o s i n g of t h e bank, we c o u l d , i n 

turn, g i v e the i n s o l v e n t bank the b e n e f i t of t h e d i f f e r e n c e between t h e r a t e £ 

c o l l e c t e d and t h e go ing r e d i s c o u n t r a t e a t t ime of c l o s i n g . By f o l l o w i n g t h i s 

method we w i l l be a b l e to e s c a p e any u n f a v o r a b l e comments on the i n t e r e s t r a t e 

q u e s t i o n . 

In the F i r s t N a t i o n a l Bank of Jwdscn ia , Arkansas, f a i l u r e , l i k e t h e 

Federa l R e s e r v e Jjank of Minneapo l i s c a s e , t h e r e were two c l a s s e s of c l a i m s which 

c o u l d have been f i l e d ; one cn r e d i s c o u n t s and one on i t e m s handled through the 

t r a n s i t department where the f a i l e d bank had made c o l l e c t i o n s but f a i l e d t o r e -

m i t the funds so c o l l e c t e d . In t h i s c a s e the p r e s i d e n t and c a s h i e r l e f t w i t h 

a l l the money i n the v a u l t s , i n c l u d i n g c o l l e c t i o n s made f o r u s on t r a n s i t i t e m s . 

B e f o r e l e a v i n g t h e y d e b i t e d the f a i l e d bankTs account w i t h u s f o r the c o l l e c t -

i o n s so made. Th i s d e b i t c r e a t e d an o v e r d r a f t w i t h u s and we r e f u s e d t o r e c o g -

n i z e the d e b i t . At the time the bank c l o s e d , we h e l d i n our r e d i s c o u n t s 

f o u r f o r g e d n o t e s , a g g r e g a t i n g a l i t t l e more than the b a l a n c e , as shown on 

our books. I took the p o s i t i o n t h a t we had t h e a l t e r n a t i v e of p r o v i n g up 

on our c l a i m a s i t s t o o d a t the time the bank c l o s e d and c o u l d apply the 

ba lance e i t h e r on the r e d i s c o u n t o b l i g a t i o n or t h e t r a n s i t 
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i t e m o b l i g a t i o n and a c c o r d i n g l y app l i ed the b a l a n c e on t h e f o r g e d n o t e s . Mr. 

R. P. G a r r e t t , t h e R e c e i v e r (now wi th the C o m p t r o l l e r 1 s o f f i c e ) o b j e c t e d t o t h i s 

and c la imed the b a l a n c e should be a p p l i e d on the t r a n s i t m a t t e r i t e m s . He t o o k 

t h e matter up w i t h the C o m p t r o l l e r ' s O f f i c e and the c r e d i t on the forge&. n o t e s 

was a l lowed to s t a n d . The bank o r i g i n a l l y h a n d l i n g the i t e m s was i n an a d j o i n -

i n g town and f i l e d d i r e c t on the t r a n s i t i t e m s . I then p r e p a r e d and f i l e d a 

c l a i m on the r e d i s c o u n t i n d e b t e d n e s s e x i s t i n g a t the t ime the bank c l o s e d , l e s s 

the ba lance t h e r e t o f o r e a p p l i e d on the f o r g e d n o t e s . Mr. Garret then s u g g e s t e d 

t h a t we go ahead and c o l l e c t a l l we c o u l d on the n o t e s a s t h e y matured and he 

would permit u s to withdraw the o r i g i n a l c l a i m and f i l e a c l a i m OB. t h e ba.lance 

due a t the t ime he was ready t o make a f i n a l s e t t l e m e n t - h e , i n the meantime, 

would w i t h h o l d s u f f i c i e n t funds to pay u s the same r a t e on our f i n a l i n d e b t e d -

n e s s as t h a t p a i d t o o t h e r s . We c o l l e c t e d a l l but about $2,SCO. and were p a i d 

the regular d i v i d e n d of 75 or 80 per c e n t of t h i s amount. 

In the c a s e of the F i r s t N a t i o n a l Bank, R o s e d a l e , M i s s i s s i p p i , t h e 

b a l a n c e s and s t o c k were c r e d i t e d on the b a n k ' s genera l i n d e b t e d n e s s and t h e e l -

i g i b l e r e d i s c o u n t s were s o l d t o a reorgan ized bank i n t h e same town. We charged 

o f f the f o r g e d n o t e s and c o n t i n u e d to c o l l e c t on the u n s o l d r e d i s c o u n t s . The 

i n s o l v e n t bank was r e l e a s e d from i t s endorsement l i a b i l i t y under the terms of 

the s a l e of the e l i g i b l e r e d i s c o u n t s ; c o n s e q u e n t l y , no c l a i m was f i l e d i n t h i s 

c a s e . 

In the Corydon N a t i o n a l Bank, Corydon, Indiana , f a i l u r e t h e r e were no 

t r a n s i t i t ems i n v o l v e d . At the time we were r e q u i r e d t o f i l e c l a i m s the Corydon 

Nat iona l Bank's i n d e b t e d n e s s on r e d i s c o u n t s amounted to $ 1 2 1 , 8 0 5 - 8 8 
At t h a t t ime we h e l d in r e s e r v e account p r o c e e d s from C a p i t a l 
s t o c k , e x c e s s from s a l e of L i b e r t y Bonds and c o l l e c t i o n s made 
on c o l l a t e r a l l oan n o t e s 6 ? , 5 3 ^ ' ^ S 
l e a v i n g a n e t i n d e b t e d n e s s to u s of $ 5 ^ ) 2 7 1 * ^ 
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We f i l e d on the e n t i r e I n d e l t e o i l e s ^ and l i s t e d t h e n o t e s go ing to 

make up the c l a i m we then h e l d - a l l of which i s f u l l y s e t cut i n t h e copy of 

c l a i m I am h e r e w i t h e n c l o s i n g . In order to ge t p o s s e s s i o n o f t h e a s s e t s we 

h e l d , ( i n c l u d i n g the b a l a n c e s and ex^tra c o l l a t e r a l ) a l i q u i d a t i n g committee 

t o o k over our paper and p a i d t h e ba lance then due u s , a s p e r t h e recommenda-

t i o n I made to our committee , copy of which i s a l s o e n c l o s e d . 

In t h i s c a s e we a p p l i e d the funds h e l d i n our hands a g a i n s t the gen-

e r a l i n d e b t e d n e s s of t h e Cory don N a t i o n a l Bank i n s t e a d of a p p l y i n g i t a g a i n s t 

t h e s e p a r a t e n o t e s which went t o make up the t o t a l i n d e b t e d n e s s and no o b j e c t -

i o n was o f f e r e d tc such procedure by Mr. G a r r e t t , who r e p r e s e n t e d t h e Comptrol-

l e r 1 s o f f i c e i n t h e t r a n s f e r . 

In the c a s e of t h e Drovers N a t i o n a l Bank, East S t . Loui s , I l l i n o i s , 

the b a l a n c e we h e l d a t the t i m e of c l o s i n g , t o g e t h e r w i t h t h e c a n c e l e d s t o c k 

s u b s c r i p t i o n , was a p p l i e d on t h e genera l i n d e b t e d n e s s t o u s . The l i q u i d a t i n g 

agent then p a i d u s o f f and took up the e x t r a c o l l a t e r a l . 

STATE MEMBER BANKS 

We have had s e v e r a l S t a t e Member Bank f a i l u r e s . I am e n c l o s i n g copy 

o f c la im f i l e d i n the Bank of W a y n e s v i l l e , W a y n e s v i l l e , M i s s o u r i , f a i l u r e , 

which i s t y p i c a l c f the o t h e r s . As you w i l l s ee we f i l e d t h e t o t a l r e d i s -

count i n d e b t e d n e s s as of d a t e of c l o s i n g , and we s e t out i n the c l a i m the b a l -

ances we h e l d , a s w e l l as a l i s t showing the c o l l a t e r a l p l e d g e d . We c o n t i n u e 

t o c o l l e c t b o t h on the r e d i s c o u n t s and p l e d g e d c o l l a t e r a l and a d v i s e t h e l i -

q u i d a t i n g a g e n t as c o l l e c t i o n i s made. The c o l l e c t i o n s made on p r i n c i p a l o f 

r e d i s c o u n t s a r e c r e d i t e d on t h e genera l i n d e b t e d n e s s . The i n t e r e s t c o l l e c t e d 

i s s e t a s i d e i n a suspense account# The c o l l e c t i o n s made on p l e d g e d c o l l a t e r -

a l are h e l d w i t h the p l e d g e d c o l l a t e r a l . When the f i r s t d i v i d e n d i s d e c l a r e d , 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



390 
-5- x-4339-h 

wq are p a i d t h e r a t e d e c l a r e d on the i n d e b t e d n e s s a t the t ime the d i v i d e n d i s 

d e c l a r e d and so on f o r each s u c c e s s i v e d i v i d e n d . On f i n a l s e t t l e m e n t we c r e d -

i t the i n s o l v e n t bank w i t h the i n t e r e s t c o l l e c t e d , l e s s the r e d i s c o u n t r a t e 

a t the time of c l o s i n g . We a r e then p a i d the f i n a l r a t e on the b a l a n c e due u s 

and we then app ly the c o l l a t e r a l and the e x c e s s i n t e r e s t c o l l e c t e d on the b a l -

ance due u s . 

In some i n s t a n c e s the demand has b e e n made by the l i q u i d a t i n g agent 

t h a t b e f o r e we w i l l be a l l o w e d t o f i l e c l a i m , we mast a p p l y the b a l a n c e s and 

s t o c k s u b s c r i p t i o n on the i n d e b t e d n e s s and r e t u r n the p l e d g e d c o l l a t e r a l . We 

have never i n a s i n g l e c a s e re turned the p l e d g e d c o l l a t e r a l a s a c o n d i t i o n 

p r e c e d e n t to b e i n g a l l o w e d to f i l e the c l a i m . 

Coming now to t h e q u e s t i o n s c o n t a i n e d in your l e t t e r : I t h i n k the 

Comptro l ler i s r i g h t i n p r i n c i p l e in that d i v i d e n d s can o n l y be p a i d on t h e 

amount due' a t the date of d e c l a r a t i o n of d i v i d e n d , t h a t i s , i f a t the time of 

f i l i n g the c l a i m s on January 1 the a g g r e g a t e due on a l l the r e d i s c o u n t s were 

$ 1 0 0 , 0 0 0 . and i f ; between t h a t date and J u l y 1 , the bank c o l l e c t e d $ 2 5 , 0 0 0 on 

the p r i n c i p a l o f the paper so h e l d under r e d i s c o u n t and on the f i r s t day of 

J u l y a 10$ r a t e were ordered p a i d , I b e l i e v e the Federa l R e s e r v e Bank would 

o n l y be e n t i t l e d to 10$ on $ 7 5 , 0 0 0 . , the then i n d e b t e d n e s s , and i f another 

$ 2 5 , 0 0 0 . were c o l l e c t e d on the p r i n c i p a l between J u l y and n e x t January and a 

second d i v i d e n d of 10$ were ordered p a i d on the f i r s t o f January , then the 

F e d e r a l R e s e r v e Bank would o n l y be e n t i t l e d to a 10$ on $ 5 0 , 0 0 0 . and so on 

f o r each s u c c e s s i v e d i v i d e n d . 

On t h e o t h e r hand, the l i a b i l i t y o f the i n s o l v e n t bank becomes 

f i x e d on the t o t a l i n d e b t e d n e s s , as c o n t r a - d i s t i n g u i s h e d from i t s s e p a r a t e 
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i n d e b t e d n e s s on the i n d i v i d u a l r e d i s c o u n t s , and I b e l i e v e the F e d e r a l R e s e r v e 

Bank would be e n t i t l e d to have any c o l l e c t i o n s made a p p l y to the g e n e r a l i n -

debtedness r a t h e r than to the i n s o l v e n t b a n k ' s l i a b i l i t y on the p a r t i c u l a r 

p i e c e of paper c o l l e c t e d . In p r a c t i c e i t would make no d i f f e r e n c e whether the 

p a r t i c u l a r p a i l n o t e were e l i m i n a t e d from t h e c l a i m or whether the e n t i r e i n -

debtedness was c r e d i t e d wi th the c o l l e c t i o n so long as no c o l l a t e r a l s e c u r i t y 

was i n v o l v e d . 

Prior to the e s t a b l i s h m e n t of t h e F e d e r a l Reserve System, banks b o r -

rowed from t h e i r c o r r e s p o n d e n t s on t h e i r n o t e s secured by B i l l s R e c e i v a b l e . In 

t h e event o f t h e i n s o l v e n c y of the borrowing bank, the on ly one from whom c o l -

l e c t i o n s c o u l d be made was from the l i q u i d a t i n g a g e n t , and c o l l e c t i o n s made on 

the b i l l s r e c e i v a b l e which had been p l e d g e d as c o l l a t e r a l . Under t h e s e c i rcum-

s t a n c e s , the i n d e b t e d n e s s of the i n s o l v e n t bank was a c o n t i n u i n g and d i v -

idends were d e c l a r e d on t h e amount due a t the 'time of i n s o l v e n c y . Whatever c o l -

l e c t i o n s were made on the p l e d g e d c o l l a t e r a l were h e l d by t h e c l a i m a n t , and 

a f t e r i t had c o l l e c t e d a l l t h a t could be c o l l e c t e d from the i n s o l v e n t bank by 

way of d i v i d e n d s , i t c o u l d , a s a secured c r e d i t o r , t o the e x t e n t of the b a l -

ance o f i t s c l a i m , apply the amounts c o l l e c t e d on the c o l l a t e r a l and r e t u r n the 

ba lance and the u n c o l l e c t e d c o l l a t e r a l to the l i q u i d a t i n g agent f o r d i s t r i b u -

t i o n t^ the u n s e c u r e d c r e d i t o r s . 

Now, s i n c e the F e d e r a l Reserve Banks were c r e a t e d , i n s t e a d of l o a n -

i n g on the borrowing bank*s n o t e , secured by c o l l a t e r a l , the p r i n c i p a l borrow-

i n g i s done by i n d o r s i n g and r e d i s c o u n t i n g i n d i v i d u a l n o t e s , which, b y the 

terms of the n o t e s , a r e n o t due u n t i l a f t e r t h e date the borrowing bank has 

been d e c l a r e d i n s o l v e n t ; ccnsequaat ly . , i t does n o t appear t o me t h a t t h e Fed-' 

e r a l Reserve Bank coul5 ho ld t h e s e c o l l e c t i o n s on the r e d i s c o u n t e d paper as 
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c o l l a t e r a l an 1 oe e n t i t l e d to i t s d iv idend on the amount due a t 

' ^ho t ime of the i n s o l v e n c y and then i i se the c o l l a c t i o n s to meat the b a l -

ance due on i t s c l a i m as the l e n d i n g bank c o u l d under t h e o l d correspond-

ent bank borrowing r u l e , where i t h e l d the i n s o l v e n t b a n k ' s n o t e s ecured 

by B i l l s R e c e i v a b l e as c o l l a t e r a l . 

I B e l i e v e , however, tha t as to c o l l e c t i o n s made on any c o l l a t e r -

a l p l edged w i t h the Federa l Reserve Bank and on any 15 day n o t e of the 

i n s o l v e n t bank secured by B i l l s R e c e i v a b l e , a s c o l l a t e r a l , t h e p r o c e e d s 

c o l l e c t e d on such c o l l a t e r a l need n o t be c r e d i t e d b e f o r e t h e d i v i d e n d i s 

c a l c u l a t e d . 

S i n c e the d e c i s i o n in the c a s e of the Chemical N a t i o n a l Bank v s 

Armstrong, 59 Fed* Report 372 , f o l l o w e d i n t h e c a s e of M e r r e l l vs F i r s t 

N a t i o n a l Bank of J a c k s o n v i l l e , F l a . , 75 Fed. Reporter l 4 g 
173 U. S, Ct. 131: 

"Cred i tor s of an i n s o l v e n t n a t i o n a l bank cannot be r e -
q u i r e d , in prov ing t h e i r c l a i m s , to a l l o w c r e d i t f o r 
c o l l e c t i o n s made a f t e r the date of the d e c l a r e d i n -
s o l v e n c y from c o l l a t e r a l s e c u r i t i e s h e l d by them. n 

To t h e same e f f e c t M e r r i l l vs F i r s t N a t i o n a l Bank, Jackson, F l a . 
75 Fed. Rep. 1%8 
173 U . S . L.C. 131 

New York S e c u r i t y Trust Co. v s Lombard Inv . Go. 
73 Fed. Rep. 537 L?C. 55I+ 

In the M e r r i l l c a s e , t h e Court, a f t e r s t a g i n g t h e s e v e r a l r u l e s 

f o l l o w e d i n the d i f f e r e n t s ta te s . : 

Rule (1 ) The c r e d i t o r , d e s i r i n g to p a r t i c i p a t e in t h e 
f u n d s , i s requ ired t o ( l ) exhaust h i s s e c u r i t y and c r e d i t 
the p r o c e e d s en L i s c l a i m or t o c r e d i t i t s v a l u e upon h i s 
c l a i m ' a n d . p r o v e f o r t h e ba lance - i t b e i n g o p t i o n a l w i t h 
him t o surrender h i s s e c u r i t y and prove f o r h i s f u l l c l a i m . 
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E u l e ( 2 ) The c r e d i t o r can prove f o r the f u l l amount bat 
sha. l l r e c e i v e d i v i d e n d s only on the amount due him a t 
t h e t ime of d i s t r i b u t i o n of the fund; tha t he i s r e -
qu ired to c r e d i t on h i s c la im, a s approved, a l l sums 
r e c e i v e d from h i s s e c u r i t y and may r e c e i v e d i v i d e n d s 
o n l y on the ba lance due him, 

E u l e ( 3 ) The c r e d i t o r s h a l l be a l l o w e d to p r o v e f o r 
an J r e c e i v e d i v i d e n d s upon the amount due Mm a t t h e 
t i n e of prov ing and sending in h i s c l a i m to the o f f i c i a l 
l i q u i d a t o r , be ing r e q u i r e d to c r e d i t a s payments a l l 
sums r e c e i v e d from h i s s e c u r i t y p r i o r t h e r e t o . 

E u l e ( 4 ) Tho c r e d i t o r can prove f u r and r e c e i v e d i v i d -
ends upon the f u l l amount- of h i s c l a i m r e g a r d l e s s of any 
sums r e c e i v e d from h i s c o l l a t e r a l a f t e r the t r a n s f e r of 
the a s s e t s from the debtor i n i n s o l v e n c y ; p r o v i d e d , 
t h a t h e s h a l l n o t r e c e i v e mors than t h e f u l l amount due 
h im." 

h o l d s the 4 t h r a l e a p p l i c a b l e i n the l i q u i d a t i o n o f n a t i o n a l banks, u s i n g 

the f o l l o w i n g language : 

"L.C. l 4 l . We th ink the c o l l a t e r a l i s s e c u r i t y f o r the 
whole debt and e v e r y p a r t of i t , and i s a p p l i c a b l e to 
any b a l a n c e that remains a f t e r p a y m e n t from o t h e r s o u r c e s 
a s t h e o r i g i n a l amount due and that the assumption i s un-
r e a s o n a b l e ; t h a t t h e c r e d i t o r dees r e l y on the r e s p o n s i b -
i l i t y of h i s debtor according t o h i s promise . 

"L.C. 147. Our c o n c l u s i o n i s t h a t t h e c l a i m s o f c r e d i t -
o r s a r e t o be determined a s of t h e date of the d e c l a r a -
t i o n of i n s o l v e n c y , i r r e s p e c t i v e of the q u e s t i o n whether 
p a r t i c u l a r c r e d i t o r s have s e c u r i t y or n o t . When secured 
c r e d i t o r s have r e c e i v e d payment i n f u l l , t h e i r r i g h t s t o 
d i v i d e n d s and t h e i r r i g h t s to re tun- the o ther s e c u r i t i e s 
c e a s e , but c o l l e c t i o n s there from a r e not o t h e r w i s e mater-
i a l . I n s o l v e n c y g i v e s unsecured c r e d i t o r s no g r e a t e r 
r i g h t s than they had b e f o r e though through redempt ion or 
s u b r o g a t i o n or the r e a l i z a t i o n of a surp lus they may be 
b e n e f i t e d . " 

* 

J u s t i c e W,iite wrote a d i s s e n t i n g o p i n i o n , concurred i n by J u s t i c e 

Harlan enJ McKenna. J u s t i c e Gray wrote s t i l l another d i s s e n t i n g opinion# 

J u s t i c e Harlan, who j o i n e d in the d i s s e n t i n g op in ion i n the M e r r i l l v s N a t i o n -

f * 

—S~ 

a l Bank of J a c k s o n v i l l e c a s e , wrote t h e o p i n i o n in the c a s e o f A l d r i c h v s 
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Chemical N a t i o n a l Bank, r e p o r t e d in 176, U. S. 6 l S , s a y s a t L. C. 638 , r e -

f e r r i n g to the M e r r i l l c a s e : 

"The s ecured c r e d i t o r cannot be charged w i t h the e s t i -
mated v a l u e cf t h e c o l l a t e r a l cr be compel led t o e x -
h a u s t i t b e f o r e e n f o r c i n g h i s d i r e c t remedies a g a i n s t 
t h e debtor , or to surrender i t a s a c o n d i t i o n t h e r e t o 
though the R e c e i v e r may redeem or be subrogated , a s 
c i r c u m s t a n c e s may r e q u i r e . When s e c u r e d c r e d i t o r s have 
r e c e i v e d payment i n f u l l , t h e i r r i g h t s to d i v i d e n d s and 
t h e i r r i g h t to r e t a i n t h e i r s e c u r i t i e s c e a s e s , but c o l -
l e c t i o n s there from a r e no t o t h e r w i s e m a t e r i a l . I n s o l -
vency g i v e s u n s e c u r e d c r e d i t o r s no g r e a t e r r i g h t than 
they had b e f o r e though through rederrption or s u b r o g a t i o n 
or the r e a l i z a t i o n of the surp lus t h e y may be b e n e f i t e d , " 

As l a t e as J u l y , 1924 , i n the c a s e of Thonpson, a bankruptcy c a s e , 

the Court, re ferr ing to the Merril l case , says: )0C Fed. Rep. 215 L.C. 217 

"For t h i s reason and t h i s a l o n e , i t h a s been e s t a b l i s h e d 
tha t a c r e d i t o r vd t h c o l l a t e r a l on which he has r e a l i z e d 
may prove h i s f u l l c l a i m a g a i n s t t h e i n s o l v e n t e s t a t e . 
I t i s true h i s debt i s to t h a t e x t e n t e x t i n g u i s h e d , but 
he i s e n t i t l e d to d i s t r i b u t i o n - n o t s t r i c t l y a s a c r e d -
i t o r but as p a r t owner of the a s s e t s of t h e t r u s t fund 
and the ex tent of such ownership i s l i m i t e d to the amount 
of the debt which was f i x e d at t h e d a t e of the i n s o l v e n c y . 
T h e r e f o r e , h i s r i g h t to d i v i d e n d s on such debt ha,s no e f -
f e c t •11 

From the f o r e g o i n g , i t would appear t h a t the p r o c e e d s r e c e i v e d from 

p l e d g e d c o l l a t e r a l need n o t be a p p l i e d u n t i l the secured c r e d i t o r has r e -

c e i v e d h i s pro r a t a share out of the d i v i d e n d d i s t r i b u t i o n . Then to the e x -

t e n t of h i s e n t i r e cladm he can apply the p r o c e e d s d e r i v e d from the c o l l a t e r -

a l . This i s t h e main c o n t e n t i o n I have had t o b a t t l e f o r w i t h t h e S t a t e l i -

q u i d a t i n g a g e n t s . They a l l t h i n k the bankruptcy r u l e a p p l i e s . 

Now when i t comes to r e s e r v e b a l a n c e s and the p r o c e e d s d e r i v e d from 

c a n c e l e d s t o c k s u b s c r i p t i o n s , I do n o t b e l i e v e t h e y c o u l d be c o n s t r u e d t o be 

p l e d g e d c o l l a t e r a l ; n e i t h e r would i t appear t h a t the $ 6 8 , 0 5 0 r e d i s c o u n t paper 

t e n d e r e d the B o s t o n Bank f o r r e d i s c o u n t , but n o t r e d i s c o u n t e d , c o n s t i t u t e s 
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p l edged c o l l a t e r a l and e n t i t l e d to l e t r e a t e d as such'. Net hav ing the f a c t s 

be fore me, i t would appear t h a t the Put man Bank had forwarded the r e d i s c o u n t s 

to the Bos ton Bank f o r the purpose of hav ing them r e d i s c o u n t e d and the funds 

p l a c e d tc the c r e d i t of the Putman Bank. This was n o t dene , end i f such are 

the f a c t s , t h e r e was n s v e r a.ny i n t e n t i o n on the p a r t of the Putman Bank to de-

p o s i t them w i t h the Boston Bank as p l e d g e d c o l l a t e r a l . 

• Can the p r o c e e d s from t h e c a n c e l l a t i o n of the s t o c k and the bank 

b a l a n c e s he c o n s i d e r e d as p l e d g e d c o l l a t e r a l ? J t h i n k n e t . 

S e c t i o n 6 of the F e d e r a l Reserve Act p r o v i d e s t h a t a l l c a s h p a i d 

on s t o c k o f an i n s o l v e n t member s h a l l be f i r s t a p p l i a d on the i n d e b t e d n e s s 

o f the i n s o l v e n t bank to the Federa l Reserve Bank, and t h e b a l a n c e , i f any , 

be pa id t c the l i q u i d a t i n g a g e n t of the i n s o l v e n t bank. The i n d e b t e d n e s s of 

t h e i n s o l v e n t bank becomes f i x e d a t the date of c l o s i n g and i t would appear 

t h a t t h i s c r e d i t should be a p p l i e d a.s of t h a t date . The same reasun-

I t h i n k would apply t o the b a l a n c e s and they would have to be c r e d i t e d a g a i n s t 

the i n d e b t e d n e s s a s of the d a t e of c l o s i n g . » 

I t r u s t th-3 f o r e g o i n g answers the q u e s t i o n s s u r e s t e d . 

R e s p e c t f u l l y submit ted , 

( s i g n e d ) J a s , G. McConkey 

Counse l . 
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FEDERAL RESERVE BAH OF MINNEAPOLIS 

t t i W S l B B i C f 

January 13 , 1 9 2 5 . 

Mr. Wal ter Wyatt , 
General Counse l 
F e d e r a l R e s e r v e Board, 
Washington, D. C. 

Dear S i r : 

I have your l e t t e r o f t h e 1 0 t h w i t h copy o f c o r r e s p o n d e n c e 

"between Mr. Harding and t h e Deputy Comptro l l er on t h e p r a c t i c e o f p r o v i n g 

c l a i m s a g a i n s t i n s o l v e n t "banks. To show what I c o n s i d e r t h e p r o p e r 

p r a c t i c e I w i l l s t a t e how we have p r o c e e d e d i n t h e N i n t h D i s t r i c t where 

such a l a r g e number o f banks have f a i l e d d a r i n g the l a s t f o u r y e a r s . 

We make c l a i m f o r p r i n c i p a l o f r e d i s c o u n t s and o t h e r i t e m s , 

whether dac o r n o t , p l u s i n t e r e s t a c c r u e d t o t h e d a t e t h e r e c e i v e r i s a p -

p o i n t e d , minus i n t e r e s t p r e p a i d a f t e r t h a t d a t e , c r e d i t t h e amount o f the 

d e b t o r bank* s d e p o s i t a c c o u n t and the c r e d i t i t i s e n t i t l e d t o under t h e 

Act f o r i t s c a n c e l e d s t o c k . No c l a i m i s made on a r e d i s c o u n t which i s 

p a i d i n f u l l b e t w e e n t h e r e c e i v e r ' s appointment and t h e d a t e t h e c l a i m i s 

made, but no c r e d i t i s g i v e n or d e d u c t i o n made f o r p a r t i a l payments o r 

f o r money r e a l i z e d on c o l l a t e r a l s d u r i n g t h a t t i m e . We t h i n k t h a t under 

S e c t i o n 6 o f t h e Act t h e s t o c k s h o u l d be c a n c e l e d and c r e d i t e d a s soon 

a s t h e r e c e i v e r i s a p p o i n t e d , even i f t h e c e r t i f i c a t e i s n o t s e n t i n f o r 

c a n c e l l a t i o n . We d o n ' t t h i n k i t was i n t e n d e d t h a t s t o c k a f t e r t h a t s h o u l d 

s t a n d u n c a n c e l l e d and draw t h e h a l f - o f - a - p e r c e n t p e r month i n t e r e s t . 

We c l a i m t h e r i g h t t o a p p l y c r e d i t s on any i t e m o f i n d e b t e d n e s s . In a 

c a s e c i t e d be low, we a p p l i e d t h e c r e d i t s on a l l t h e i t e m s o f i n d e b t e d n e s s 

p r o r a t a a s a c o n c e s s i o n t o t h e r e c e i v e r , o n l y b e c a u s e i t made no d i f f e r e n c e 
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to __ -
/ t h e Bsak i n t h a t p a r t i c u l a r c a s e . 

We m a i n t a i n the r i g h t t o d i v i d e h d s on the cl^$za a s a l l o w e d r e -

g a r d l e s s of subsequent p a r t i a l payments," or money r e a l i z e d on c o l l a t e r a l s 

u n t i l the c l a i m i s p a i d i n f u l l w i th i n t e r e s t . We r e c o g n i z e no r i g h t on 

the p a r t o f the r e c e i v e r upon any c o l l a t e r a l as l o n g a s any p a r t of the i n -

debtedness r e m a i n s u i p a i d . make one c l a i m on e l l t h e r e d i s c o u n t s . I f 

the r e c e i v e r g i v e s a c e r t i f i c a t e a l l o w i n g i t a s one c l a i m , i t i s w i t h t h e 

unders tand ing t h a t the Bank w i l l not i n s i s t on the i n t e r e s t s p e c i f i e d ij i 

the r e d i s c o u n t s , "but c l a i m i n t e r e s t o n l y a t the d i s c o u n t r a t e . The r e -

c e i v e r and Comptrol ler o f t e n agree t o t h i s a s i t i s g e n e r a l l y t o t h e a d -

vantage of the o t h e r c r e d i t o r s . But we concede the r e c e i v e r ' s r i g h t t o 

e l i m i n a t e from p a r t i c i p a t i o n i n d i v i d e n d s any r e d i s c o u n t a s soon a s i t , "be-

comes p a i d i n f u l l , and i f ^dividends have c o n t r i b u t e d t o t h e payments , we 

of course concede h i s r i g h t t o have the paper surrendered t® him f o r en -

forcement a g a i n s t the p a r t i e s p r i m a r i l y l i a b l e . A c c o r d i n g l y , i f the r e -

c e i v e r e l e c t s t o t r e a t a c l a i m on s e v e r a l r e d i s c o u n t s a s s e p a r a t e c l a i m on 
r e -

e a c h / d i s c o u n t , and i s s u e s a c e r t i f i c a t e o f a l l o w a n c e f o r each, we d o n ' t 

q u e s t i o n h i s r i g h t t o do s o . I t i s c o n s i d e r e d a c o n v e n i e n t and proper way 

o f k e e p i n g account w i t h e a # redisoeuRti ee t o }mow when i t i g no %pnger 

e n t i t l e d to p a r t i c i p a t e i n d l v i & e R # , 5 # s u b j e c t to the r e c e i v e r ' s demand 

f o r i t s s u r r e n d e r . No r e c e i v e r has a s y e t i n s i s t e d upon a s e p a r a t e s t a t e -
•• nd.,5 ./1 :.:i?i-occ.a upoi. - cv-., 

ment and v e r i f i c a t i o n on eaqb r e d i s c o u n t . We s e e no r e a s o n f o r a s e p a r a t e 
' ' Ve s,::o no reason 1 

s ta t ement and v e r i f i c a t i o n on each r e d i s c o u n t . I t would i n v o l v e h e r e much 

work f o r mere form. 

We have s u s t a i n e d the c o r r e c t n e s s o f t h i s p r a c t i c e on the 
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a u t h o r i t y o f Chcanical N a t i o n a l Bank v . Armstrong, 16 U. S . App. 465; 

M e r r i l l v . N a t i o n a l Bazik, 175 U.S . 131, and A l d r i c h v . Chemical N a t i o n a l 

Bank, 176 U . S . 618, 6 3 8 . As t h e s e c a s e s r e l a t e t o the a d m i n i s t r a t i o n of 

the a s s e t s of i n s o l v e n t n a t i o n a l "banks, t h e y might no t have a p p l i c a t i o n 

to i n s o l v e n t s t a t e hanks i f t h e i r a d m i n i s t r a t i o n were r e g u l a t e d by s t a t e 

l e g i s l a t i o n so a s to make the d i s t r i b u t i o n o f t h e i r a s s e t s s t a t u t o r y and 

not i n e q u i t y . In t h i s d i s t r i c t we have not encountered any s u c h s t a t e 

l e g i s l a t i o n , and have s u c c e e d e d i n g e t t i n g r e c e i v e r s of s t a t e "banks t o 

r e c o g n i z e and f o l l o w the r u l e i n the c a s e s c i t e d , w i t h o n l y one e x c e p t i o n 

i n Montana. In t h a t i n s t a n c e we s h a l l probably have t o b r i n g s u i t to 

e s t a b l i s h the c l a i m on the b a s i s we contend f o r , a s we had t o do i n two 

n a t i o n a l bank r e c e i v e r s h i p s , one i n the U n i t e d S t a t e s D i s t r i c t Court f o r 

South Dakota (Federa l E e s e r v e Bank of Minneapo l i s v s . F i r s t N a t i o n a l Bank 

o f Eureka, 277 Fed . 3 0 0 ) , the o t h e r i n the U n i t e d S t a t e s D i s t r i c t Court f o r 

North Dakota ( F e d e r a l Reserve Bank of Minneapo l i s v s . F i r s t N a t i o n a l Bank 

o f Medina, no t r e p o r t e d ) . 

At the r e c e n t c o n f e r e n c e of c o u n s e l f o r the F e d e r a l r e s e r v e 

banks I gave our e x p e r i e n c e i n the mat t er of c l a ims s u b s t a n t i a l l y a s a b o v e . 

S h a l l be g l a d i f you f i n d i t o f any u s e . 

Yours v e r y t r u l y , 

( s i g n e d ) A. Ueland 

A. UELAND. 
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FEDEBA1 E3SERVE SAM 
o f . 

KAKSAS CITY 

February 
14th 

1 9 2 5 

Honorable Walter Wyatt, 
General Counse l , 
Federa l Reserve Board, 
Washington, D. C. 

Dear Mr. Wyatt: 

I have d e l a y e d answer ing your r e c e n t l e t t e r w i t h r e f -

e r e n c e t o t h e manner o f f i l i n g c l a i m s a g a i n s t i n s o l v e n t n a t i o n a l banks, 

aad p a r t i c u l a r l y concern ing t h e r e c e n t requirement of the o f f i c e of t h e 

Comptrol ler of Currency t h a t s e p a r a t e c l a i m be f i l e d on each r e d i s c o u n t e d 

n o t e , i n t h e hope t h a t I would be a b l e to w r i t e you i n the l i g h t of answer 

to a communication I had d i r e c t e d t o t h e C o m p t r o l l e r ' s o f f i c e a s h o r t t ime 

b e f o r e the r e c e i p t of your l e t t e r . I f i n d now t h a t I s h a l l b e unab le t o do 

t h i s w i t h o u t w a i t i n g l o n g e r , f o r I am i n r e c e i p t o f acknowledgment ©f my 

l e t t e r s t a t i n g t h a t f u l l r e p l y w i l l not be made u n t i l Counsel to the De-

partment h a s had t h e o p p o r t u n i t y of p r e p a r i n g a g e n e r a l s t a t e m e n t of t h e 

r i g h t s of t h o s e h o l d i n g s e c u r e d c l a i m s . 

I t h a s h e r e t o f o r e been the p r a c t i c e o f the Federa l Re-

s e r v e Bank o f Kansas C i t y t o f i l e one c l a i m on a l l r e d i s c o u n t e d n o t e s , 

and to name i n the c l a i m the a g g r e g a t e amount owing on a l l o f t h e n o t e s 

a s of the d a t e of c l o s i n g of t h e bank. Each c l a i m , however, h a s c o n t a i n e d 

a r e c i t a l t h a t each n o t e c o n s t i t u t e d a s e p a r a t e c l a i m a g a i n s t the bank, 

and has had a t t a c h e d t o i t a s c h e d u l e d e s c r i b i n g e a c h n o t e s e p a r a t e l y , 

showing t h e maker t h e r e o f , t h e date and m a t u r i t y and p r i n c i p a l amount 

t h e r e o f , t h e amount of u n e a r n e d * i n t e r e s t a t the r a t e d i s c o u n t e d , fend the 
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anount owing a s of t h e da te of the bank' s c l o s i n g . With t h i s i n f o r m a t i o n 

any c l a i m which h a s been f i l e d c o u l d have been a l l o w e d on t h e b a s i s o f the 

amounts owing of each r e d i s c o u n t s e p a r a t e l y , and the s ta tement t o the e f -

f e c t t h a t t h e c l a i m was made on each i tem would have b e e n ample a u t h o r i t y 

to the R e c e i v e r or t o the C o m p t r o l l e r ' s o f f i c e f o r so d o i n g , n o t w i t h -

s t a n d i n g such f a c t , t h e c l a i m s which have been a l l o w e d , I am a d v i s e d , have 

been on t h e b a s i s of the a g g r e g a t e amount of t h e d i s c o u n t s named i n the 

c l a i m s , and t h e d i v i d e n d s t h a t have been p a i d have been w i t h o u t r e f e r e n c e 

t o the s e p a r a t e i t ems which have gone to make up the t o t a l of t h e c l a i m s . 

As I r e c a l l i t , t h i s form of proo f was p r e p a r e d a f t e r 

the d e c i s i o n i n t h e c a s e o f t h e F e d e r a l Reserve Bank of K i ~ n e a p o l i s v s . 

F i r s t N a t i o n a l Bank o f Eureka, S . D . , 277 Fed . 300 , was handed down, and 

was d r a f t e d w i t h t h a t d e c i s i o n i n mind. Up to t h a t t ime t h e r e had been no 

o c c a s i o n , t o my knowledge , t o f i l e a c l a i m on r e d i s c o u n t s , I have g i v e n 

c o n s i d e r a b l e thought t o t h a t d e c i s i o n , and an f r a n k to s a y t h a t i n so f a r 

a s t h e r u l e which i t announces , a s to the c h a r a c t e r of the s e p a r a b l e l i a -

b i l i t y o f a bank on i t s r e d i s c o u n t s , i s concerned, I am not prepared to 

f i n d any f a u l t w i t h i t . In s a y i n g t h i s i t does not f o l l o w a t a l l , i n my 

o p i n i o n , t h a t i t i s n e c e s s a r y t h a t a s many s e p a r a t e c l a i m s be f i l e d a s 

there are e e d i s c o u n t e d n o t e s h e l d . On the c o n t r a r y , i t o c c u r s t o rafi t h a t 

one c la im which c l e a r l y s e t s f o r t h t h e b a s i s on which i t i s e n t i t l e d t o a l -

lowance, and c o n t a i n s the same i n f o r m a t i o n w i t h r e f e r e n c e to each o f t h e 

r e d i s c o u n t s a s i f s e p a r a t e c l a i m s were f i l e d t h e r e o n , i s n o t o n l y l e g a l l y 

s u f f i c i e n t f o r a l l p u r p o s e s but i s p r e f e r a b l e from the s t a n d p o i n t of c o n -

v e n i e n c e , economy and e a s y h a n d l i n g , bo th f o r the Federa l r e s e r v e bank and 

the R e c e i v e r . I t was f o r the purpose of making t h e s e s u g g e s t i o n s t h a t I 
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a d d r e s s e d t h e l e t t e r t o t h e C o m p t r o l l e r ' s o f f i c e t o which I have r e f e r r e d , 

and i n o r d e r t h a t you may be i n f o r m e d e x a c t l y a s to what I had i n mind I 

am s e n d i n g y o u h e r e w i t h copy of my l e t t e r , t o g e t h e r w i t h t h e copy of t h e 

form of c l a i m which accompanied i t . 

You w i l l o b s e r v e i n my l e t t e r t h a t I have made o b j e c t i o n 

to the c a n c e l l e d s t o c k of the F e d e r a l r e s e r v e bank b e i n g a p p l i e d As a s e t -

o f f . In most i n s t a n c e s I r e a l i z e t h i s w o u l d be a m a t t e r o f minor im-

p o r t a n c e , b u t i n c a s e s where no c o l l a t e r a l w h a t e v e r i s h e l d i t might make 

some c o n s i d e r a b l e d i f f e r e n c e . The requ irement I assume a r i s e s out o f t h e 

l a n g u a g e u s e d i n t h e F i r s t n a t i o n a l Bank of Eureka d e c i s i o n to t h e e f f e c t 

t h a t t h e b a l a n c e t o t h e a c c o u n t of the f a i l e d bank r e p r e s e n t i n g i t s r e s e r v e 

a c c o u n t and p r o c e e d s o f c a n c e l l e d s t o c k s h o u l d b e a p p l i e d a s a c r e d i t ^ I 

Unders tand t h a t no c o n t e s t was made i n t h a t c a s e w i t h r e f e r e n c e to t h e 

matttter bf tte&tfflent of t h e p r o c e e d s of t h e c a n c e l l e d fel»0ck» but t h a t i t was 

conceded t h a t t h e w h o l e amount s t a n d i n g to the c r e d i t of t h e f a i l e d bank 

might b e a p p l i e d w i t h o u t d i s t i n g u i s h i n g the s o u r c e s f rom w h i c h the same 

a r o s e . That c a s e a c c o r d i n g l y , i t would seem, c a n n o t be s a i d t o h a v e p a s s e d 

on t h e q u e s t i o n . I t i s my i n t e n t i o n t o w r i t e ny v i e w s c o n c e r n i n g t h e m a t t e r 

more f u l l y t o t h e C o m p t r o l l e r ' s o f f i c e , and I s h a l l o f c o u r s e be g l a d t o 

f u r n i s h y o u w i t h copy t h e r e o f . 

I r e g r e t v e r y much the d e l a y w h i c h h a s o c c u r r e d i n r e -

p l y i n g t o y o u r l e t t e r , b u t I have b e e n e x p e c t i n g some d e f i n i t e r e p l y f rom 

day t o day 1'ron t h e C o m p t r o l l e r ' s O f f i c e , a s I have i n d i c a t e d , . I s h a l l be 

g r e a t l y i n t e r e s t e d i n knowing of t h e v i e w s o f t h e o t h e r C o u n s e l , and p a r t i -

c u l a r l y t h e c o n c l u s i o n s which y o u reach c o n c e r n i n g t h e n a t t e r . I f y o u 

f i n d i t c o n v e n i e n t t o do s o , I s h a l l a p p r e c i a t e i t g r e a t l y i f y o u w i l l a d -

v i s e ne o f t h e same a t y o u r c o n v e n i e n c e . 

With k i n d e s t p e r s o n a l r e g a r d s , I am, 
Very c o r d i a l l y y o u r s , 
( s i g n e d ) H. G. Leedy. Digitized for FRASER 
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January., 
9 t h , 

1 9 2 5 . 

Mr. Hubert D. G a r r e t t , 
S u p e r v i s i n g R e c e i v e r , 
D i v i s i o n o f I n s o l v e n t N a t i o n a l Banks, 
O f f i c e Comptro l l er of the Currency, 
Washington, D. C. 

Dear Mr. G a r r e t t : 

Mr. J . H. McMorrow, R e c e i v e r of the F i r s t n a t i o n a l Bank of 

Poteau , Oklahoina, h a s s e n t to Mr. E. B a r l e y , A s s i s t a n t Cash ier of t h i s 

Bank, copy of ycur r e c e n t l e t t e r to him w i t h r e f e r e n c e to t h e manner i n 

which tho F e d e r a l Reserve Bank of Kansas C i t y i s r e q u e s t e d t o f i l e i t s c l a i m 

a g a i n s t the t r u s t e s t a t e which Mi*. McMorrow id a d m i n i s t e r i n g * Mr. B a r l e y 

i n turn h a s r e f e r r e d t h e l e t t e r to me, inasmuch a s I had made some s u g -

g e s t i o n s to h i n which do not e n t i r e l y c o i n c i d e w i t h a l l t h a t you have s a i d . 

You a d v i s e Mr. McMorrow t h a t the Federa l Reserve Bank shou ld f i l e 

a separatee c l a i m on, each r e d i s c o u n t e d no te of tho f a i l e d "bank which i t 

h o l d s . I have no d e s i r e to d i f f e r w i t h you i n t h i s r equ irement , but f e e l 

t h a t the r e s u l t which you seek to a c c o m p l i s h can be brought about i n a 

manner which w i l l be e q u a l l y a s s a t i s f a c t o r y a s f i l i n g a s e p a r a t e c l a i m , 

and at the sane t i n e w i l l save a g r e a t dea l o f u n n e c e s s a r y d e t a i l work both 

to the R e c e i v e r and t o the Federa l Reserve Bank. 

I f you have a copy of t h e form o f p r o o f of c l a i m which the Fed-

e r a l Reserve Bank of Kansas C i t y has h e r e t o f o r e been u s i n g , you w i i l ob-

s e r v e t h e r e f r o m t h a t i t , i n e f f e c t , a s k s f o r a l l o w a n c e on each of the r e -

d i s c o u n t e d n o t e s a s i f s e p a r a t e c l a i m were i n f a c t f i l e d f o r them. From 

your v i e w p o i n t , however, the form might be o b j e c t i o n a b l e , inasmuch a s i t 

s e t s f o r t h the a g g r e g a t e amount of the r e d i s c o u n t s a s of t h e da te o f 
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i n s o l v e n c y , w i t h t h e r e c i t a l t h a t t h a t amount i s owing c l a i m a n t , w i t h o u t 

r e f e r r i n g to c r e d i t s which you s t a t e should he a p p l i e d a s s e t - o f f s . I M s , 

I t h i n k , i s the o n l y r e c i t a l which c o u l d he a t a l l c o n f u s i n g t o a r e c e i v e r , 

and i f the f o m i s c o n t i n u e d to be u s e d i t shou ld d o u b t l e s s "be e l iminated . . 

There i s a t t a c h e d to the form a s c h e d u l e which c o n t a i n s a d e s c r i p t i o n o f 

each re d i s c o u n t e d n o t e , showing ar.;ong o t h e r t h i n g s the amount o f unearned 

i n t e r e s t on each , a t the date of c l o s i n g of t h e bank, and the amount owing 

on t h a t d a t e a f t e r deduc t ing such unearned i n t e r e s t . By an a d d i t i o n t o 

t h i s s chedu le showing the amounts of s e t - o f f a g a i n s t the s e p a r a t e r e d i s -

counts , and the b a l a n c e owing a f t e r the a p p l i c a t i o n of such s e t - o f f s , I 

f e e l that the form would i n a l l r e s p e c t s a c c o m p l i s h the r e s u l t which you 

d e s i r e . I t would p r e s e n t a c l a i m i n a form which c o u l d be more e a s i l y 

handled by a r e c e i v e r than by h a v i n g a s many d i f f e r e n t i n s t r u m e n t s a s t h e r e 

a r e v o t e s , and permi t both him and the Federa l Reserve Bank to s e e a t a 

g l a n c e the t r u e s t a t u s of the whole i n d e b t e d n e s s . 

In order t h a t you may have c l e a r l y b e f o r e you what I have i n mind, 

I am s e n d i n g you h e r e w i t h form o f proof which I have prepared a l o n g t h e 

l i n e s h e r e s u g g e s t e d . I t i s , i n e f f e c t , a s I have i n d i c a t e d , a s e p a r a t e 

c la im on each r e d i s c o u n t e d n o t e , but i n s t e a d of i d e n t i f y i n g each r e d i s c o u n t 

i n a s e p a r a t e s c h e d u l e a t t a c h e d t o a form, such i d e n t i f i c a t i o n i s accom-

p l i s h e d by l i s t i n g a l l o f the n o t e s i n one s c h e d u l e a t t a c h e d t o t h e same 

f o m . 

I u n d e r s t a n d , of c o u r s e , t h a t i n any e v e n t a r e c e i v e r would e x -

p e c t to be a d v i s e d of p r o c e e d s of c o l l e c t i o n s made e i t h e r on t h e r e d i s -

counted n o t e s t h e m s e l v e s , or from c o l l a t e r a l h e l d a s s e c u r i t y t h e r e f o r , so 

t h a t d i v i d e n d s on a r e d i s c o u n t would not e x c e e d the b a l a n c e owing t h e r e o n . 
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You s t a t e i n your l e t t e r to Mr4 McMorrdw t h a t p r o c e e d s of the 

Federa l Reserve Bank s t o c k shou ld be a p p l i e d the same a s any "balance t o t h e 

c r e d i t o f t h e f a i l e d "bank i n i t s r e s e r v e a c c o u n t . I assume t h a t you mean 

"by t h i s t h a t t h e s e p r o c e e d s shou ld "be t r e a t e d a s a s e t - o f f so a s to r e d u c e 

the "balance due on the d a t e o f i n s o l v e n c y "by t h a t amount. You w i l l doubt -

l e s s r e c a l l that the w r i t e r t a l k e d \vith you r e c e n t l y i n Washington w i t h 

r e f e r e n c e to t h i s s u b j c c t . I was h o p e f u l , and b e l i e v e d a t tha t t ime t h a t 

you would a g r e e w i t h me i n ray p o s i t i o n t h a t s t o c k o f the F e d e r a l Reserve Bank 

i s not p r o p e r l y the s u b j e c t of s e t - o f f , e s p e c i a l l y i n v iew of the p r o v i s i o n s 

of S e c t i o n 6 of the F e d e r a l Reserve Act to the e f f e c t t h a t such p r o c e e d s 

s h a l l be a p p l i e d towards the i n d e b t e d n e s s o f the f a i l e d bank t o the Fed-

e r a l Reserve Bank w i t h o u t impairment o f i t s l i a b i l i t y . U n l e s s the Depart -

ment has announced i t s f i n a l p o s i t i o n i n the m a t t e r , I s h o u l d l i k e v e r y much 

the o p p o r t u n i t y of g o i n g f u r t h e r i n t o t h e q u e s t i o n w i t h you, a s I f e e l v e r y 

s t r o n g l y t h a t the requirement tha t t h e s e p r o c e e d s be so a p p l i e d i s not 

j u s t i f i e d by l a w . 

Permi t me t o t a k e t h i s o c c a s i o n to e x p r e s s ny p l e a s u r e a t h a v i n g 

made your a c q u a i n t a n c e a t the time of my r e c e n t v i s i t t o Washington, and to 

a s s u r e you t h a t I s h a l l g r e a t l y a p p r e c i a t e your c a r e f u l c o n s i d e r a t i o n o f my 

s u g g e s t i o n . 

Yours v e r y t r u l y , 

HGL-CGr 
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NATIONAL BJSK OF 

Proof of Claim 
Of 

F e d e r a l Reserve Batik of Kansas C i t y . 

UNITED STATES OF AMERICA, 

STATE OF MISSOURI, SS. 

COUNTY OF JACKSON. 

To , R e c e i v e r of the 
N a t i o n a l Bank o f : 

On t h i s day of , 182 , b e f o r e no , t h e 

u n d e r s i g n e d , a Notary P u b l i c i n and f o r s a i d County of Jackson and S t a t e o f 

M i s s o u r i , a t Kansas C i t y t h e r e i n , p e r s o n a l l y appeared W. J . B a i l e y , who, 

"being by ne du ly sworn, made oa th and s a y s : 

That he i s t h e Governor of the Federa l Reserve Bank o f Kansas C i t y , 

and a s such has a u t h o r i t y t o make t h i s a f f i d a v i t and p r o o f o f c l a i m f o r and 

i n b e h a l f o f s a i d F e d e r a l Reserve Bank o f Kansas C i t y ; 

That s a i d F e d e r a l Reserve Bank of Kansas C i t y , h e r e i n a f t e r c a l l e d 

the "c la imant" , i s a c o r p o r a t i o n o r g a n i z e d and e x i s t i n g under and by v i r t u e 

of the laws of t h e U n i t e d S t a t e s , w i t h i t s p r i n c i p a l o f f i c e and p l a c e of 

b u s i n e s s i n Kansas C i t y , M i s s o u r i , and i s now and was a t a l l t i m e s . h e r e i n 

ment ioned engaged i n e x e r c i s i n g and per forming the f u n c t i o n s and powers 

g i v e n and g r a n t e d to i t by the a c t s o f Congress o f the U n i t e d S t a t e s p e r -

t a i n i n g to F e d e r a l Reserve banks; 

That t h e N a t i o n a l Bank of , 

h e r e i n a f t e r f o r b r e v i t y c a l l e d "Nat ional Bank", i s now, and was a t a l l 

t imes h e r e i n ment ioned a n a t i o n a l banking c o r p o r a t i o n o r g a n i z e d under the 

laws of the U n i t e d S t a t e s , h a v i n g i t s p r i n c i p a l p^ace o f b u s i n e s s a t 
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That on the day of , 19 , pursuant to 

proceedings duly taken, sa id National Bank was declared to tie insolvent and 

i t s a f f a i r s taken over "by the Comptroller of Currency of the United States ; 

and that thereaf ter the . . was appointed 

< Receiver thereof , and has ever s ince been, and now i s , engaged i n the d i s -

charge of h i s dut ies a s such rece iver; 
* 

That on s a i d day of 19___, sa id National 

Bank was j u s t l y indebted to claimant growing out of transact ions here in-

a f t e r deta i l ed , which were had under the circumstances h e r e i n a f t e r se t for th , 
* 

to-wit : 

That a t d i v e r s and sundry t i n e s p r i o r t o . 

claimant, pursuant to the authori ty ves ted in i t by law, and i n the exerc i se 

of the funct ions for which i t was created, f o r value received, rediscounted 

for sa id National Bank sundry notes and b i l l s rece ivable , which were at the 

several dates of t h e i r respec t ive negot ia t ions by s a i d National Bank to sa id 

claimant duly endorsed in blank by sa id nat ional Bank, ac t ing by and through 

i t s duly authorized o f f i c e r s and agents; that each of s a i d notes bore on i t s 

face , or as a part of the dactorscodnt,,so made by sa id National Bank, a waiver 

of demand, not i ce and protes t ; that a f u l l and complete l i s t Of sa id notes so 

discounted i s hereto attached, marked "Exhibit A" and hereby nade a part 

hereof: 

That s a i d Exhibit A s e t s for th the dates of maturity of the re-

spect ive notes so discounted, the names of the makers, r e spec t ive ly , thereof , 

the rates a t which the sane were respec t ive ly discounted by claimant, the 

pr incipal amounts thereof , the amounts of the unearned discount thereon on 

sa id , 19 , a f t e r deducting the amount of such un-

earned discount thereon to maturity thereof a t the rate at which sa id notes 
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Were r e s p e c t i v e l y n e g o t i a t e d * the amounts a p p l i e d thereon "by c la imant a s 

c r e d i t s or s e t - o f f s , and thO auoiints r o n a i n i n g owing t h e r e o n on s a i d 

That c la imant i s endeavor ing t o c o l l e c t s a i d n o t e s from the makers 

t h e r e o f , and has r e c e i v e d p a r t i a l payments t h e r e o n from time t o t i m e , which 

p a r t i a l payments i t i s ready and w i l l i n g to account f o r to s a i d R e c e i v e r , 

to the end t h a t the sane may be a p p l i e d a s p a r t i a l payments toward t h e s a t i s -

f a c t i o n of t h e a f o r e s a i d c la im; 

That s a i d N a t i o n a l Bank, f o r t h e purpose of a f f o r d i n g a d d i t i o n a l 

s e c u r i t y f o r i t s o b l i g a t i o n s c r e a t e d a s a f o r e s a i d to c l a i m a n t , p l e d g e d to 

and d e p o s i t e d w i t h c l a i m a n t d i v e r s and sundry n o t e s , du ly endorsed by s a i d 

N a t i o n a l Bank, and t h a t c la imant i s now endeavor ing t o c o l l e c t and r e a l i z e 

on the same, and has h e r e t o f o r e c o l l e c t e d therefrom c e r t a i n sums of money, 

f o r which sums of money, l e s s reasonable and proper expense by i t i n c u r r e d 

i n the c o l l e c t i o n t h e r e o f , i t i s w i l l i n g to account t o s a i d R e c e i v e r , t o t h e 

» end t h a t the s u r p l u s a r i s i n g there from may be a p p l i e d toward the p a r t i a l 

s a t i s f a c t i o n o f i t s s a i d c l a i m . 

A f f i a n t f u r t h e r says t h a t each of t h e i t ems s e t f o r t h i n s a i d 

Schedule A c o n s t i t u t e s a s e p a r a t e and independent c l a i m , and t h a t c la imant 

i s e n t i t l e d to have a l l o w e d a c l a i m i n i t s f a v o r a g a i n s t s a i d N a t i o n a l Bank 

f o r each o f the same f o r the amount shown due thereon upon s a i d 

, a f t e r a l l o w i n g -sa id N a t i o n a l Bank a l l j u s t c r e d i t s 

and s e t - o f f s ; t h a t i t i s e n t i t l e d t o r e c e i v e i n t e r e s t on t h e s a i d s e p a r a t e 

i t ems a t the r e s p e c t i v e r a t e s of i n t e r e s t a t which t h e same were d i s c o u n t e d , 

a s shown i n s a i d Schedule A from , to t h e r e s p e c t i v e 

m a t u r i t i e s t h e r e o f and t h e r e a f t e r a t the r a t e of p e r annum, a s 
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p r o v i d e d "by the t e r n s of the r e s p e c t i v e n o t e s so purchased and d i s c o u n t e d , 

u n t i l the sane s h a l l he f u l l y p a i d . 

A f f i a n t f u r t h e r s t a t e s t h a t i n making t h i s c l a i m i t i s not the i n -

t e n t i o n and purpose of c la imant i n any manner to w a i v e , surrender or r e -

l i n q u i s h i t s r i g h t to c o l l e c t s a i d n o t e s s o , p u r c h a s e d and d i s c o u n t e d from 

t h e makers t h e r e o f , or any o t h e r p e r s o n l i a b l e t h e r e o n , or to wa ive , s u r -

render , or r e l i n q u i s h i t s r i g h t s to h o l d and e n f o r c e the c o l l a t e r a l which i t 

h o l d s , or i s e n t i t l e d t o h o l d , a s s e c u r i t y t h e r e f o r , t u t on the c o n t r a r y re -

s e r v e s and r e t a i n s a l l o f i t s r i g h t s to h o l d , r e a l i z e and e n f o r c e a l l o f s a i d 

n o t e s so d i s c o u n t e d , and a l l s a i d c o l l a t e r a l t h e r e t o , a s f u l l y a s i f t h i s 

c l a i m had no t "been made, i t b e i n g the purpose of c la imant to p r e s e n t t h i s 

c la im a s a s e c u r e d c l a i m , w i t h a l l of i t s r i g h t s t o f u l l y r e s o r t to a l l such 

s e c u r i t y . 

A f f i a n t f u r t h e r s a y s t h a t the f u l l amount of the a f o r e s a i d c l a i m i s 

due and p a y a b l e to c la imant a l o n e , i t h a v i n g g i v e n no endorsements o r a s s i g n -

ments o f the same, or any p a r t t h e r e o f ; and a f f i a n t f u r t h e r s a y s t h a t he 

knows of no s e t - o f f s or o t h e r 1-egal or e q u i t a b l e d e f e n s e t o s a i d c l a i m , or 

any p a r t t h e r e o f . 

S u b s c r i b e d and sworn to b e f o r e me t h i s day of 

19 2 _ . 

My commiss ion e x p i r e s 

Notary P u b l i c i n and f o r 
Jackson County, M i s s o u r i . 
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EXHIBIT "A" 

REDISCOUNTS OF TEE NATIONAL BAM OF 

HELD BY THE FEDERAL BESERVE BANK OF HMSAS CITY AS OF THE CLOSE 0F BUSINESS Oil 

Maker Amount Rate Matur i ty Days t o Matur i ty .Amount Rebate C r e d i t s Value on 
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F3D3RAL RESERVE BAKE 

OF DALLAS 

January 15, 1925 . 

A t t e n t i o n Mr. Walter Wyatt 

Federa l Reserve Board, 
Washington, D. 0 . 

Gentlemen: 

Your l e t t e r of January 10 th has j u s t been r e c e i v e d . I a n l e a v i n g f o r 

E l Paso t h i s a f t e r n o o n f o r the purpose o f t r y i n g a law s u i t , and a l t h o u g h 

I am so p r e s s e d f o r t ime t h a t I c&n not g i v e your l e t t e r f u l l cons idera t ion- , 

I am g i v i n g y o u t h e s e h u r r i e d o b s e r v a t i o n s f o r what t h e y may be worth . Upon 

ray r e t u r n , i f you d e s i r e , I w i l l go n o r e f u l l y i n t o t h e c o n t e n t s o f your 

l e t t e r and g i v e you my f u r t h e r v i e w s . 

I was not p r e s e n t when the s u b j e c t of f i l i n g c l a i m s a g a i n s t -irusaljs&iat 

member banks was d i s c u s s e d a t the Conference of Counsel i n December. 

We have n e v e r had any d i f f i c u l t y i n a r r i v i n g a t t h e proper manner i n 

which t o f i l e c l a i m s when t h e i n d e b t e d n e s s of t h e i n s o l v e n t member bank i s 

e v i d e n c e d by a p r o m i s s o r y n o t e s e c u r e d by c o l l a t e r a l . The law on t h i s 

c h a r a c t e r of c l a i m i s f u l l y d i s c u s s e d i n t h e c a s e of M e r r i l l v s . N a t i o n a l 

Bank o f J a c k s o n v i l l e , 173 U . S . 131 . When the i n d e b t e d n e s s of an i n s o l v e n t 

member bank i s e v i d e n c e d by r e d i s c o u n t s , we have had q u i t e a v a r i e t y of 

e x p e r i e n c e s , and the q u e s t i o n has never been d e f i n i t e l y and s a t i s f a c t o r i l y 

s e t t l e d . When the f i r s t c l a i m of t h i s k i n d a r o s e , I took the p o s i t i o n t h a t 

i n borrowing t r a n s a c t i o n s between the member banks and t h e Federa l R e s e r v e 

Bank e v i d e n c e d by r e d i s c o u n t s , t h e i n t e n t i o n o f t h e p a r t i e s was to l o a n and 

borrow a c e r t a i n sun o f money, the i n d e b t e d n e s s b e i n g e v i d e n c e d by t h e 
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s e v e r a l r e d i s c o u n t e d n o t e s , "but i n t r u t h and i n f a c t b e i n g a l o a n of the ag -

g r e g a t e amount; t h a t thus t h e r e was but •one debt , the sane b e i n g e v i d e n c e d 

oy the s e v e r a l r e d i s c o u n t e d n o t e s , I a l s o took the p o s i t i o n t h a t the r o d i s -

counted l o a n a s a whole , b e i n g securbd by c o l l a t e r a l , was a f u r t h e r i n -

d i c a t i o n o f t h i s i n t e n t . Upon t h i s theory , I f i l e d c l a i m f o r the f u l l 

amount o f the i n d e b t e d n e s s , and i t was the p r a c t i c e o f the C o m p t r o l l e r ' s o f -

f i c e f o t a c o n s i d e r a b l e l e n g t h of t ime to a l l o w the c l a i m as a whole and pay 

d i v i d e n d s upon the t o t a l amount u n t i l such t ime a s t h e d i v i d e n d s , p l u s t h e 

c o l l e c t i o n s made on c o l l a t e r a l and r e d i s c o u n t o d n o t e s , s h o u l d equal one 

hundred p e r c e n t of the i n d e b t e d n e s s . 

Some t ime ago , I was informed t h a t the C o m p t r o l l e r ' s o f f i c e was not 

s a t i s f i e d w i t h the p r a c t i c e which i t had f o l l o w e d i n t h i s regard, I t h e r e -

upon made a r i g h t d i l i g e n t s e a r c h of the a u t h o r i t i e s , and found t h a t the 

q u e s t i o n o f f i l i n g c l a i m s on r e d i s c o u n t o d n o t e s under the f a c t s common to 

c l a i m s of Federa l Reserve Banks was not d e f i n i t e l y d e c i d e d by any c o u r t . 

However, I d i d f i n d the a u t h o r i t i e s which are r e f e r r e d t o i n my o f f i c e memo-

randum, which I am e n c l o s i n g h e r e w i t h . I t i s my o p i n i o n t h a t the c a s e of 
t 

Board o f Commissioners of Shawnee County, Kansas, v s . Hurley , 169 Fed. 92 , 

announced t h e c o r r e c t p r i n c i p l e ; and from the o t h e r a u t h o r i t i e s c i t e d i n 

t h i s b r i e f * I f i n a l l y came to the c o n c l u s i o n which i s f a i r l y a c c u r a t e l y 

s t a t e d on page t h r e e of my o f f i c e memorandum. In v iew of t h e s e a u t h o r i t i e s 

and the e l e m e n t a l p r i n c i p l e s a p p l i c a b l e t o r e d i s c o u n t t r a n s a c t i o n s , I have 

about a r r i v e d a t t h e c o n c l u s i o n t h a t my o r i g i n a l t h e o r y - t h a t i s , t h a t t h e r e 

i s but one t r a n s a c t i o n , i s e rroneous , and t h a t the proper method to pursue 

i n f i l i n g c l a i m s on r e d i s c o u n t o d paper i s t o f i l e s e p a r a t e c l a i m f o r each 

r e d i s c o u n t e d n o t e . 
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Although t h e c a s e of the I n d e r a l Eesorve Bank of Minneapo l i s v s . F i r s t 

H a t i o n a l Bank o f Eureka seems to h o l d to t h e contrary* I can not h e l p bat 

"believe t h a t t h e c o r r e c t p r i n c i p l e i s t o f i l e c l a i m f o r t h e amount of the 

r e d i s c o u n t e d n o t e unpa id a t i t s m a t u r i t y . However, i n v iew of t h e d o c t r i n e 

announced i n the Minneapo l i s c a s e to the e f f e c t t h a t an e q u i t a b l e e s t a t e i s 

c r e a t e d i n n e d i a t e l y upon the i n s o l v e n c y o f a n a t i o n a l bank, i n which e s t a t e 

a l l c r e d i t o r s p a r t i c i p a t e under the p r o v i s i o n s o f the F e d e r a l Reserve Act 

r e f e r r e d to i n the Minneapo l i s c a s e , I an not sure but t h a t t h a t c a s e i s 

p r o p e r l y d e c i d e d and the c l a i m shou ld be f i l e d f o r the amount due on each 

r e d i s c o u n t ed n o t e on t h e d a t e of i n s o l v e n c y . This q u e s t i o n has never nade 

a very p r a c t i c a l d i f f e r e n c e i n so f a r p,s we are concerned . In v i e w of the 

f a c t t h a t the r e c e n t r u l i n g o f the C o m p t r o l l e r ' s o f f i c e t o the e f f e c t t h a t 

the c l a i m s h o u l d be f i l e d f o r the amount due on the d a t e of i n s o l v e n c y works 

to our advantage , I am i n c l i n e d to a c c e p t t h i s r u l e i n so f a r a s our c l a i m s 

are concerned wi thout c o n t r o v e r s y . 

The q u e s t i o n o f the proper a p p l i c a t i o n of c a p i t a l s t o c k r e f u n d due a 

member bank i s a l s o u n c e r t a i n . I an o f the o p i n i o n t h a t t h i s i s i n t h e 

nature of c o l l a t e r a l , a l t h o u g h I have u n i f o r m l y p e r m i t t e d i t to be t r e a t e d 

a s an o f f - s e t , due to t h e f a c t t h a t the Comptrol ler*s o f f i c e h a s i n s i s t e d 

upon t h i s a p p l i c a t i o n ; and, a s a p r a c t i c a l m a t t e r , the d i v i d e n d which we 

would r e c e i v e from the i n s o l v e n t bank would not be m a t e r i a l l y i n c r e a s e d 

shou ld we t r e a t the c a p i t a l s t o c k re fund a s a c o l l a t e r a l i tem* 

I am of the o p i n i o n t h a t the r e s e r v e b a l a n c e i s an o f f s e t i t em, a l t h o u g h 

the common law r i g h t t o u s e t h e same i s o r d i n a r i l y r e f e r r e d to a s a banker * s 

l i e n . I t h i n k t h i s term o r i g i n a t e d , however, due t o l o o s e e x p r e s s i o n s of 

our c o u r t s , and i t seems to me c l e a r l y a mutual debt , s u b j e c t t o o f f s e t . In 
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t h i s c o n n e c t i o n , p r a c t i c a l l y e v e r y i n s o l v e n t bank h a s e x e c u t e d one of our 

c o l l a t e r a l a g r e e n e n t s , and you w i l l no te t h a t by the t e r n s t h e r e o f a c o n -

t r a c t u a l l i e n i s e s t a b l i s h e d a g a i n s t the r e s e r v e b a l a n c e o f t h e neniber bank. 

Under t h i s c o n t r a c t , i t n i g h t be w e l l argued t h a t t h e connon law r i g h t t o 

u s e t h i s c o n e y i s superseded by an e x p r e s s e d c o n t r a c t u a l u n d e r t a k i n g , and 

t h a t t h e r e f o r e the sane s h o u l d be h e l d a s c o l l a t e r a l , r a t h e r than u s e d a s an 

o f f s e t . I t h i n k t h a t the Federa l Beserve Barak has the r i g h t t o apply the 

o f f s e t i n any nanner i t deens a d v i s a b l e . Any c o l l e c t i o n s nade on c o l l a t e r a l 

nay , i n ny judgment, be h e l d by the F e d e r a l Beserve Bark p e n d i n g the f i n a l 

s e t t l e n e n t o f i t s c l a i m a g a i n s t the i n s o l v e n t bank, and n a y , a t s u c h t i n e , 

be a p p l i e d to t h e p a r t i c u l a r i n d e b t e d n e s s which the Federa l Beserve Bank 

h o l d i n g s a i d c o l l a t e r a l deens a d v i s a b l e . 

P l e a s e t r e a t t h i s l e t t e r a s p e r s o n a l r a t h e r than o f f i c i a l , a s I have 

d i c t a t e d i t i n about t h r e e n i n u t e s ap.d would be r a t h e r ashamed f o r i t t o go 

i n t o the f i l e s o f the Federa l Beserve Board. 

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

( s i g n e d ) E. B. Stroud, J r . 
By S e c r e t a r y 

O f f i c e Counse l . 
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B r i e f of a u t h o r i t i e s on the onount of a l l o w a n c e o f c l a i m s : 

Where i n d e b t e d n e s s s e c u r e d by c o l l a t e r a l t h e Supreme Court of the 

U n i t e d S t a t e s h a s l a i d down t h e r u l e t h a t where a p e r s o n has a c l a i m a g a i n s t 

an i n s o l v e n t n a t i o n a l bank, which c l a i n i s s e c u r e d by c o l l a t e r a l , t h a t the 

c la imant has the r i g h t to prove and have h i s c l a i m a l l o w e d f o r the f u l l 

amount of t h e i n d e b t e d n e s s a t the t i n e the bank i s c l o s e d , r e g a r d l e s s of 

c o l l e c t i o n s made on c o l l a t e r a l h e l d t o s e c u r e the i n d e b t e d n e s s , but w i t h t h e 

p r o v i s o t h a t where the d i v i d e n d s p a i d on t h e f u l l amount o f t h e c l a i m , p l u s 

the c o l l e c t i o n s made on t h e c o l l a t e r a l , equal t o 100^ of t h e amount o f t h e 

i n d e b t e d n e s s , t h e c la imant i s e n t i t l e d no l o n g e r to r e c e i v e d i v i d e n d s , and 

must surrender any u n c o l l e c t e d c o l l a t e r a l to the R e c e i v e r of the i n s o l v e n t 

bank. 

M e r r i l l vs N a t i o n a l Bank of J a c k s o n v i l l e , 173 U . S . , 131; 4 3 L. 2d , 

640: 

In t h i s c a s e the N a t i o n a l Bank of J a c k s o n v i l l e was a c r e d i t o r o f 

the F i r s t N a t i o n a l Bank of P a l a t k a , F l o r i d a , to t h e e x t e n t of $ 1 0 , 0 0 0 , f o r 

money borrowed, which i n d e b t e d n e s s was e v i d e n c e d by a c e r t i f i c a t e o f d e p o s i t 

s ecured by sundry n o t e s b e l o n g i n g to t h e F i r s t N a t i o n a l Bank of P a l a t k a . The 

P a l a t k a Bank became i n s o l v e n t and T. B. M e r r i l l was a p p o i n t e d r e c e i v e r 

t h e r e o f by t h e Comptrol ler o f Currency. The N a t i o n a l Bank of J a c k s o n v i l l e 

a t t empted to prove i t s c l a i m f o r the f u l l amount o f the i n d e b t e d n e s s , p l u s 

i n t e r e s t , and the R e c e i v e r , a c t i n g upon the i n s t r u c t i o n s o f the Comptrol ler 

of Currency, r e q u i r e d the c la imant t o exhaust i t s c o l l a t e r a l b e f o r e i t s 

c l a i m s h o u l d be a l lowed* The Claimant, a c t i n g under t h i s r u l i n g of the 

Comptro l ler o f Currency* r e a l i z e d upon the c o l l a t e r a l enough moneys to r e -

duce the i n d e b t e d n e s s to t h e sum o f $ 4 , 4 9 6 . 4 4 , f o r which amount i t s c l a i m 
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was a l l o w e d and d i v i d e n d s p a i d . Soi&o tiro y e a r s a f t e r t h e f i l i n g o f the 

o r i g i n a l c l a i m the N a t i o n a l Bank of J a c k s o n v i l l e "became d i s s a t i s f i e d w i t h 

the r u l i n g a s above s e t f o r t h , and "brought s u i t to r e q u i r e the R e c e i v e r to 

a l l o w i t s c l a i m fotr- the f u l l amount of t h e o r i g i n a l i n d e b t e d n e s s , i . e . , 

$10,OCX) p l u s i n t e r e s t , and t o pay d i v i d e n d s t o i t on t h e "basis o f the c l a i m 

i n such amount. 

The Supreme Court of the U n i t e d S t a t e s , a f t e r a v e r y f u l l d i s c u s -

s i o n of t h e p r i n c i p l e s i n v o l v e d , and a f t e r h o l d i n g t h a t t h e l a p s e o f two 

y e a r s d i d not bar t h e N a t i o n a l Bank o f J a c k s o n v i l l e from p r o v i n g i t s c l a i m 

i n the manner a t t e m p t e d , h e l d : 

MWe r e p e a t t h a t i t appears to u s t h a t t h e s e c u r e d c r e d i t o r i s a 
c r e d i t o r to t h e f u l l amount due him when t h e i n s o l v e n c y i s d e c l a r e d , 
j u s t a s much a s the u n s e c u r e d c r e d i t o r i s , and cannot be s u b j e c t e d to 
a d i f f e r e n t r u l i n g , and a s t h e b a s i s on which a l l c r e d i t o r s a r e t o 
draw d i v i d e n d s i s the amount of t h e i r c l a i m s a t t h e t ime o f the 
d e c l a r a t i o n o f i n s o l v e n c y i t n e c e s s a r i l y r e s u l t s , f o r the purpose o f 
f i x i n g t h a t b a i s , t h a t i t i s immater ia l what c o l l a t e r a l any p a r t i c u l a r 
c r e d i t o r may h a v e . The s e c u r e d c r e d i t o r cannot be charged w i t h t h e 
e s t i m a t e d v a l u e of t h e c o l l a t e r a l , or be c o m p e l l e d t o e x h a u s t t h e same 
b e f o r e e n f o r c i n g h i s d i r e c t remedies a g a i n s t the d e b t o r , or t o s u r -
render i t a s a c o n d i t i o n there to* though t h e R e c e i v e r may redeem or :"6e 
s u b r o g a t e d a s c i r c u m s t a n c e s nay r e q u i r e . W 

"Our c o n c l u s i o n i s t h a t the c l a i m s o f c r e d i t o r s a r e t o be d e t -
ermined a s o f t h e d a t e o f t h e d e c l a r a t i o n o f i n s o l v e n c y , i r r e s p e c t i v e 
of t h e q u e s t i o n whether p a r t i c u l a r c r e d i t o r s have s e c u r i t y or n o t . 
When s e c u r e d c r e d i t o r s have r e c e i v e d payment i n f u l l t h e i r r i g h t to 
d i v i d e n d s and t h e i r r i g h t to r e t a i n t h e i r s e c u r i t i e s c e a s e s , but c o l -
l e c t i o n s t h e r e f r o m a r e not o t h e r w i s e m a t e r i a l # I n s o l v e n c y g i v e s s e -
cured c r e d i t o r s no g r e a t e r r i g h t s than t h e y had b e f o r e , though through 
redempt ion o r s u b r o g a t i o n or t h e r e a l i z a t i o n o f a s u r p l u s , t h e y may be 
b e n e f i t e d . " 

This r u l e was reannounced by t h e Supreme Court o f t h e U n i t e d 

S t a t e s i n t h e c a s e o f A l d r i c h e v s Chemical N a t i o n a l Bank, 1 7 6 , U . S . , 618; 

4 4 L. E d . , 611* • In t h i s c a s e the Supreme Court o f t h e U n i t e d S t a t e s s a y s : 

, f I t i s a s s i g n e d f o r e r r o r t h a t t h e c o l l e c t i o n s from c o l l a t e r a l s 
s e c u r i n g t h e a l l e g e d l o a n p r i o r to t h e d e c l a r a t i o n o f d i v i d e n d s by 
t h e R e c e i v e r were no t d e d u c t e d from the amount o f such l o a n i n d e -
t e r m i n i n g t h e sum on which d i v i d e n d s s h o u l d b e p a i d t o t h e Chemical 
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Bank, and t h a t t h e C h e n i c a l Bank was n o t r e q u i r e d , f i r s t , t o e x h a u s t 
i t s c o l l a t e r a l s e c u r i t y and a p p l y t h e p r o c e e d s on i t s c l a i m "before 
p r o v i n g i t a g a i n s t t h e R e c e i v e r f o r d i v i d e n d s . Th i s a s s i g n m e n t o f 
e r r o r was p r e p a r e d "by Counsel p r i o r t o t h e d e c i s i o n o f t h i s Court i n 
M e r r i l l v s N a t i o n a l Bank, 1 7 3 U * S . , 131 , i n which c a s e t h i s Court 
s a i d t h a t t h e i n q u i r y on t h e m e r i t s o f whe ther a s e c u r e d c r e d i t o r 
o f an i n s o l v e n t n a t i o n a l "bank n a y p r o v e and r e c e i v e -d iv idends upon 
t h e f a c e o f h i s c l a i m a s i t s t o o d a t t h e t i n e of t h e d e c l a r a t i o n o f 
i n s o l v e n c y , w i t h o u t c r e d i t i n g e i t h e r h i s c o l l a t e r a l or c o l l e c t i o n s 
made t h e r e f r o n a f t e r s u c h d e c l a r a t i o n , s u b j e c t a l w a y s t o the p r o v i s o 
t h a t d i v i d e n d s n u s t c e a s e when from t h e n and from c o l l a t e r a l s 
r e a l i z e d t h e c l a i n h a s "been p a i d i n f u l l . I t was h e l d t h a t i n t h e 
d i s t r i b u t i o n o f i n s o l v e n t e s t a t e s ! t h e s e c u r e d c r e d i t o r i s a c r e d i t o r 
to t h e f u l l amount due h i n when t h e i n s o l v e n c y i s d e c l a r e d , j u s t a s 
much a s t h e u n s e c u r e d c r e d i t o r i s , and cannot be s u b j e c t e d t o a d i f -
f e r e n t r u l e . And a s t h e b a s i s upon w h i c h a l l c r e d i t o r s a r e t o draw 
d i v i d e n d s i s t h e amount o f t h e i r c l a i m s a t t h e • t i s l e o f t h e d e c l a r a t i o n 
o f i n s o l v e n c y , i t n e c e s s a r i l y r e s u l t s , f o r t h e p u r p o s e o f f i x i n g t h a t 
b a s i s , t h a t i t i s i m m a t e r i a l what c o l l a t e r a l any p a r t i c u l a r c r e d i t o r 
may h a v e . The s c o u r e d c r e d i t o r cannot be c h a r g e d w i t h t h e e s t i m a t e d 
v a l u e o f t h e c o l l a t e r a l , o r be c o m p e l l e d t o e x h a u s t i t b e f o r e e n -
f o r c i n g h i s d i r e c t r e m e d i e s a g a i n s t t h e d e b t o r , o r t o s u r r e n d e r i t 
a s a c o n d i t i o n t h e r e t o , though t h e R e c e i v e r may redeem or be s u b -
r o g a t e d a s c i r c u m s t a n c e s may r e q u i r e . When s e c u r e d c r e d i t o r s have r e -
c e i v e d payment i n f u l l t h e i r r i g h t to d i v i d e n d s and t h e i r r i g h t t o r e -
t a i n t h e i r s e c u r i t y c e a s e s , but c o l l e c t i o n s t h e r e f r o m a r e n o t o t h e r -
w i s e m a t e r i a l . I n s o l v e n c y g i v e s u n s e c u r e d c r e d i t o r s no g r e a t e r r i g h t s 
t h a n t h e y h a d b e f o r e , though through r e d e m p t i o n o r s u b r o g a t i o n o r t h e 
r e a l i z a t i o n o f a s u r p l u s t h e y may be b e n e f i t e d . t r f 

T h i s r u l e o f law was f u r t h e r r e a f f i r m e d by t h e Supreme Court o f 

thq U n i t e d S t a t e s i n a c a s e o f Lawrence E. S e x t o n v s L e o p o l d Lewis D r e y f u s , 

219 U. S . , 339; 55 L. Ed. 2 4 4 , i n w h i c h c a s e t h e Supreme Court o f t h e 

U n i t e d S t a t e s , i n a c a s e i n v o l v i n g a p o i n t o f law d e r i v i n g under Bankrupt 

S t a t u t e , c i t e s w i t h a p p r o v a l t h e l a s t two c a s e s and r e a f f i r m s t h e d o c t r i n e o f 

law t h e r e i n a n n o u n c e d . 

The F e d e r a l Courts have f o l l o w e d t h i s p r i n c i p l e i n a g r e a t many 

c a s e s , t o w i t : 

I n r e C r y s t a l S p r i n g B o t t l i n g Company, 96 Fed . 9 4 5 ; I n r e S w e e t s e r 

128 Fed . 165; I n r e Board of Commiss ioners o f Shawnee County, Kansas v s 

Hur ley , e t a l , 169 F e d . 92 ; Beachy and Company, 170 Fed . 825; H i t n e r u s 

Diamond S t a t e S t e e l Company, 176 Fed . 390 and 406; Commercial a n d S a v i n g 
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Bank v s Robert H. J e n k s Limber Company, 194 F e d . , 732; Young v s Gordon e t a l , 

291 Fed. 168; I n r e F o s t e r Motor Company, 219 F e d . 170; E q u i t a b l e Trus t 

Company o f New York v s Great Shoshone and Twin F a l l s Water Power Conpany e t 

a l 228 Fed . 516; S h a t z , 251 Fed . 351; Todd v s L i p p i n c o t t e t a l , 258 F e d . , 205; 

Washington-Alaska Bank e t a l v s D e x t e r Horton N a t i o n a l l a n k of S e a t t l e , 

Wash., 2 6 3 F e d . 3 0 4 . 

B a l e a p p l i c a b l e t o t h e a l l o w a n c e o f c l a i n s where t h e l i a b i l i t y o f 

t l i e i n s o l v e n t bank i s t h a t of an e n d o r s e r : 

The r u l e o f law a p p l i c a b l e i n c a s e s o f t h e above k i n d i s t h a t t h e 

c l a i m a n t owning d i s c o u n t e d paper nay p r o v e h i s c l a i m a g a i n s t the i n s o l v e n t 

bank which was l i a b l e a s t h e e r d o r s e r t h e r e o n f o r t h e f u l l anount of t h e i n -

d e b t e d n e s s a t t h e t i n e o f m a t u r i t y , and r e c e i v e d i v i d e n d s on such anount 

u n t i l s u c h t i n e a s t h e i n d e b t e d n e s s i s f u l l y d i s c h a r g e d , r e g a r d l e s s o f any 

payments which n i g h t be made by t h e raker o f such paper or t h e p a r t y 

p r i m a r i l y l i a b l e t h e r e o n . In c a s e s where t h e paper h a s n o t matured upon 

which t h e i n s o l v e n t bank i s t h e e n d o r s e r a t t h e t i n e o f i n s o l v e n c y , t h e n 

the r e c e i v e r o f t h e i n s o l v e n t bank s h o u l d a l l o w t h e c l a i m f o r t h e f u l l anount 

o f t h e i n d e b t e d n e s s due on t h e d a t e o f t h e m a t u r i t y of t h e p a p e r . I n the 

c a s e o f Board o f Commissioners o f Shawnee County, Kansas v s H u r l e y , e t a l , 

169 Fed, 92 , o p i n i o n d e l i v e r e d by Judge Sanburn, C i r c u i t Judge, t h e f o l l o w -

i n g f a c t s e x i s t e d ; 

The F i r s t N a t i o n a l Bank of Topeka, Kansas , a s p r i n c i p a l , and 

Chas. J . D e v l i n and o t h e r s a s s u r e t i e s , gave a bond t o t h e County of Shawnee 

i n the S t a t e o f Kansas , c o n d i t i o n e d , among o t h e r t h i n g s , t h a t t h e bank 

s h o u l d repay the money d e p o s i t e d w i t h i t by t h e County on demand. The F i r s t 
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N a t i o n a l Bank o f Topeka, the p r i n c i p a l on such "bond, "becane i n s o l v e n t and 

a r e c e i v e r was a p p o i n t e d "by the Comptrol ler of Currency. S e v e r a l days 

l a t e r D e v l i n , one of the s u r e t i e s on s a i d bond, was adjudged a "bankrupt. At 

the t i n e o f the i n s o l v e n c y of the hank the County o f Shawnee had on d e p o s i t 

w i t h i t $ 3 2 , 7 3 1 . 0 5 , f o r which anount the county f i l e d c l a i m w i t h the Re-

c e i v e r of such hank. The county a l s o f i l e d c l a i m i n bankruptcy a g a i n s t 

the E s t a t e o f D e v l i n f o r the f u l l anount of i t s depos i t# to w i t , $ 3 2 , 7 3 1 . 0 5 . 

The R e c e i v e r o f the hank a l l o w e d the c l a i m , and p a i d t o the county a d i v i -

dend amounting to $ 2 6 , 8 3 9 . 4 6 b e f o r e the R e f e r e e i n Bankruptcy had p a s s e d 

upon the c l a i t i f i l e d a g a i n s t the bankrupt e s t a t e of Dev l in* When the c la i ia 

i n bankruptcy cane up to b e h e a r d b e f o r e the R e f e r e e , i t b e i n g brought t o 

the R e f e r e e 1 s a t t e n t i o n t h a t the i n s o l v e n t bank had p a i d a d i v i d e n d of 

$ 2 6 , 8 3 9 . 4 6 , the R e f e r e e a l l o w e d the c l a i m a g a i n s t the bankrupt e s t a t e f o r 

the b a l a n c e s t i l l r emain ing unpa id i n t h e sum of $ 5 , 8 9 1 . 5 9 , from which de -

c i s i o n o f the R e f e r e e i n Bankruptcy the County a p p e a l e d , c o n t e n d i n g t h a t 

the c la im s h o u l d have been a l l o w e d f o r the amount of the o r i g i n a l i n d e b t e d -

n e s s , and d i v i d e n d s p a i d on such anount u n t i l such t i n e a s t h e county 

might be p a i d i n f u l l . I n p a s s i n g upon t h i s c a s e Judge Sanburn s a y s : 

"A s i n g l e q u e s t i o n remains: I s t h e c la im of a c r e d i t o r a g a i n s t 
t h e e s t a t e o f a s u r e t y i n bankruptcy upon which t h e p r i n c i p a l has 
made p a r t i a l payments a f t e r the d a t e o f the f i l i n g o f the p e t i t i o n 
i n bankruptcy , e n t i t l e d to a l l o w a n c e o f , and to d i v i d e n d s upon t h e 
amount owing i t when the p e t i t i o n was f i l e d , or upon the amount r e -
maining u n p a i d when the f i n a l a l l o w a n c e of i t i s made, or when t h e 
r e s p e c t i v e d i v i d e n d s a r e pa id?" 

"In the d i s c u s s i o n of t h i s q u e s t i o n , p r e f e r e n c e s , s e c u r i t i e s 
c o n s i s t i n g of p l e d g e d or mortgaged p r o p e r t y , such a s a r e r e q u i r e d to 
be surrendered or a p p l i e d upon c l a i m s by the bankrupt law, are l a i d 
out of c o n s i d e r a t i o n , and what i s s a i d ha# no r e f e r e n c e to r i g h t s 
under them b e c a u s e no such r i g h t s a r e i n i s s u e h e r e . Laying out of 
v i ew, then , such p r e f e r e n c e s and s e c u r i t i e s , the s t a t u t e s of c l a i m s 
a t the t ime of f i l i n g of the p e t i t i o n i n bankruptcy and not a t any 
subsequent t ime , f i x e s the r i g h t s o f t h e i r owners t o share i n t h e 
d i s t r i b u t i o n of t h e e s t a t e o f the bankrupt***. On t h a t d a t e t h e 
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property of the bankrupt passes from h i s control to the Court, or 
to i t s Receiver, and thence to the Trustee, in trust f o r the credi tors 
of the bankrupt in proportion to the amounts of the ir claims at that 
time. On that date there v e s t s in each credi tor , as a c e s t u i que 
t rus t , an equitable e s t a t e in such a part of the property of the bank-
rupt as the amount of h i s provable claim a t that time bears to the 
ent ire amount of the provable claims against the e s t a t e . On that date 
the bankruptcy law deprives the creditor of a l l h i s common law 

remedies to c o l l e c t h i s debt out of the property of h i s debtor and 
to c o l l e c t subsequent in teres t on h i s claim against that property, 
and g ives him in l i e u thereof t h i s equitable e s ta te in the property 
of the bankrupt***. 

"Counsel for the Trustees argues, however, that the claimant 
should be l imi ted to a dividend on the unpaid balance of i t s claim: 

(1) Because Devlin was l i a b l e on the bond for the damages which 
the County sustained from the f a i l u r e of the bank to repay the deposit 
only, and these damages were but $5,^91*59, s ince the e s t a t e of the 
bankrupt paid $26,839*^1 a f t e r the bankruptcy of Devl in. 

(2) Because at the time of the f i n a l allowance of the appel lants 
claim a judgment could not have been recovered against Devlin, i f l i v i n g , 
for more than the unpaid balance and i n t e r e s t . 

(3) Because the e s t a t e of the bank and the e s ta te of Devl in are 
both under administration of the Court below and that Court had the r ight , 
and i t was i t s duty, t@ require the e s t a t e of the pr inc ipal debtor to 
exonerate the e s ta te of the surety and to protect the l a t t e r against 
the ob l iga t ion of the bond. 

"To the f i r s t reason presented there are two answers: 
"First , there vested in the county, when the p e t i t i o n in bank-

ruptcy was f i l e d , an equitable e s ta te in such a port ion of the property 
»f Devlin as $32,731*05, the amount then owing by Devl in on i t s claim 
bore to the amount of a l l the provable claims against the e s t a t e , and 
the County i s e n t i t l e d to the same proportion of the proceeds and d i v i -
dends from the property u n t i l i t s claim i s f u l l y paid, because i t s 
equitable e s t a t e in t h i s property i s not diminished or changed by pay-
ments which i t subsequently obtains upon i t s c lai is fran other sources. 
Merrill vs National Bank of Jacksonvi l le , 173 U. S. 1?1; Chemical National 
Bank vs Armstrong, 59 Fed. , 372. 

"Second, the ob l iga t ion of Devlin was to pay a l l @f the damages 
which the County sustained by the f a i l u r e of the bank to repay the de-
p o s i t , and when the p e t i t i o n in bankruptcy was f i l e d and the r ights of 
the credi tors of Devlin were f i x e d , the damages were $32,731*05, f® r the 
bank had then f a i l e d to. pay any of the deposi t . Neither Devl in nor any 
of h i s other credi tors had any l ega l or equitable r ight to take from 
the county any moneys subsequently paid to i t by the bank upen the 
County's claim, and they had no be t ter r ight to take eut er to der ive 
any benef i t from h i s property on account of such subsequent payments, 
for the ob l iga t ion and the trust in favor of the county's claim rested 
on Devlin, and on h i s property, and not upon the County. The amount of 
the damages when the p e t i t i o n was f i l e d was $32,731.50. 82$ of t h i s 
amount was subsequently paid by the e s ta te of the bank. Suppose that 
the e s ta te of Devlin w i l l pay a dividend of 10$ on the provable claims 
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of the c r e d i t o r s . I f t h a t d i v i d e n d i s p a i d on t h e c l a i m of the 
County a s i t s tood when the p e t i t i o n was f i l e d , t h e county w i l l 
r e c e i v e $3? 2 7 3 - 1 0 . I f i t i s p a i d on t h e unpaid "balance o f t h a t c l a i m 
the County w i l l r e c e i v e $ 5 8 9 . 1 6 . Who w i l l r e c e i v e t h e d i f f e r e n c e of 
$ 2 , 4 6 3 . 9 ^ ? The o t h e r c r e d i t o r s of D e v l i n . They w i l l take out of 
the e s t a t e o f the s u r e t y , by whose r i g h t a l o n e t h e y a r c e n t i t l e d t o 
any of h i s p r o p e r t y , $ 2 , 4 6 3 . 9 ^ which the County would o t h e r w i s e r e -
c e i v e s o l e l y b e c a u s e t h e County, a f t e r the f i l i n g of t h e p e t i t i o n i n 
bankruptcy, c o l l e c t e d $ 2 6 , 8 3 9 - o u t of the e s t a t e of the p r i n c i p a l 
d e b t o r . No p r i n c i p l e o f law or e q u i t y occurs to u s t h a t w i l l s u s t a i n 
such a r e s u l t . D e v l i n , the s u r e t y , and h i s o t h e r c r e d i t o r s were a l i k e 
e s topped , by the o b l i g a t i o n of the bond he s i g n e d and by h i s agreement 
t h e r e i n t o s e e that t h e bank pa id the c l a i m o f t h e . c o u n t y , from de -
r i v i n g any b e n e f i t s from t h e payments made by the p r i n c i p a l debtor 
u n t i l the e n t i r e c l a i m which D e v l i n had guaranteed was p a i d , Schwartz 
v s Fourth N a t i o n a l Bank, 117 Fed. 1 and 1 2 , n 

A f t e r d i s p o s i n g of the o ther p o i n t s urged by the Counsel f o r the 

Trustee i n Bankruptcy, t h e Court c o n t i n u e s : 

"The o b l i g e e i n a bond, or t h e h o l d e r of a c l a i m upon w h i c h 
s e v e r a l p a r t i e s are p r i n c i p a l l y l i a b l e , may prove h i s c l a i m a g a i n s t the 
e s t a t e o f t h o s e who become bankrupt , and may a t any t ime pursue the 
o t h e r s a t law, and n o t w i t h s t a n d i n g p a r t i a l payments a f t e r t h e bank-
ruptcy by t h e o t h e r o b l i g a t o r s or t h e i r e s t a t e s , he may r e c o v e r d i v i -
dends: from each e s t a t e i n bankruptcy upon t h e f u l l amount o f h i s c l a i m 
a t t h e time t h e p e t i t i o n i n bankruptcy was f i l e d t h e r e i n , u n t i l , from 
a l l s o u r c e s , he has r e c e i v e d f u l l payment of h i s c l a im, but no l o n g e r . " 

In t h e c a s e o f Commercial Saving Bonk vs Robert H. Jenks Lumber 

Company, 194 Fed. 7399 t h e f o l l o w i n g f a c t s e x i s t e d : 

A n o t e made by the Port Huron Lumber Company, p a y a b l e to Robert 

H. Jenks Lumber Company, f o r $ 3 5 0 . 8 4 , and endorsed by t h e payee and d i s -

counted by the Antwerp Exchange Bank of Antwerp, Ohio, now owner and h o l d e r 

of the n o t e , no p a r t of which had been p a i d up to t h e t ime of t h e a p p o i n t -

ment o f R e c e i v e r , nor u n t i l a f t e r t h e c l a i m f i l e d h e r e i n . A f t e r t h e ap-

pointment of a R e c e i v e r f o r t h e Robert H. Jenks Lumber Company, t h e en-

d o r s e r of s a i d n o t e , the r a k e r t h e r e o f , t o w i t , t h e Port Haron Lumber Company, 

c a l l e d a meet ing of i t s c r e d i t o r s and p a i d 60$ of t h e f a c e v a l u e of t h e 

n o t e s . The q u e s t i o n a r i s i n g , t h e r e f o r e , i s whether or not on a c l a i m f i l e d 

by t h e owner and h o l d e r of t h i s n o t e , the R e c e i v e r s h o u l d a l l o w t h e c l a i m 
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f o r the f u l l f a c e v a l u e of the n o t e , or f o r the 40$ t h e r e o f wh ich was unpaid 

by the maker, In p a s s i n g upon t h i s q u e s t i o n t h e Court s a y s : 

"Much r e l i a n c e i s p l a c e d upon the c a s e of the Commissioners of 
Shawnee County v s Hurley , 169 Fed. 96 • In t h a t c a s e i s i n v o l v e d the 
r e l a t i o n s h i p of p r i n c i p a l and s u r e t y , and a f t e r a v e r y c a r e f u l con? 
s i d e r a t i o n I can not s e e how i t can be d i s t i n g u i s h e d from t h e n a t t e r 
b e f o r e t h e Court f o r c o n s i d e r a t i o n . Judge Sanborn:In d e l i v e r i n g t h e 
o p i n i o n o f t h e court p r o c e e d s upon the t h e o r y which i s a p p l i c a b l e h e r e , 
namely, t h a t the f i l i n g o f a p e t i t i o n i n bankruptcy v e s t s i n each 
c r e d i t o r o f t h e bankrupt an e q u i t a b l s e s t a t e i n s u c h a p r o p o r t i o n of 
h i s p r o p e r t y a s the c r e d i t o r s ' c l a i m b e a r s to t h e e n t i r e amount of the 
provab le c l a i m . * * * 

"Now, when the r e c e i v e r was appo in ted i n t h i s c a s e , a t t h e t ime 
o f the appointment o f t h e r e c e i v e r , the Robert H. Jenks Lumber Company, 
a s e n d o r s e r , was l i a b l e f o r the e n t i r e amount e x p r e s s e d on the f a c e 
of t h i s n o t e , when the h o l d e r o f t h e n o t e e x e r c i s e d due d i l i g e n c e i n 
t h e r e q u i s i t e s of demand, p r e s e n t a t i o n , p r e t e s t , e t c . In o t h e r words, 
a t the t ime t h i s r e c e i v e r was a p p o i n t e d , t h e r e v e s t e d i n t h e Antwerp 
Bank an e q u i t a b l e e s t a t e i n such a p r o p o r t i o n of t h e p r o p e r t y of the 

„ Robert H. Jenks Lumber Company a s the amount e x p r e s s e d i n the n o t e , the 
amount t h e n owing on t h i s n o t e b e a r s t o t h e e n t i r e amount of a l l t h e 
provab le c l a i m s a g a i n s t the e s t a t e of t h e Robert H. Jenks Lumber Com-
pany, and i t appears t o me t h a t the bank i s e n t i t l e d t o t h e same p r o -
p o r t i o n o f t h e proceeds and d i v i d e n d s from t h a t p r o p e r t y a s any o t h e r 
c r e d i t o r s , u n t i l t h i s c l a i m i s p a i d i n f a l l , b e c a u s e i t s e q u i t a b l e e s -
t a t e i n t h i s p r o p e r t y i s not d i m i n i s h e d or changed by t h e s e t t l e m e n t 
o f payment which i t r e c e i v e d from the Port Huron Lumber Company." 

In t h e c a s e of Young v s Gordon, e t a l , 219 Fed. l 6 S , q u o t i n g from 

t h e s y l l a b u s : 

"Where a c r e d i t o r of a bankrupt h e l d t h e b a n k r u p t ' s n o t e , en -
dorsed by Y . , f o r a p a r t o f the i n d e b t e d n e s s , i t was e n t i t l e d to a 
d i v i d e n d on t h e f u l l amount of t h e c la im, though a f t e r t h e p r o o f s of 
c l a i m s were f i l e d Y. p a i d t h e n o t e , and Y. was not e n t i t l e d t o a d i v i -
dend on t h e amount p a i d , " 

In t h e c a s e o f Simon, 197 Fed . 105 , t h e q u e s t i o n p r e s e n t e d was 

whether or not c l a i m s a g a i n s t t h e e s t a t e o f a Bankrupt e n d o r s e r c o u l d b e 

proven f o r the amount o f the o r i g i n a l i n d e b t e d n e s s , or f o r t h e b a l a n c e , 

a f t e r amounts p a i d by t h e makers subsequent t o the f i l i n g of the p e t i t i o n 

i n bankruptcy, had b e e n d e d u c t e d . The r e f e r e e a l l o w e d the c l a i m o n l y f o r 

such ba lance and upon a p p e a l the r u l i n g was r e v e r s e d by t h e Court and t h e 

c l a i m a l l o w e d f o r t h e o r i g i n a l sum due . The same r u l e was f o l l o w e d i n the 
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c a s e of In re Commercial Company, 233 Fad. go6 , 

In the c a s e of In Ee Shatz , 251 Fed. 35%, I n s o l v e n t wa6 l i a b l e 

a s an endorser on a n o t e which d id no t mature f o r some months a f t e r the 

d a t e of i n s o l v e n c y . Be fore the m a t u r i t y of the no te the maker t h e r e o f made 

a p a r t i a l payment thereon , ar.d a f t e r the m a t u r i t y of the n o t e made a sub-

sequent payment t h e r e o n . The q u e s t i o n p r e s e n t e d was a s t o what amount the 

Rece iver of t h e i n s o l v e n t endorser should a l l o w a c l a i m . A f t e r v e r y l e n g t h y 

d i s c u s s i o n the Court h o l d s that where the paper had not matured a t t h e t ime 

of i n s o l v e n c y of the endorser t h a t the c l a i m should be a l l o w e d f o r t h e 

amount due on t h e i n d e b t e d n e s s a t the m a t u r i t y t h e r e o f , and hence i n t h i s 

case t h e sum which was p a i d p r i o r to t h e m a t u r i t y of t h e n o t e was deducted 

from t h e amount of t h e c la im, w h i l e the sum p a i d a f t e r t h e m a t u r i t y of the 

n o t e was no t deducted , 
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FEDERAL RESERVE BASK 

OF SAK FRANCISCO 

February 5 , 1925 

Water Wyatt,* EAq., 
General c o u n s e l , 
F e d e r a l Reserve Beard , 
Washington, D. C. 

Dear Mr. Wyatt : 

Upon my r e t u r n t o San F r a n c i s c o , I f i n d ycur l e t t e r o f January 10 , 

1925, r e l a t i v e t o t h e C o m p t r o l l e r ' s r e c e n t r u l i n g on t h e m a t t e r o f c l a i m s 

a g a i n s t i n s o l v e n t n a t i o n a l t a n k s # This l e t t e r was acknowledged Try Mr. 

P h i l l i p s on January l 4 , and I am s o r r y t h a t I have n o t b e e n a b l e t o g i v e i t 

e a r l i e r a t t e n t i o n . 

I have n o t e d w i t h i n t e r e s t t h e c o n t e n t s o f your l e t t e r a s w e l l a s 

t h e correspondence be tween Governor Harding and t h e C o m p t r o l l e r . 

I t h a s b e e n our u n i f o r m p r a c t i c e t o f i l e one c l a i m f o r t h e e n t i r e 

amount due t h e F e d e r a l R e s e r v e Bank of San F r a n c i s c o , r e g a r d l e s s o f t h e 

number of r e d i s c o u n t s i n c l u d e d t h e r e i n . In t h o s e c a s e s where t h e f a i l e d 

bank was p l a c e d on a " b i l l s p a y a b l e " b a s i s , c o l l a t e r a l l y s e c u r e d b e f o r e i n -

s o l v e n c y , i t h a s b e e n our u n i f o r m p r a c t i c e t o f i l e one c l a i m f o r t h e e n t i r e 

amount o f t h e b i l l s p a y a b l e , s t a t i n g t h a t t h o s e o b l i g a t i o n s were c o l l a t e r a l l y 

s e c u r e d by m i s c e l l a n e o u s c u s t o m e r s ' n o t e s . I n e v e r y i n s t a n c e o f c l a i m s so 

f i l e d , the c l a i m h a s b e e n a l l o w e d f o r t h e e n t i r e amount and we have b e e n 

a u t h o r i z e d t o l i q u i d a t e s u c h c l a i m , f i r s t , by a p p l i c a t i o n t o t h e e n t i r e c l a i m 

o f any c r e d i t b a l a n c e and t h e amount due f o r c a n c e l l e d F e d e r a l r e s e r v e s t o c k ; 

second , by c o l l e c t i o n s on r e d i s c o u n t s or c o l l a t e r a l , and t h i r d , b y d i v i d e n d s 

from t h e f a i l e d bank. In e t h e r words , t h e C o m p t r o l l e r ' s o f f i c e i n i t s 

d e a l i n g s w i t h u s h a s f o l l o w e d t h e g e n e r a l r u l e l a i d down by t h e Supreme Court 

o f t h e U n i t e d S t a t e s i n t h e m a t t e r o f c l a i m s a g a i n s t i n s o l v e n t n a t i o n a l b a n k s . 
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(Merrill v. National Bank of Jacksonvi l le , 133 U.S. 131; 19 Sup.Ct. 3^0; 

Chemical National Bank v. Armstrong, 59 Fed. Eep. 372, and analogous case s . ) 

I am sorry to kn^w that the Comptroller of the Currency has adopted 

the uniform rule of requiring the reserve banks to prove separate claims for 

each individual rediscount and has held that no dividend may be allowed upon 

any rediscount which has been paid atthe tine such dividend i s declared. 

This w i l l considerably complicate the procedure both as to f i l i n g claims 

and as to book-keeping. I am anxious to know whether t h i s or a s imilar rule 

w i l l apply in the case of national banks which, prioj* to insolvency, hafe 

been placed upon a b i l l s payable bas i s . I do not see how i t could very well 

be applied in such cases and i t seems to me that any attempt to so apply i t 

wotild be at direct variance with the rule stated by th# Supreme Court in 

the Merrill case. 

So far as t h i s bank i s concerned, i t w i l l be ray advice that 

the Comptroller's ruling be not acceded to without discuss ion and perhaps 

net without a contest; that i s , unless the FederalBeserve Board and your 

o f f i c e f ee } that we should accede to the rule vo luntar i ly . 

I shal l be glad to hear from you further upon th i s subject . 

Yours very tru ly , 

(signed) Albert C.Agnew 

Counsel 
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FEDERAL RESERVE BOARD 

WASHINGTON 
X-4356 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

June 17, 1925. 

SUBJECT: Expense Main L ine , Leased Wire Sys tem, 
May, 1925. 

Dear S i r : 

E n c l o s e d h e r e w i t h you w i l l f i n d two mimeograph 
s t a t e m e n t s , X - 4 3 5 6 - a and X - 4 3 5 6 - b , c o v e r i n g i n d e t a i l 
o p e r a t i o n s of t h e main l i n e , Leased Wire System, during 
t h e month o f May, 1925• 

P l e a s e c r e d i t t h e amount payab le b y your bank 
i n t h e g e n e r a l a c c o u n t , T r e a s u r e r , U . S . , on your books , 
and i s s u e C/D Form 1 , N a t i o n a l Banks, f o r account o f 
" S a l a r i e s and Expenses , F e d e r a l Reserve Board, S p e c i a l 
Fund", Leased Wire System, s e n d i n g d u p l i c a t e C/D t o Fed-
e r a l R e s e r v e Board. 

Yours very t r u l y , 

F i s c a l A g e n t . 

E n c l o s u r e s : 

TO GOVERNORS OF ALL BANKS EXCEPT CHICAGO. 
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X - 4 3 5 6 - a 

REPORT SHOWING CLASSIFICATION AND NUMBER OF WORDS 
TRANSMITTED OVER MAIN LINE OF THE FEDERAL RESERVE 
LEASED WIRE SYSTEM FOR THE MONTH OF MAY, 1925-

Percent of Treasury War 
Fed Res . Tota l Bank Dept. F i n a n c e Corp 

From Bank B u s i n e s s B u s i n e s s (* ) B u s i n e s s B u s i n e s s T o t a l 

Boston 23,735 3.10 
New York 1 4 5 , 5 8 4 19 .05 
Philadelphia 30,549 - 4.00 
Cleveland 6l,573 8.06 
Richmond 4l ,s60 5.48 
Atlanta 53,317 6.98 
Chicago 92,968 12,16 
St.Louis 65,881 8.62 
Minneapol i s 3 2 , 0 4 3 4»19 
Kansas C i t y 6 4 , 6 7 7 8 . 4 6 
Dallas 54,323 7-11 
San Francisco 97,731 12.79 

TOTAL 764,241 IOO.OO56 

Board 262,131 

Total 1,026,372 

Percent o f T o t a l 93*50$ 

Bank B u s i n e s s 1 , 0 2 6 , 3 7 2 words or 93«50$ 
Treas.Dept. 71.299 " " 6.50$ 
Total 1,097,671 " " 100.00$ 

2,865 
4,573 
2,950 
3,084 
2,430 

3,680 
1,749 

,.3,576 
7(1,919 

6,540 

-

26,600 
150,157 
33,499 
64,657 
44,290 
57,309 
97,709 
69,561 
33,792 
68,253 
56,242 

104,271 

42,099 - 806,340 

29,200 103 291,434 

71,299 103 1,097,774 

6.49$ .01$ 

*) These p e r c e n t a g e s u s e d in c a l c u l a t i n g 
t h e pro r a t a share of l e a s e d w i r e ex-
p e n s e s a s shown on the accompanying 
s ta tement (X-4356-h.) 
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REPORT OF EXPENSE X-4356-b 
MAIN LINE 

FEDERAL RESERVE LEASED WIRE SYSTEM, MAY, 1925 

Pro Rata Payable to 
Share of Federal 

Operators1 Operators1 Wire Total Total Reserve 
Name of Bank Salaries Overtime Rental Expenses Expenses Credits Board 

Boston $ 250.00 $ $h - $ 250.00 $ 654.57 $ 250.00 $ 404.57 
New York 933.32 1.00 - 934.32 4 ,022.41 934.32 3 ,088.09 
Philadelphia 216.66 - - 216.66 844.60 216.66 627.94 
Cleveland 280.33 - - 280.33 1,701.87 280.33 1,421,54 
Richmond 170.00 - - 170.00 1,157.10 170.00 ( # ) 1 ,191". 77 
Atlanta 255-00 - - 255.00 1,473.83 255.00 1,218.83 
Chicago (*) 3,756.67 - - 3,756.67 2,567.59 3,756.67 (&)1,189.08 
St .Louis 274.00 - • - 274.00 1,820.12 

884.72 
274,00 1 ,546.12 

Minneapolis IS3.34 - - 183.3% 
1,820.12 

884.72 I83.34 7 0 1 . 3 8 
Kansas City 275-64 - - 275*64 1,786.33 275-64 1 , 5 1 0 . 6 9 
Dallas 2 5 1 . 0 0 - - 2 5 1 . 0 0 1,501.28 251.00 1 , 2 5 0 . 2 8 
San Francisco 38O.OO - - 380.00 2,700.61 380.00 2 , 3 2 0 . 6 1 
F e d e r a l R e s e r v e Board. 1 5 , 3 5 7 . 6 1 15,357.61 

TOTAL $7,225.96 $ 1.00 $15,357.61 $22,584.57 $21,115.03 7,226.96 $15,281.82 
(a) 1 ,469.54 (b) 1,189.08 

$21,115.03 $15,092.74 

(#) Includes $204.67 for branch l i n e business transmitted over main l i n e c i r c u i t . 
(*) Includes sa lar i e s of Washington operators 
(&) Credit 
(a) Received $2.71 from War Finance Corporation, and $1,466.83 from Treasury Department 

covering business f o r the bionth of May, 1925« 
(b) Amount reimbursable to Chicago. 
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FEDERAL EESBRVE BAM u 

OP DALLAS. 

June 10, 1925. 

F e d e r a l Reserve Board, 
Washington., D.C. 

Gentlemen: A t t e n t i o n Mr. Walter Wyatt, General Counse l . 

I have your l e t t e r of May 28 w i t h i n c l o s u r e s , 
which I have c a r e f u l l y c o n s i d e r e d w i t h Mr. B. B. Coleman, 
our Deputy Governor i n charge o f i n s o l v e n t bank m a t t e r s , and 
Mr. T. E. Parks , the c h i e f of our i n s o l v e n t "bank department . 
We have g i v e n c a r e f u l c o n s i d e r a t i o n t o the l e t t e r s from the 
v a r i o u s a t t o r n e y s of t h e F e d e r a l r e s e r v e hanks and a l s o 
the l e t t e r from t h e o f f i c e of the Comptrol ler o f Currency 
o f da te May 15 , 1925 . 

You have a sked me to c a l l your a t t e n t i o n to oxi$ 
p o i n t s i n a d d i t i o n t o t h o s e covered i n t h e C o m p t r o l l e r ' s 
l e t t e r of May 15, and a l s o to any p o i n t s ment ioned i n t h a t 
l e t t e r whifih I c o n s i d e r ambiguous or i n c o r r e c t l y s t a t e d . 
I am d e p a r t i n g somewhat from your r e q u e s t and have p r e -
p a r e d and am s u b m i t t i n g you h e r e w i t h s u g g e s t i o n s f o r . t o p i c s 
t o be d i s c u s s e d a t the proposed c o n f e r e n c e . 

While many o f the t o p i c s s u g g e s t e d i n t h i s o u t -
l i n e a r e s imple and w i l l be r e l a t i v e l y e a s y t o d i s p o s e o f , 
I t h i n k t h a t i n order t o have a complete and harmonious 
u n d e r s t a n d i n g i t would be w e l l to d i s c u s s each and a l l o f 
them even though o n l y p e r f u n c t o r i l y . I have a l s o i n c l u d e d 
i n t h e s e t o p i c s a good many q u e s t i o n s which do no t t e c h -
n i c a l l y come w i t h i n the scope which you have o u t l i n e d f o r 
t h i s c o n f e r e n c e . Many of t h e s e t o p i c s have r e f e r e n c e t o 
the l i q u i d a t i o n o f an i n s o l v e n t b a n k ' s a f f a i r s but t h e y 
a r e so in terwoven w i t h the g e n e r a l q u e s t i o n o f c l a i m s 
a g a i n s t i n s o l v e n t banks, e s p e c i a l l y when c o n s i d e r e d i n con-
n e c t i o n w i t h f i n a l s e t t l e m e n t of t h e s e c l a i m s , t h a t I do 
no t t h i n k any c o n f e r e n c e would be complete w i t h o u t i n c l u d -
i n g a d i s c u s s i o n of t h e s e t h i n g s . 

There a r e many problems i n c o n n e c t i o n w i t h 
c l a i m s a g a i n s t i n s o l v e n t banks which a r e more problems 
o f a c c o u n t i n g than law. I t i s o f t e n e a s y to a r r i v e a t a 
c o r r e c t l e g a l d e t e r m i n a t i o n o f the q u e s t i o n but when 
p u t t i n g same i n t o o p e r a t i o n the sys tem of a c c o u n t i n g 
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used by the various Federal reserve "banks and rece ivers 
o f t e n makes i t impractical to handle things exact ly 
according to law. 

As an i l l u s t r a t i o n , I c a l l your a t t en t ion to 
the question of expense. Theoret ical ly and l e g a l l y , where 
cer ta in expense has been incurred in the c o l l e c t i o n of a 
c o l l a t e r a l note, t h i s expense should "be deducted from 
the t o t a l amount c o l l o c t e d and the rece iver credi ted with 
the net amount. As a p r a c t i c a l matter of accounting, 
however, should t h i s he attempted i t would lead to end-
l e s s trouble in correct ing book entr i e s and arr iv ing at 
agreements with the rece ivers in each part i cu lar instance 
as to the proper expense chargeable. I t has been consid-
ered by us , therefore , to be the be t t er prac t i ce to 
cred i t the insolvent bank with the gross amount of each 
c o l l e c t i o n , maintaining in our bank complete records as 
to a l l expense incurred, t h i s item being taken care of 
a t one time upon f i n a l sett lement with the rece iver . I 
mention t h i s i l l u s t r a t i o n and could point out o thers . 

For t h i s reason I am of the opinion that in 
addi t ion to the attorneys for the various Federal reserve 
banks i t would not be a bad idea to have as many banks 
as seem proper send along with the ir attorney some o f f i c e r 
f u l l y acquainted with the prac t i ca l method of accounting 
so that i n the event any question should be ra ised along 
t h i s l i n e the same could be properly disposed of a t the 
conference which you contemplate having. 

I have been informed that there i s to be a 
conference i n Washington some time around the middle of 
July between representat ives of the various Federal reserve 
banks and the Treasury Department concerning the currency 
program. Our Deputy Governor in charge of inso lvent banks 
expects to attend t h i s conference, and doubtless other 
Federal reserve banks w i l l have representat ives there who 
occupy s imi lar r e l a t i o n to insolvent bank work as Mr. 
Coleman. I t has occurred to me, therefore , that i f your 
conference could be arranged so a s to fo l low the conference 
to which I have referred, pos s ib ly we might have the bene-
f i t of the experience of some of the operating o f f i c e r s of 
the various Federal reserve banks. I merely mention t h i s 
because i t has occurred to me that i t might add to the 
success fu l r e s u l t s of the conference. 
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I h a v e t a k e n the l i b e r t y , i n t h e l i s t wh ich 
1 s u b m i t , o f g i v i n g a b r i e f s t a t e m e n t o f our v i e w s i n 
C o n n e c t i o n w i t h e a c h t o p i c i n o r d e r t h a t y o u may f u l l y 
understand, t h e s c o p e t h e r e o f . 

With k i n d e s t r e g a r d s , I am, 

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

( S i g n e d ) E. B . S t r o u d , J r . 

EBS-cc O f f i c e Counse l 
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Suggested Topics for Discussion 

a t Joint Conference of Counsel for Federal Reserve Banks 

and Representatives of the Comptroller of Currency 

In Connection with Claims against Insolvent National Banka 

I. 

CLAIMS EVIDENCED BY MEMBER BAM PROMISSORY NOTES 

A. Amount of Claim 

(1) Time of determining amount» 

( I t i s our view that th i s question has 1)6en f i n a l l y 
decided "by the Supreme Court of the United States 
and that the claim should he f i l e d for the amount 
of the indebtedness on the date of inso lvency . ) 

(2 ) I n t e r e s t . 

(This topic r a i s e s two quest ions . F i r s t , i n t e r e s t 
which should he included in the amount of the claim 
f i l e d . As to t h i s i t i s our view that unearned 
i n t e r e s t should he deducted from the amount of claim 
and that past due i n t e r e s t should be included a t the 
going discount rate rather than at the contractual 
rate s p e c i f i e d in the note . Of course in those 
cases where the note has been endorsed and i t i s 
necessary to sue endorsers, i f the rece iver i s a 
necessary party to such s u i t , i n t e r e s t should be 
asked f o r at the same rate as claimed against en-
dorsers . 

(The second part of t h i s topic re fer s to i n t e r e s t 
charged insolvent bank upon claim in f i n a l s e t t l e -
ment. While we ho ld to the view that the promis-
sory note i s a wr i t ten contract enforc ib le as 
against the rece iver , we do not f e e l that i t would 
be good p o l i c y , in arr iv ing a t a f i n a l set t lement , 
to charge a greater rate of i n t e r e s t to the i n s o l -
vent bank than our going discount rate , and as an 
o f f s e t against t h i s i n t e r e s t we f e e l that a cred i t 
should be allowed the receiver at the same rate upon 
a l l c o l l e c t i o n s made upon c o l l a t e r a l notes from the 
date of each respect ive c o l l e c t i o n . ) 
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( 3 ) A t t o r n e y ' s f e e s . 

(Where a member bank' s promis sory n o t e p r o v i d e s 
f o r payment of a t t o r n e y ' s f e e s i f p l a c e d i n the 
hands of an a t t o r n e y f o r c o l l e c t i o n , we are o f t h e 
o p i n i o n t h a t t h i s i t em s h o u l d be r e m i t t e d e x c e p t when 
i t i s n e c e s s a r y to a c t u a l l y i n s t i t u t e s u i t i n order 
t o e f f e c t c o l l e c t i o n of the n o t e . 

( 4 ) O f f s e t s , 

a . I s the r e f u n d of c a p i t a l s t o c k and a c c r u e d d i v i d e n d s 
an i t em o f o f f s e t ? 

( I t i s our v iew t h a t t h e s e sums are not i t ems o f 
o f f s e t but on the c o n t r a r y are h e l d i n the nature 
o f c o l l a t e r a l . ) 

b . Ledger ba lanc e . 

(We are of the o p i n i o n t h a t l e d g e r b a l a n c e i s an 
i t em of o f f s e t , a l t h o u g h by e x p r e s s c o n t r a c t u a l 
agreement the same might be c o n v e r t e d to c o l l a t e r a l , ) 

B. D iv idends 

( 1 ) Amount upon which d iv idend s h o u l d bo p a i d . 
• ' i..i 

( ?It i s our v iew t h a t every d i v i d e n d p a i d by the r e -
c e i v e r s h o u l d be based upon the amount of t h e c l a i m 
a s o r i g i n a l l y f i l e d and a l l o w e d , and t h a t no deduc-
t i o n s s h o u l d be made f o r c o l l e c t i o n s r e c e i v e d upon 
c o l l a t e r a l , or o t h e r w i s e , between t h e payment o f any 
two d i v i d e n d s . ) 

( 2 ) When F e d e r a l r e s e r v e bank no l o n g e r e n t i t l e d to d i v i d e n d s . 

( I t i s our v iew t h a t we a r e e n t i t l e d t o d i v i d e n d s upon 
the f u l l amount of the c l a i m a s o r i g i n a l l y f i l e d 
and a l l o w e d u n t i l such t ime a s 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 c o l l a t e r a l and o f f s e t s , e q u a l one 
hundred p e r c e n t of t h e i n d e b t e d n e s s , t o g e t h e r w i t h 
i n t e r e s t t h e r e o n , and a l s o u n t i l we have been f u l l y 
re imbursed f o r the expense t o which we have been i n -
c i d e n t i n the c o l l e c t i o n of t h e paper.) 
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I I . 

CLAIMS EVIDENCED BY BSDISCOUMED NOTES: 

A. Whether proven c o l l e c t i v e l y or s i n g l y . 

( I t i s our v iew t h a t c l a i m s on r e d i s c o u n t e d n o t e s 
s h o u l d be f i l e d s i n g l y ; t h a t i s , a s e p a r a t e c l a i m 
upon each r e d i s c o u n t e d n o t e . We t h i n k i t i s l a s r e l y 
a m a t t e r of c o n v e n i e n c e a s to whether s e p a r a t e 
c l a i m s a r e f i l e d on each n o t e or a l l c l a i m s a r e 
i n c l u d e d on one g e n e r a l c l a i m . As a m a t t e r o f our 
own p e r s o n a l c o n v e n i e n c e , we f e e l i t i s much 
s i m p l e r t o f i l e a s e p a r a t e c l a i m upon each r e d i s -
c o u n t e d n o t e . ) 

B. Amount of c l a i m . 

( 1 ) Time o f d e t e r m i n i n g amount. 

( I t i s our v iew t h a t t h e amount of c l a i m s h o u l d he 
de termined a t the da te of the m a t u r i t y of t h e n o t e 
f o r the reason t h a t the secondary l i a b i l i t y o f the 
e n d o r s i n g "bank does not "become f i x e d u n t i l the 
m a t u r i t y o f t h e n o t e . However t h e r e i s a g r e a t 
d e a l o f w e i g h t i n t h e c o n t e n t i o n t h a t the amount 
o f c l a i m s h o u l d be determined on t h e d a t e o f i n s o l -
v e n c y , and we a r s q u i t e a g r e e a b l e t o d e t e r m i n i n g 
t h e amount of our c l a i m s on r e d i s c o u n t e d n o t e s a t 
t h i s t i m e . ) 

( 2 ) I n t e r e s t . 

( I t i s our v iew t h a t i f the t ime of f i x i n g . c l a i m i s 
a t the m a t u r i t y o f t h e n o t e no r e b a t e s h o u l d bo 
made f o r unaccrued i n t e r e s t . I f the t ime i s t o be 
f i x e d a s o f t h e da te of i n s o l v e n c y , t h e n on n o t e s 
which have n o t matured a t t h a t t ime i n t e r e s t s h o u l d 
"be r e b a t e d , and on t h o s e t h a t a r e p a s t due i t s h o u l d 
be added i n a t the current r e d i s c o u n t r a t e . We 
t h i n k t h a t a f t e r c l a i m has been e s t a b l i s h e d i t 
s h o u l d draw i n t e r e s t t h e r o a f t e r w a r d s a t our c u r -
r e n t r e d i s c o u n t r a t e . While , a s a m a t t e r o f law, no 
c o n t e n t i o n c o u l d p o s s i b l y be r a i s e d t h a t we were no t 
e n t i t l e d to p a s t due i n t e r e s t c o l l e c t e d from the 
maker i n accordance w i t h t h e c o n t r a c t s p e c i f i e d i n 
t h e n o t e , s t i l l a s a m a t t e r of p o l i c y we b e l i e v e i t 
i s w e l l to t a k e the a f t e r - m a t u r i t y i n t e r e s t c o l l e c t e d 
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f r o m t h e maker, p l a c i n g an amount t h e r e o f e q u i v a -
l e n t to t h e amount which would h a v e b e e n c o l l e c t e d 
h a d we c h a r g e d him o n l y our c u r r a n t r e d i s c o u n t 
r a t e i n our p r o f i t a c c o u n t , h o l d i n g "balance a s a 
c o l l a t e r a l i t e m t o be a p p l i e d a g a i n s t t h e i n d e b t -
e d n e s s o f t h e r e c e i v e r . ) 

( 3 ) A t t o r n e y ' s f e e s , 

( T h i s t o p i c b r i n g s up a v e r y i n t e r e s t i n g q u e s t i o n 
f o r c o n s i d e r a t i o n , *We do n o t b e l i e v e , a s a n o r d i n -
a r y p r o p o s i t i o n , t h a t a t t o r n e y ' s f e e s s h o u l d b e 
i n c l u d e d i n t h e c l a i m upon a r e d i s c o u n t e d n o t e . 
However i n many i n s t a n c e s i t becomes n e c e s s a i y to 
s u e t h e maker i n o r d e r t o e f f e c t c o l l e c t i o n o f t h e 
n o t e , a n d f r e q u e n t l y a s u f f i c i e n t sum i s n o t c o l l e c t -
e d from t h e maker t o pay a F e d e r a l r e s e r v e bank 
t h e p r i n c i p a l , i n t e r e s t , and a t t o r n e y ' s f e e s . Con-
s e q u e n t l y i n such c a s e s i t i s o f t e n d i f f i c u l t to 
d e t e r m i n e the amount t o be c r e d i t e d t h e i n s o l v e n t 
b a n k . We t h i n k t h i c q u e s t i o n can be a v o i d e d by 
p r o p e r a g r e e m e n t s w i t h member barlcs c o n s t i t u t i n g 
e x p e n s e o f c o l l e c t i n g r c d i s c o u n t e d n o t e s an i n d e b t -
e d n e s s o f t h e member bank, t h u s f i x i n g an o b l i g a t i o n 
a g a i n s t which c o l l a t e r a l can be a p p l i e d . 

( I t h a s b e e n our p r a c t i c e i n t h o s e c a s e s i n v o l v i n g 
l i t i g a t i o n w i t h t h e makers , where t h e c o l l e c t i o n i s 
l e s s t h a n t h e p r i n c i p a l and i n t e r e s t o f t h e n o t e , 
to a l w a y s deduct t h e a t t o r n e y ' s f o e s a c t u a l l y i n -
c u r r e d from t h e amount c o l l e c t e d and c r e d i t t h e 
i n s o l v e n t bank w i t h o n l y t h e d i f f e r e n c e . ) 

( 4 ) O f f s e t s . 

a . How a p p l i e d . 

( I t i s our v i e w t h a t F e d e r a l r e s e r v e banks have t h e 
r i g h t t o a p p l y o f f s e t s a s t h e y deem a d v i s a b l e . ) 

b . C a p i t a l s t o c k and a c c r u e d d i v i d e n d s t h e r e o n . 

(We b e l i e v e t h i s i t e m to be an i t e m o f c o l l a t e r a l and 
n o t o f o f f s e t . ) 

c . Le dger b a l a n c c . 

(We c o n s i d e r t h i s i t e m an i t e m o f o f f s e t which may be 
a p p l i e d i n any manner doomed a d v i s a b l e by t h e F e d e r a l 
r e s e r v e banks , a l t h o u g h we t h i n k t h a t by e x p r e s s c o n -
t r a c t u a l agreement l e d g e r b a l a n c e might be made c o l l a t e r a l 
i t e m . 
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C. D i v i d e n d s 

( 1 ) Amount upon which d i v i d e n d s snou ld be p a i d , 

( I t i s our o p i n i o n t h a t d i v i d e n d s s h o u l d "be p a i d 
on the amount o f t h e c l a i m a s o r i g i n a l l y f i l e d 
and a l l o w e d w i t h o u t deduc t ing c o l l e c t i o n s on c o l -
l a t e r a l or p a r t i a l payments made by p a r t i e s 
l i a b l e on the n o t e . ) 

( 2 ) When no l o n g e r e n t i t l e d t o d i v i d e n d s . 

(We a r e o f the o p i n i o n t h a t we a r e e n t i t l e d to d i v i -
dends upon each of t h e r e d i s c o u n t e d n o t e s f o r t h e 
f u l l amount o f c l a i m a s o r i g i n a l l y f i l e d and a l l o w e d 
u n t i l such t i m e a s 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 
made from p a r t i e s l i a b l e upon the r e d i s c o u n t e d n o t e , 
equa l one hundred p e r c e n t t h e r e o f w i t h i n t e r e s t 
and expense o f c o l l e c t i o n . ) 

a* Do payments made subsequent t o the m a t u r i t y of t h e 
Aoto or date of i n s o l v e n c y e f f e c t t h e amount o f 
d i v i d e n d s ? 

( I t i s our v iew t h a t a c l a i m once h a v i n g b e e n f i l e d 
and a l l o w e d subsequent payments made by p a r t i e s 
l i a b l e on t h e n o t e s h o u l d not be deducted from the 
amount o f the c l a i m when d i v i d e n d s a r e p a i d . I n 
o t h e r words, the c l a i m once h a v i n g b e e n f i l e d and 
e s t a b l i s h e d , we th ink wo a r e e n t i t l e d to d i v i d e n d s 
on t h e f u l l amount o f the c l a i m u n t i l such t ime a s 
t h o s e d i v i d e n d s , p l u s payments , equal to one hundred 
p e r c e n t of t h e n o t e . ) 

D. Compromises and S e t t l e m e n t s . 

( 1 ) R ight t o make. 

( I t i s our v i ew t h a t b e f o r e any compromise o r s e t -
t l e m e n t i s made upon a r e d i s c o u n t e d n o t e t h a t t h e 
c o n s e n t and a c q u i e s c e n c e o f t h e r e c e i v e r s h o u l d be 
o b t a i n e d . In t h e event the r e c e i v e r r e f u s e s t o 
g i v e h i s c o n s e n t or a c q u i e s c e n c e t o t h e s e t t l e m e n t , 
t h e n he s h o u l d be g i v e n an o p p o r t u n i t y t o take 
t h e r e d i s c o u n t e d n o t e up f o r the amount o f f e r e d i n 
s e t t l e m e n t , p e r m i t t i n g the c l a i m to s t a n d and con-
t i n u i n g t o pay d i v i d e n d s on t h e amount a s o r i g i n a l l y 
f i l e d and a l l o w e d u n t i l such t ime a s i t i s f u l l y p a i d . ) 
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( I f t h e r e c e i v e r does not c a r e t o t a k e t h e 
n o t e up and t h e F e d e r a l R e s e r v e bank i s s t i l l 
o f t h e o p i n i o n t h a t t h e s e t t l e m e n t i s a good 
o n e , we t h i n k i t h a s the r i g h t t o make such 
s e t t l e m e n t w i t h t h e p a r t i e s p r i o r t o t h e i n s o l -
v e n t bank, p r o v i d e d t h a t when d o i n g so r e c o u r s e 
i s e x p r e s s l y r e s e r v e d on s a i d n o t e a g a i n s t t h e 
r e c e i v e r o f t h e i n s o l v e n t h a n k . ) 

( 2 ) In c a s e s o f compromises and s e t t l e m e n t s o f r e d i s c o u n t e d 
n o t e s , what a u t h o r i t y n e e d e d "by t h e r e c e i v e r ? 

( I t i s our v i e w t h a t whenever a r e c e i v e r c o n s e n t s 
t o t h e s e t t l e m e n t o f a r e d i s c o u n t e d n o t e , h e s h o u l d 
o b t a i n a n o r d e r o f a c o u r t o f competent j u r i s d i c -
t i o n p e r m i t t i n g s a m e . ) 

E . E x p e n s e s o f P r e s e r v a t i o n and C o l l e c t i o n o f R e d i s c o u n t e d N o t e s . 

( I t i s our v i e w t h a t p r o p e r c o n t r a c t u a l agreement 
w i t h member banks t r i l l make such e x p e n s e s i n d e b t -
e d n e s s e s o f t h o bank and, t h e r e f o r e , c o l l e c t i b l e 
f r o m c o l l a t e r a l wh ich might be h e l d . ) 

I I I . 

COLLATERAL: 

A. R i g h t o f Compromise and S e t t l e m e n t . 

( I t i s our v i e w t h a t a F e d e r a l r e s e r v e bank h a s no 
r i g h t t o s e t t l e or compromise n o t e s h e l d a s c o l l a t -
e r a l . Howovor t h e y would be l i a b l e o n l y f o r t h e 
v a l u e o f e a c h c o l l a t e r a l n o t e , and i f a s e t t l e m e n t 
o r compromise s h o u l d be e f f e c t e d whereby t h e F e d e r a l 
r e s e r v e bank o b t a i n e d t h e f u l l v a l u e o f t h e n o t e , 
t h e r e would be no l i a b i l i t y upon i t s p a r t . Hence, 
wo t h i n k t h a t when such s e t t l e m e n t s a r e made w i t h -
o u t r e s e r v i n g r i g h t o f r e c o u r s e a g a i n s t p a r t y 
s e c o n d a r y l i a b l e , c o n s e n t o f r e c e i v e r s h o u l d b e 
o b t a i n e d . ) 

t 
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B. A u t h o r i t y needed "by R e c e i v e r to Compromise S e t t l e m e n t of 
C o l l a t e r a l t jo te . 

( I t i s our v iew t h a t i t i s not n e c e s s a r y f o r t h e 
r e c e i v e r to have cour t order i n c o n n e c t i o n w i t h 

• s e t t l e m e n t s o f n o t e s p l e d g e d a s c o l l a t e r a l . Where 
t h e r e c e i v e r c o n s e n t s to t h e s e t t l e m e n t , t h i s i s 
prima f a c i e e v i d e n c e t h a t the p l e d g e e has r e c e i v e d 
f u l l v a l u e f o r t h e n o t e , and even though u n a u t h o r -
i z e d to make t h e s e t t l e m e n t the t r u s t would have 
no l e g a l r i g h t s a g a i n s t the p l e d g e e . Where con-

' v e n i e n t , i t might be "better p r a c t i c e f o r t h e r e -
c e i v e r t o o b t a i n cour t o r d e r . ) 

C. Kow and When A p p l i e d . 

( 1 ) C o l l a t e r a l to member bank's promis sory n o t e . 

( I n the C o m p t r o l l e r ' s l e t t e r of May 15 he s t a t e s 
t h a t c o l l e c t i o n s made on n o t e s h e l d a s c o l l a t e r a l 
t o b i l l s p a y a b l e s h o u l d be a p p l i e d immediate ly 
upon c o l l e c t i o n . T h e o r e t i c a l l y t h i s i s t r u e . The 
d i f f i c u l t y comes, however, i n d e t e r m i n i n g t h e 
amount to be c r e d i t e d on account of e x p e n s e , e t c . 
We t h i n k i t i s the b e t t e r p r a c t i c e t o make t h e s e 
c r e d i t s w i t h the u n d e r s t a n d i n g and agreement b e -
tween t h e r e c e i v e r , the C o m p t r o l l e r ' s o f f i c e , and 
t h e F e d e r a l r e s e r v e bank i n v o l v e d t h a t such c r e d i t s 
s h a l l i n no w i s e p r e j u d i c e the r i g h t t o r e c o v e r 
l e g i t i m a t e expense i n c u r r e d . ) 

( 2 ) C o l l a t e r a l to R e d i s c o u n t s . 

(We a r e o f the o p i n i o n t h a t c o l l e c t i o n s on c o l l a t -
e r a l t o r e d i s c o u n t s should not be a p p l i e d u n t i l 

f i n a l s e t t l e m e n t w i t h the r e c e i v e r . ) 

( 3 ) Where i n s o l v e n t bank's i n d e b t e d n e s s c o n s i s t s of both r e -
d i s c o u n t s and c o l l a t e r a l , 

(We are of t h e o p i n i o n t h a t c o l l e c t i o n s s h o u l d be 
a p p l i e d , f i r s t , t o member b a n k ' s promis sory n o t e s 
w i t h the agreement and u n d e r s t a n d i n g r e f e r r e d t o -
i n subparagraph ( l ) above . A f t e r the i n d e b t e d n e s s 
e v i d e n c e d thereby h a s been f u l l y d i s c h a r g e d , t o -
g e t h e r w i t h i n t e r e s t and expense , t h e b a l a n c e , i f 
any, shou ld bo u s e d upon f i n a l s e t t l e m e n t toward 
r e t i r i n g r e d i s c o u n t s . ) 
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( 4 ) Expense of p r e s e r v a t i o n and c o l l e c t i o n . 

(We are of the o p i n i o n tha t the l e g i t i m a t e e x -
p e n s e i n c u r r e d by Federa l r e s e r v e hanks i n t h e 
p r e s e r v a t i o n and c o l l e c t i o n of c o l l a t e r a l n o t e s 
i s a r e c o v e r a b l e expense and can b e s t be h a n d l e d 
upon f i n a l s e t t l e m e n t r a t h e r than a s e a c h n o t e 
i s c o l l e c t e d . ) 

( 5 ) S p e c i a l advances n e c e s s a r y f o r c o l l e c t i o n o f c o l l a t e r a l n o t e s . 

(We t h i n k , i n most i n s t a n c e s , t h e r e c e i v e r s h i p 
i s p r i m a r i l y i n t e r e s t e d i n working out a s l a r g e a 
sum ac p o s s i b l e upon c o l l a t e r a l n o t e s . E s p e c i a l l y 
i s t h i s t r u e where the l i n e of i n d e b t e d n e s s i s 
amply margined. There fore i t f o l l o w s t h a t where 
s p e c i a l advances a r e c a l l e d f o r , t h e s e advances 
s h o u l d be made by the r e c e i v e r w i t h proper sub-
r o g a t i o n agreement e n t i t l i n g the r e c e i v e r t o r e -
imbursement out of the f i r s t p r o c e e d s o f t h e c o l -
l e c t i o n . ) 

IV. 

CLAIMS Oil ACCOUNT OF UNPAID CASH OR -COLLECTION LETTERS: 

A. Amount o f Claim 

( T h i s t o p i c n e c e s s a r i l y depends upon the f a c t s of 
each i n d i v i d u a l c a s e , but i t i s s u g g e s t e d p r i m a r i l y 
b e c a u s e f r e q u e n t l y a c l a i m i s f i l e d which does no t 
i n c l u d e c e r t a i n i t e m s a f t e r w a r d s r e q u e s t e d to be 
i n c l u d e d . Sometimes the r e c e i v e r s i n d i c a t e an 
u n w i l l i n g n e s s to i n c r e a s e the amount o f the c l a i m . 
I t i s our v iew t h a t i n such i n s t a n c e s the o r i g i n a l 
c l a i m shou ld be i n c r e a s e d r a t h e r than a s e p a r a t e 
c l a i m f i l e d . ) 

B. Proof Required 

(We a r e o f the o p i n i o n tha t the a f f i d a v i t o f t h e 
F e d e r a l r e s e r v e tank i n c o n n e c t i o n w i t h the c l a i m 
i s s u f f i c i e n t p r o o f . However some r e c e i v e r s are 
d i s p o s e d t o be t e c h n i c a l i n t h i s regard , and we 
t h i n k a f u l l d i s c u s s i o n of the mat t er would be o f 
i n t e r e s t . ) 
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C. D u p l i c a t e Claims 

( I t f r e q u e n t l y happens t h a t a c e r t a i n check w i l l 
"be included, i n the c la im of the F e d e r a l r e s e r v e 
"bank upon a u t h o r i z a t i o n s f u r n i s h e d i t . Hie drawer 
o f t h e check w i l l a l s o f i l e a c l a i m . In such i n -
s t a n c e s the r e c e i v e r f r e q u e n t l y a d v i s e s the F e d e r a l 
r e s e r v e "bank t h a t ho cannot a l l o w i t s c l a i m f o r the 
amount o f t h i s check due to the o t h e r c l a i m h a v i n g 
"been f i l e d . I t occurs t o u s t h a t t h e "better p r a c -
t i c e would "be to a d v i s e the F e d e r a l r e s e r v e bank 
t h a t a d u p l i c a t e c l a i m has "been f i l e d c o v e r i n g 
t h i s amount, and r e q u e s t t h e F e d e r a l r e s e r v e bank 
t o t r a c e the i t em back and determine whether the 
F e d e r a l r e s e r v e bank i s e n t i t l e d t o f i l e t h e c l a i m 
o r the drawer of the chock. In t h i s way a l l con-
f l i c t i n g i n t e r e s t s can u s u a l l y be a d j u s t e d . Whereas 
i f the r e c e i v e r a r b i t r a r i l y t a k e s the p o s i t i o n t h a t 
t h e drawer 's c l a i m i s the proper one t o be a l l o w e d , 
u n c e r t a i n t y and c o n f u s i o n r e s u l t s , and i n some 
c a s e s u n n e c e s s a r y l i t i g a t i o n might e n s u e . ) 

D. O f f s e t s 

(Under t h i s t o p i c wo t h i n k an i n t e r e s t i n g d i s c u s -
s i o n c o u l d be had a s to the proper a c t i o n o f Fed-
e r a l r e s e r v e banks w i t h r e f e r e n c e t o u s i n g c a p i t a l 
s t o c k r e f u n d and l e d g e r b a l a n c e s a s an o f f s e t 
a g a i n s t cash l e t t e r c l a i m s . I t might be t h a t t h i s 
would no t be a proper q u e s t i o n f o r g e n e r a l d i s c u s -
s i o n i n view o f the f a c t t h a t each F e d e r a l r e s e r v e 
bank might p r e f e r t o h a n d l e t h e s e m a t t e r s a s they 
a r i s e r a t h e r than a l o n g un i form l i n o . ) 

E. A p p l i c a t i o n of C o l l a t e r a l 

(The remarks i n the t o p i c n e x t p r e c e d i n g a r e 
a p p l i c a b l e h e r e . ) 

F . Whether General or P r e f e r r e d Claims 

(We t h i n k a g e n e r a l d i s c u s s i o n o f t h i s q u e s t i o n would 
be of m a t e r i a l b e n e f i t and i n t e r e s t due to t h e f a c t 
t h a t some of the l a t e r d e c i s i o n s by s t a t e c o u r t s 
have departed from the r i g i d r u l e of t r a c i n g t r u s t 
f u n d s — n o t a b l y the c a s e of F e d e r a l Reserve Bank of 
Richmond vs P e t e r s . 
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V. 

MISCELLANEOUS CLAIMS 

A. Claims on account of r e d i s c o u n t e d or C o l l a t e r a l l?otes s e n t f o r 
C o l l e c t i o n and r e m i t t a n c e which a r c . c o l l o c t o d "but no t r e m i t t e d 
f o r . 

(We s u g g e s t a g e n e r a l d i s c u s s i o n of t h i s q u e s t i o n . ) 

3 . Claims on b e h a l f o f makers o f n o t e s who pay amount t h e r e o f t o 
i n s o l v e n t bank no t knowing the n o t e has been r e d i s c o u n t e d o r 
p lodded a s c o l l a t e r a l . 

(We t h i n k i n such c a s e s where i t i s thought n e c e s s a r y 
t o e n f o r c e c o l l e c t i o n of such n o t e s a s a g a i n s t the 
maker, t h e F e d e r a l r e s e r v e banks s h o u l d f i r s t a d v i s e 
t h e makers of t h o i r r i g h t s and a t tempt to a s s i s t 
them i n e s t a b l i s h i n g p r e f e r r e d c l a i m s i f t h e f a c t s 
so j u s t i f i e d . We th ink a g e n e r a l d i s c u s s i o n of t h i s 
t o p i c would bo o f i n t e r e s t . 

C. Claims on b e h a l f o f the U n i t e d S t a t e s . 

(We t h i n k a d i s c u s s i o n of the v a r i o u s c l a i m s of t h i s 
c h a r a c t e r which have boon f i l e d by t h e s e v e r a l 
F e d e r a l r e s e r v e banks would be o f g e n e r a l i n t e r e s t . ) 

D. Renewal Uotas i n hands of R e c e i v e r c v i d c n c i n g saiso i n d e b t e d n e s s 
a s n o t e s h e l d by F e d e r a l r e s e r v e bank under r e d i s c o u n t or a s 
c o l l a t e r a l . 

( I t not i n f r e q u e n t l y happens t h a t a bank, b e f o r e i t s 
f a i l u r e , t akes a renewal no te c o v e r i n g a c e r t a i n 
i n d e b t e d n e s s , t e l l i n g the maker t h a t h i s o l d n o t e 
w i l l be m a i l e d him l a t e r . The bank f a i l s b e f o r e 
t h e o l d n o t e has been o b t a i n e d from the F e d e r a l 
r e s e r v e bank. In such c a s e s , the r e c e i v e r not i n -
f r e q u e n t l y t a k e s the p o s i t i o n t h a t h i s n o t e i s a 
v a l i d n o t e and a s a r e s u l t much t r o u b l e i s e x p e r i -
enced . We t h i n k i n such c a s e s as t h e s e the r e c e i v e r 
s h o u l d be i n s t r u c t e d that a f t e r he has s a t i s f i e d 
h i m s e l f t h a t the n o t e i n h i s p o s s e s s i o n r e a l l y e v i -
dences tho same i n d e b t e d n e s s a s the n o t e i n the 
p o s s e s s i o n of the F e d e r a l r e s e r v e bank he s h o u l d 
t u r n over to t h e F e d e r a l r e s e r v e bank the renewal 
n o t e . ) 
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E. Claims f o r F o r g e r i e s . 

(Under t h e "blanket bonds c a r r i e d by a l l F e d e r a l 
r e s e r v e banks, f o r g e d n o t e s taken under r e d i s c o u n t 
or a s c o l l a t e r a l a r e covered . In t h e e v e n t of such 
a c o n t i n g e n c y , where a Federa l r e s e r v e bank has 
c o l l e c t e d from the bonding company, i t i s our v i ew 
t h a t no c o l l a t e r a l should be surrendered t o t h e 
r e c e i v e r u n t i l s u f f i c i e n t amount has been c o l l e c t e d 
t h e r e f r o m to f u l l y reimburse the bonding company a s 
w e l l a s the Federa l r e s e r v e bank. We t h i n k a d i s -
c u s s i o n o f the proper method of h a n d l i n g such a 
t r a n s a c t i o n would be of g e n e r a l i n t e r e s t . ) 

VI . 

FIUAL SETTLE!,•ISM'S WITH RECEIVERS 

A. General D i s c u s s i o n 
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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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"BRANCH BACKING BEFORE THE CIVJI, WAR" 

Address to be Delivered by Edmund P i a t t , Vice Governor of 
the Federal Reserve Board, Before the National Bank Sect ion, 
New York State Bankers Associat ion at Ithaca, New York, 

June 22, 1925. 

Branch banking has sometimes been c a l l e d un-American, and i t i s of 

course true that in every other commercial nat ion, including Canada and 

Austral ia , branch banking i s the rule while in the United S ta te s i t i s the 

exception. I t may be i n t e r e s t i n g to take a look into the h i s t o r y of the 

early days of banking in the United States to see whether t h i s has always 

been true. Apart from the two United States banks which were each in ex-

i s t ence for 20 years, and the second of which went out of ex i s tence a.s a 

national i n s t i t u t i o n in I836, banking before the C iv i l War was carried on by 

s ta te banks and by a few pr iva te banks. L i s t s of incorporated banks were 

published from time to time, and one needs only to glance a t them to see 

that in some sec t ions of the country, p a r t i c u l a r l y in the West and South -

sec t ions which have always prided themselves on their Americanism - branch 

banking was very ranch in evidence, was in several the s t a t e s the ru le , rather 

than the exception. 

The Bankers' Magazine for February 1848 has a l i s t of "Banks of the 

United States" from which we f i n d that in Ohio out of 48 banks, 29 were 

branches of the Ohio State Bank. Indiana l i s t s 17 branches of the State 

Bank of Indiana and no independent banks, Missouri had. one bank and 5 branches, 

Kentucky 3 banks and 13 branches, Tennessee 3 banks and 17 branches, 

Virginia 6 banks and 30 branches, North Carolina 4 banks and l 4 branches, 

South Carolina 12 banks and 2 branches, Georgia 13 banks and 7 branches, 

Delaware 5 banks and 3 branches and Alabama 2 banks and 4 branches. 

I l l i n o i s , Iowa, Mis s i s s ipp i , Florida and Arkansas cajne under a spec ia l 
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heading a s "Sta tus and T e r r i t o r i e s w i t h o u t Banks", w h i l e Wiscons in had one 

bank and Michigan f o u r . I t may t h e r e f o r e be s a i d that so f a r a s banking had 

been d e v e l o p e d i n t h e West branch banking was the r u l e , and was g e n e r a l a l s o 

i n the South. No branches were l i s t e d i n the e a s t e r n s t a t e s , e x c e p t i n g two 

i n the S t a t e of Now York - The Bank cf U t i c a i s l i s t e d a s h a v i n g a branch ,* 

a t Canandaigua, and the Ontario Bank c f Canandaigue. had a branch i n U t i c a . 

There were two branches in Maryland - b r a n c h e s of an A n n a p o l i s bank , -and ap-

p e a r to have been two i n Now J e r s e y , though they arc n o t l i s t e d as b r a n c h e s . 

The l i s t of banks of the United s t a t e s in June I860, published in the 

Bankers Magazine of that year makes a s imi lar shewing, though I l l i n o i s ap-

pears with 75 hanks (only cue of which was i n Chicago), Iowa with 13, a l l cf 

which were branches of the State Bank of Iowa, and not only Miss i s s ipp i , and 

Florida, but Kansas, Nebraska, and Minnesota come on the scene with a few banks. 

Missouri at t h i s time had 42 banks, cf which 33 were c l a s s e d as branches'. 

New York's two branch banks shewn in the lS4g l i s t had disappeared in 

I860, and in f a c t the Legis lature cf New York had cn April 12, 1S4S, passed 

an amendment to the Free Banking Act which has been genera l ly regarded as 

prohibi t ing branch banking. Pennsylvania had passed a s imi lar amendment in 

1850 and l e g i s l a t i o n against, branch banking had been passed at about the same 

time in Massachusetts and in Connecticut. 

One t h i n g t h a t h a s p u z z l e d me c o n s i d e r a b l y i s the q u e s t i o n - Why d i d 

t h e s e e a s t e r n s t a t e s p r o h i b i t branch banking? What m o t i v e s prompted the 

amendments? Dr. Davis B. Duwey i n h i s " S t a t e Banking B e f o r e the C i v i l War" 

( p . 143) makes the s ta tement t h a t the New Ycrk amendment of .1848 was "due t o 

a f e a r tha t banks i n l a r g e c i t i e s might monopol ize the p r o f i t s of n o t e i s s u e 

by o r g a n i z i n g branches in smal l i n a c c e s s i b l e towns and t h u s throw o b s t a c l e s 
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i n the way of easy redemption of b i l l s " , 'but the evidence he g ives in a 

f o o t - n o t e supports a very d i f f e r e n t view - tha t country banks, sometimes 

organized in small i n a c c e s s i b l e towns, i s s u e d the ir n o t e s and transacted such 

other b u s i n e s s as came In t h e i r way through branches or agents i n the im-

portant c i t i e s , evading redemption cf the i r n o t e s in the c i t i e s by r e f e r r i n g 

holders to the remote towns where the s c - c a l l e d p r i n c i p a l o f f i c e s were l o c a t e d . 
.. New York 

The word "branch" does n o t appear in the/amendment, which provides tha t 

"a l l banking a s s o c i a t i o n s or indiv idual bankers, organized under the pro-

v i s i o n s of the act p a s s e d Apri l 16, 18)8 * * * s h a l l be banks of discount <oid. 

depos i t as w e l l as of c i r c u l a t i o n and the usua l bus iness of banking of s a i d 

a s s o c i a t i o n s or ind iv idual banker s h a l l be transacted a t the p l a c e where such 

banking a s s o c i a t i o n , or i n d i v i d u a l banker s h a l l be l o c a t e d . " Millard Fi l lmore 

was a t that time Comptroller of the State cf New Ycrk and i n a c i r c u l a r 

dated May 2 , 1848, announcing that the amendment was now the law and would 

be enforced, says : 

"A p r a c t i c e had grown up under the general banking law, of e s t a b l i s h -
ing banks i n obscure p l a c e s , in remote p a r t s of t h e s t a t e where l i t t l e 
or no b u s i n e s s was done, wi th a view of obtaining a c i r c u l a t i o n merely, 
and doing no other b u s i n e s s . This c i r c u l a t i o n was then redeemed i n New 
york or Albany by the agents of the bank, at one-hal f of one per cent* 
d i s c o u n t , and again put i n c i r c u l a t i o n without being returned t o the bank, 
thereby enabl ing the bank to redeem i t s own paper a t a d i scount , and then 
again put in c i r c u l a t i o n i n t h e same p l a c e where i t was redeemed. The 
objec t of the present law appears to be t o b r e a k u p that p r a c t i c e , and 
to ensure obedience to i t s requirements, the l e g i s l a t u r e have enacted that 
the p r e s i d e n t and cash ier s h a l l in every report made t o t h i s o f f i c e , s t a t e 
that t h e i r bus ines s has been transacted a t the p l a c e required by that a c t , 
and that such report s h a l l be ver i f ied , by t h e i r oaths". Bankers' 
Magazine, June 1848, Vol . 2 , page 744. 

This e x p l a i n s the amendment, and shows that i t was d i r e c t e d not aga ins t 

genuine branch banking, but aga ins t wi ld c a t c i r c u l a t i o n banking. The amend-

ment required that every bank organized under the general banking law mist be 

"a bank of d i scount and Aenoalt as w e l l as of c i r c u l a t i o n " , and that i t s usua l 

bus iness - i t s loans as we l l a s i t s note i s s u e s - mast be made in the p l a c e 
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^ • c l f l e d in JLts c e r t i f i c a t e . 

I have no t been able to f i n d the s l i g h t e s t evidence that the large well-' 
v.< / 

es tabl i shed banks in New York Ci^y had ever attenpted to "organize branches in 

•mai4.-inacc.essibls towns", as Dr. Dewey impl i e s , a id I th ink i t i s reasonably 

c l ear that t i e c i t y banks not only did not oppose the amendment, but were in 

favor of i t . Certainly there was no a g i t a t i o n of the subject of branch banking 

before the passage of the amendment, such as would surely have been the case i f i t 

had been passed a t the instance of the country banks, or through fear of the 

monopolization of note i s s u e s by c i t y banks. I t i s d i f f i c u l t to f i n d any r e f e r -

ence to the amendment iii any of the p u b l i c a t i o n s of the day, 
N bank 

I t should furthermore be noted that t h i s so -ca l l ed anti-branch/amendment 

applied, only t o the "free banks" and not t o the Safety Fund Banks, of which there 

were about 80 in operation a t that time, including several large c i t y banks. An 

amendment to the Safety Fund Act , passed on the same date as the s o - c a l l e d ant i -

branch amendment to the Free Banking Act, express ly mentions branches. "But i n 

a l l cases where a bank has a branch located a t another p lace" . The f a c t that 

the r ight of Safe ty Fund Banks to ojoerate branches was confirmed at the same 

time that f r e e banks were prohibi ted from transact ing t h e i r usual bus iness in any 

other p lace than that named i n their c e r t i f i c a t e i s d i rec t evidence that there 

was no oppos i t ion of consequence to branch banking, and no f e a r of banking 

monopoly through branches. 

Branch banking never the le s s scarcely e x i s t e d in New York in 1848, and i t 

does not appear from the l i s t s published that anjr of the Safe ty Fund banks had 

branches at that t ime. The l i s t s are doubt less not conplete and are not con-

c l u s i v e evidence as to the ex i s tence of"branches. There had been some branch 

banking i n New York State a t an ear l i er date , mostly by country banks* Not much 

\ 
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i n f o r m a t i o n i s o b t a i n a b l e about i t f r o m b a n k i n g h i s t o r i e s , b u t I know t h a t the 

Middle D i s t r i c t Bank, one of t'b.;'. e a r l y b a n k s i n P o a g h k e e p f i e , had a, branch i n 

Kings ton , and through l o c a l h i s t c r i e s seme r e f e r e n c e s can be o b t a i n e d to branches 

Of o t h e r c o u n t r y banks . Thase were a p p a r e n t l y found u n p r o f i t a b l e and were n e a r l y 

a l l g i v e n up l o n g b e f o r e I b U s . 

Only .one bank i n IJow York Ci-oy ever had a branch o u t s i d e the c i t y , so f a r as 

I can f i n d o u t , and t h a t was t h e Bank of the Manha,ttan Company, vvhich i n 1811 had 

a branch i n Pcughkeeps i e and oiie i n U t i c a . t h e r e appears to be no r e c o r d a s t o 

j u s t when t h e s e branches were g i v e n u p , b u t i t was almost c e r t a i n l y l o n g b e f o r e 

lSUg and b e f o r e t h e Manhattan Bank became a. S a f e t y Fund Bank. 

Banking e x c e p t i n the l a r g e s t c i t i e s was i n the e a r l y days mos t ly n o t e i s s u e 

banking, and t h e e f f o r t s o f t h e l e g i s l a t u r e s were d i r e c t e d towards the enactment 

of laws t o s e c u r e the redemption of n o t e s . Every i m a g i n a b l e e x p e d i e n t was t r i e d 

somewhere i n t h e U n i t e d S t a t e s . The S t a t e o f New York, out o f the t u r m o i l , p r o -

duced two laws which were d e s t i n e d t o be w i d e l y c o p i e d - one of them i n the 

N a t i o n a l Banking A c t . These were of course t h e S a f e t y Fund Act of 1829 and the 

s o - c a l l e d Free Banking Act o f I83S. C e r t a i n of the Western and Southern S t a t e s 

deve loped e q u a l l y sound and perhaps rather' b e t t e r systems through branch banking. 

The e f f o r t was t o produce s y s t e m s which would make t h e n o t e i s s u e s sound, and 

the n o t e s of t h e Sank of I n d i a n a , of which Hugh MsCulloch was t h e P r e s i d e n t , 

were as sound a s t h o s e o f any of the b i g banks of New York C i t y . The same was 

t r u e of t h e Bank of Ohio. 

C e r t a i n e l e m e n t s of sound banking seem t o have been r e c o g n i z e d i n such 

sys tems which were l o s t s i g h t o f when a l l t h e S t a t e banks w e r e r e o r g a n i z e d a s 

N a t i o n a l banks w i t h n o t e s s e c u r e d by U n i t e d S t a t e s bonds . The f e e l i n g was t h a t 

a l l e s s e n t i a l banking problems had been s o l v e d when a u n i f o r m and sound s y s t e m of 
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bank n o t e s had been s e c u r e d . The n o t e h o l d e r was p r o t e c t e d b y s p e c i a l l y s e g r e -

g a t e d a s s e t s . D e p o s i t o r s were f o r the t ime f o r g o t t e n , and had l e s s p r o t e c t i o n 

than b e f o r e . 

The Bank of I n d i a n a and s i m i l a r i n s t i t u t i o n s o b t a i n e d s e c u r i t y f o r t h e i r 

n o t e s through good management and through a wide spread of r i s k s so t h a t they 

c o u l d n o t be v i t a l l y a f f e c t e d by d i s a s t e r i n any one community. These a r e a s 

e s s e n t i a l f o r the s e c u r i t y of d e p o s i t o r s today a s they were f o r n o t e h o l d e r s 

i n the o l d d a y s . Banks t o be s a f e mast b e l a r g e enough t o a f f o r d good manage-

ment and mast ha.ve o p p o r t u n i t y t o loan t h e i r funds over a t e r r i t o r y wide 

enough to i n c l u d e p e r s o n s engaged i n a v a r i e t y of i n d u s t r i e s . 
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ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

WASHINGTON 

X-4361 

June 18, 1925. 

SUBJECT: Holidays during July, 1925. 

Dear S i r : 

There w i l l be no Gold Settlement Fond or Federal 
Reserve Note Clearing on Saturday, July 4th, 1925, on ac -
count of observance of Independence Day, and the Board's 
books w i l l be c lo sed . 

On Monday, July 13th, the Nashvi l le Branch of the 
Federal Reserve Bank of Atlanta and the Memphis Branch of 
the Federal Reserve Bank of S t . Louis w i l l be c lo sed . Please 
include your c r e d i t s of July 13th for the Memphis Branch with 
those of the fo l lowing day in your Gold Settlement Fund 
Clearing telegram. 

The Board's weekly press statement showing debi t s 
to individual accounts, w i l l be i ssued on Monday, July 6th, 
ins tead of on Saturday, and re leased for publ i ca t ion i n 
morning papers, Tuesday, July 7th, but i t w i l l , as usual , 
cover the week ending Wednesday, July 1 s t . 

* P lease advise Branches. 

Very tru ly yours, 

Walter L. Eddy, 
Secretary. 

TO GOVERNORS OF ALL F. R. BANKS 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO X~4362 
THE FEDERAL RESERVE BOARD 

June 19 , 1925 . 

SUBJECT: I n c r e a s i n g Limit F e d e r a l Reserve Exchange D r a f t . 

Dear S i r : 

The F e d e r a l Reserve Board h a s approved the 
a c t i o n o f the r e c e n t Governors ' c o n f e r e n c e i n v o t i n g 
to r a i s e t h e l i m i t on t h e F e d e r a l r e s e r v e exchange 
d r a f t from $ 5 , 0 0 0 to $ 5 0 , 0 0 0 . This p r i v i l e g e a f -
f o r d e d t o member hanks becomes e f f e c t i v e August 1 , 
1925 . 

The r e s e r v e banks a r e e x p e c t e d t o e x e r c i s e 
c a r e i n c h e c k i n g up t h e p e r m i t s e x t e n d e d to member 
banks t o draw exchange d r a f t s b e f o r e p a s s i n g c r e d i t 
on any such d r a f t and t o make t e l e g r a p h i c i n q u i r y i n 
any q u e s t i o n a b l e c a s e . The Board u n d e r s t a n d s t h a t 
whenever a F e d e r a l r e s e r v e bank withdraws a p e r m i t 
i t w i l l immediate ly a d v i s e a l l o t h e r F e d e r a l r e s e r v e 
b a n k s . 

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

V ice Governor. 

To Governors o f a l l F.R.Bariks. 
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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

1-4363 

SUBJECT: ASSESSMENT FOE GENERAL EXPENSES OP THE FEDERAL RESERVL 
BGASD, JULY 1 10 DJSCKkicKR 31, 1925. 

June 24, 1925. 

Dear Sirs 

Confirming te legraphic advice of t h i s date there i s 
enclosed herewith copy of a reso lut ion adopted by the Federal 
Reserve Board at a meeting held on June 24, 1925, l evy ing an 
assessment upon the several Federal reserve banks of an amount 
equal t o one tenth of one per cent of the t o t a l paid in c a p i t a l 
stock and surplus of such banks as at c l o s e of business June 
30, 1925, t o defray the estimated general expenses of the 
Federal Reserve Board from July 1 to December 31 , 1925. 

There i s a l s o enclosed a statement showing the b a s i s 
upon which the assessment i s l ev i ed . 

Kindly deposit one-half of the amount of your a s s e s s -
ment in the General Account, Treasurer, U. S . , on your books 
July 1 , 1925, and one-half September 1 , 1925, in each Instance 
i s s u i n g a C /D f or cred i t of "Salaries and Expenses, Federal Re-
serve Board, Spec ia l Fund", assessment f o r general expanses, 
and sending a dupl icate C/D to the Federal Reserve Board. Also 
p lease furn i sh a statement of your cap i ta l and surplus used as 
a b a s i s f o r the assessment. 

Very t ru ly yours, 

Enclosures . F i s c a l Agent 

(Sent to Chairman of each Federal Reserve Bank) 
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X-U3o3-a 

RESOLUTION LEVYING ASSESSMENT 

Whereas, under Sect ion 10 of the act approved 
December 23, 1913; and known as the Federal Reserve Act , 
the Federal Reserve Board i s empowered to levy semi-
annually upon the Federal reserve "banks i n proportion to 
the ir c a p i t a l stock and surplus an assessment s u f f i c i e n t 
to pay i t s estimated expenses, including the s a l a r i e s of 
i t s members, a s s i s t a n t s , attorneys , experts and employees 
f o r the h a l f - y e a r succeeding the levying of such a s s e s s -
ment , together with any d e f i c i t carried forward from the 
preceding ha l f -year ; and 

Whereas, i t appears from est imates submitted and 
considered that i t i s necessary that a fund equal to one-
tenth of one per cent of the t o t a l p a i d - i n c a p i t a l s tock 
and surplus of the Federal reserve banks be created for 
the purpose hereinbefore described, exc lus ive of the cos t 
of engraving and pr int ing of Federal reserve notes; Now, 
there fore , 

Be i t resolved, That pursuant to the author i ty 
vested in i t by law, the Federal Reserve Board hereby 
l e v i e s an assessment upon the several Federal Reserve banks 
of an amount equal to one-tenth of one per cent of the t o t a l 
pa id - in c a p i t a l and surplus of such banks as of June 30 , 
1925, and the F i s c a l Agent of the Board i s hereby authorized 
to c o l l e c t from sa id banks such assessment and execute , in 
the name of the Board, r e c e i p t s for payments made. Such 
assessments w i l l be c o l l e c t e d in two instal lments of one-half 
each; the f i r s t instal lment to be paid July 1, 1$2$, and 
the second ha l f on September 1, 1925 • 
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ESTIMATE FOR JULY 1925 ASSESSMENT 

Average monthly encumbrance for period 
January 1, 1925, to June 30, 192$: 

Personal services $1+5,203.73 
Norrper serial. services 12,831.25 

$ 5 d , o a k . 9 8 

Estimated monthly Requirements, 
July to December, 1925> based 
upon "budget f igures : 

Personal services . . . . $48,992-36 
Nonpersonal services 13,640.94 

$62,633.30 

Total estimated requirements, 
July to December, 1925: 

To cover above est imate , . $375»800,00 
To provide for contingencies , . . . 3 ,000.00 

$378,800.00 

Estimated unencumbered balance, June 30, 1925, • • • 45 ,000.00 

Amount to be raised by assessment, . . . .$33318OO.00, 

Estimated paid- in Capital and surplus of Federal 
Be serve Bsuaks as of June 30, 1925, $333,400,000.00 

An assessment of one-tenth of one per cent 
(..001) w i l l produce, 333*400.00 
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FEDERAL RESERVE BOARD 

WASHINGTON X-4365 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

June 25 , 1925. 

SUBJECT: Claims against Insolvent nat ional Banks. 

Dear S ir : 

Referring to our previous correspondence with reference 
to a conference between representat ives of the Federal reserve 
banks and the O f f i c e of the Comptroller of the Currency on the 
above subject , you are advised that , a f t e r hearing from a l l the 
banks, the Federal Reserve Board has f i x e d Monday, July 13, 
as the date for the commencement of the conference. This not 
only seems to bo the most convenient ear ly date f o r a l l counsel 
who expect to at tend but w i l l a l so serve the convenience of cer-
t a i n operating o f f i c e r s of the bank who wish to at tend t h i s con-
ference and a l so a conforence with the Treasury Department regard-
ing currency problems, which w i l l commence on or about July 15. 
The conference with the Comptroller's O f f i c e , therefore , w i l l be 
h e l d i n the Board's o f f i c e s in the Treasury Building at Washington, 
commencing at 10 a.m., on Monday, July 13, 1925. 

I t i s be l i eved that the Comptroller's c i rcu lar l e t t e r 
of May 15, Mr. Wallace's memorandum of May 26, and Mr. Stroud's 
memorandum of June 10 cons t i tu te a s u f f i c i e n t bas i s f o r d i scus -
s ion at the conference, and that i t w i l l be unnecessary to pre-
pare a formal program f o r the conference. I f you have any topics 
in mind, however, which are not covered by any one of these docu-
ments, i t i s suggested that you wri te nie a memorandum on the same, 
which I may furnish to counsel f o r the other banks and a l s o to the 
representat ives of the Comptroller's Of f i ce for study in advance 
of the conference, 

I understand that , in addit ion te Mr. Garrett, Super-
v i s i n g Receiver, the Comptroller's O f f i c e w i l l be represented by 
Messrs. S teams and Col l ins , Deputy Comptrollers of the Currency. 

Looking forward with much pleasure to see ing you here 
at the conference, and with a l l best wishes, I am. 

Cordially yours, 

Walter Wyatt, 
General Counsel. 

To Counsel of a l l F. R. Banks. 
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FEDERAL RESERVE BOARD 465 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-4366 

June 25 t 1925 . 

S u b j e c t : Proof of Claims a g a i n s t I n s o l v e n t 
N a t i o n a l Banks. 

Dear S i r : 

R e f e r r i n g t o your r e p l y to t h e B o a r d ' s l e t t e r 
of June 13 ( X - 4 3 5 5 ) , w i t h r e f e r e n c e to the c o n f e r -
ence "between r e p r e s e n t a t i v e s o f the F e d e r a l r e s e r v e 
hanks and t h e C o m p t r o l l e r ' s O f f i c e on the above 
s u b j e c t , you are - a d v i s e d that J u l y 13 appears t o be 
the most c o n v e n i e n t date f o r such c o n f e r e n c e . The 
c o n f e r e n c e , t h e r e f o r e , w i l l be h e l d i n the Board ' s 
o f f i c e s i n t h e Treasury B u i l d i n g a t Washington, 
commencing a t 10 a . m . , on Mohday, J u l y 13 . 

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

J . C. N o e l l 
A s s i s t a n t S e c r e t a r y 

TO GOVERNORS OF ALL FEDERAL RESERVE BAMS EXCEPT BOSTON. 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



X-4367 

F E D E R A L R E S E R V E B O A R D 

STATEMENT FOR THE PRESS 

For R e l e a s e i n Morning Papers , 
Saturday, June 2 7 , 1 9 2 5 . 

The f o l l o w i n g i s a summary of g e n e r a l b u s i n e s s 
and f i n a n c i a l c o n d i t i o n s throughout the s e v e r a l 
F e d e r a l Reserve D i s t r i c t s , "based iroon s t a t i s t i c s 
f o r the months of May and June, a s c o n t a i n e d 
i n the for thcoming i s s u e of the F e d e r a l Reserve 
B u l l e t i n . 

P r o d u c t i o n i n b a s i c i n d u s t r i e s and f a c t o r y employment c o n t i n u e d t o d e c l i n e 
X 

i n May and t h c r o was a f u r t h e r r e c e s s i o n i n w h o l e s a l e p r i c e s . D i s t r i b u t i o n of 

commodities was i n g r e a t e r volume than a t t h i s time l a s t y e a r , "but s l i g h t l y l e s s 

than i n A p r i l . 

P r o d u c t i o n 

The Federa l Reserve Board1 s index o f p r o d u c t i o n i n "basic i n d u s t r i e s d e c l i n e d 

6 p e r c e n t i n May to a l e v e l 12 p e r c e n t "below the h i g h p o i n t i n January . There 

were f u r t h e r c o n s i d e r a b l e d e c r e a s e s i n the output o f the i r o n and s t e e l and woolen 

i n d u s t r i e s , and d e c l i n e s a l s o occurred i n t h e m i l l consumption of c o t t o n and i n 

copper, s o l e l e a t h e r , and newspr int p r o d u c t i o n > The number of a u t o m o b i l e s manu-

f a c t u r e d during May f e l l s l i g h t l y below the r e c o r d f i g u r e o f A p r i l . Employment 

a t i n d u s t r i a l e s t a b l i s h m e n t s was s l i g h t l y l e s s i n May than i n t h e month b e f o r e , 

w i t h d e c r e a s e s , p a r t l y s e a s o n a l , i n the c l o t h i n g , boot and shoe , and i r o n and 

s t e e l i n d u s t r i e s and i n c r e a s e s i n t h e i n d u s t r i e s p r o d u c i n g a u t o m o b i l e s , tobacco 

p r o d u c t s , and c e r t a i n b u i l d i n g m a t e r i a l s . B u i l d i n g c o n t r a c t s awarded dur ing May 

were s m a l l e r i n v a l u e and i n square f e e t than t h o s e f o r A p r i l , but were l a r g e r 

than f o r any o t h e r month on r e c o r d . 

Trade. 

Department s t o r e s a l e s i n May were s m a l l e r than i n A p r i l but somewhat 

l a r g e r than a y e a r ago , and m a i l order s a l e s were 5 p e r cent l a r g e r than i n May, 

1924 , Department s t o r e s t o c k s d e c l i n e d i n May and were a t the same l e v e l a s 
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a year a g o . Wholesa le t rade was i n a "bout the same volume a s the month b e f o r e and 

about 3 p e r c e n t l a r g e r than a y e a r ago , i n c r e a s e s over l a s t y e a r i n s a l e s of meats 

and dry goods o f f s e t t i n g d e c r e a s e s i n s a l e s o f g r o c e r i e s , shoes ,hardware , and drugs . 

Wholesale s t o c k s of g r o c e r i e s i n d o l l a r v a l u e s were l a r g e r than a y e a r ago , While 

s t o c k s of dry goods and s h o e s were s u b s t a n t i a l l y s m a l l e r . Car l o a d i n g s o f m i s c e l -

laneous p r o d u c t s and merchandise d e c r e a s e d s l i g h t l y d u r i n g May,but were g r e a t e r 

than a y e a r a g o . 

P r i c e s . 

Wholesa le p r i c e s c o n t i n u e d to d e c l i n e i n May, but the d e c r e a s e was c o n s i d e r -

a b l y s m a l l e r than f o r the p r e c e d i n g month. A l l groups o f p r i c e s r e p r e s e n t e d i n 

the Bureau of Labor S t a t i s t i c s index d e c l i n e d e x c e p t the h o u s e - f u r n i s h i n g s and 

m i s c e l l a n e o u s g r o u p s . In t h e f i r s t t h r e e weeks of June p r i c e s of wheat , corn, 

f l o u r , c o t t o n goods , and p i g i r o n d e c l i n e d , w h i l e q u o t a t i o n s on sheep , h o g s , 

g a s o l i n e , h i d e s , and rubber advanced. 

Bank C r e d i t . 

Borrowing f o r commercial purposes a t member banks i n l e a d i n g c i t i e s de-

c l i n e d f u r t h e r between the middle o f May and the middle o f June to a l e v e l lower 

than a t any t ime t h i s y e a r , w h i l e l o a n s on s e c u r i t i e s i n c r e a s e d and reached a new 

h i g h l e v e l i n June . Investment h o l d i n g s o f t h e s e banks a l s o i n c r e a s e d , and t o t a l 

l o a n s and i n v e s t m e n t s a t the middle of June were near the h i g h p o i n t f o r t h e y e a r . 

At t h e r e s e r v e banks t h e r e was an i n c r e a s e i n member bank borrowing between 

May 20 and June 24 and on t h a t da te d i s c o u n t s f o r member banks were i n l a r g e r 

volume than a t any t ime s i n c e the opening of t h e y e a r . Fur ther d e c r e a s e s i n 

t h e h o l d i n g s o f a c c e p t a n c e s and o f U n i t e d S t a t e s s e c u r i t i e s brought t h e volume 

o f open-market h o l d i n g s i n June t o t h e l o w e s t l e v e l s i n c e l a s t summer. 

C o n d i t i o n s i n the money market remained r e l a t i v e l y s t e a d y d u r i n g t h e l a t -

t e r p a r t of May and f i r s t t h r e e weeks of June, n o t w i t h s t a n d i n g the heavy Treasuiby 

o p e r a t i o n s i n the midd le of June. 
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F E D E R A L R E S E R V E B O A R D X-4368 

STATEMENT FOR THE PRESS 

For immediate r e l e a s e June 26 , 1925. 

\ CONDITION QF ACCEPTANCE MARKET 
May 21 , 1925 to June 17, 1925 . 

A c c e p t a n c e s . 
An increased, demand f o r acceptances of l o n g e r m a t u r i t i e s , t o g e t h e r w i t h a 

f a l l i n g o f f i n the supply of new "bil ls f o l l o w e d the r i s e on May 20 from 3 l / 8 

to 3 l / 4 p e r c e n t i n the o f f e r i n g r a t e on 60 -90 day a c c e p t a n c e s i n Chicago and 

New York. The r e s u l t o f t h i s s i t u a t i o n was t h a t dur ing the p e r i o d from May 21 

to June 17 demand was on t h e whole more n e a r l y equal to supply and r a t e s on 

90-day m a t u r i t i e s remained unchanged. Short b i l l s a t the end o f t h e p e r i o d 

were somewhat e a s i e r and l o n g e r m a t u r i t i e s s l i g h t l y f i r m e r . The s t r o n g e s t 

demand was f o r 90-day b i l l s , an a c t u a l s c a r c i t y of which was r e p o r t e d toward 

the end o f the p e r i o d , w h i l e 3 0 - 6 0 day b i l l s remained i n f a i r supply and 

composed the b u l k of the d e a l e r s ' p o r t f o l i o s . In the New York market a f t e r , 

the r i s e i n r a t e the e x c e s s supp ly n o t e d i n May was g r a d u a l l y reduced and a t 

the end o f the p e r i o d d e a l e r s ' p o r t f o l i o s were reduced t o a new low p o i n t f o r 

the y e a r , and o f f e r i n g s t o the r e s e r v e banks were moderate . On June 12 i n 

New York and on June 15 i n Bos ton the buying r a t e o f the F e d e r a l Reserve Bank 

was r a i s e d l / 8 p e r c e n t on 90-day b i l l s . In Bos ton the supply c o n t i n u e d i n 

e x c e s s o f demand through t h e f i r s t week i n June, accompanied by heavy o f f e r i n g s 

to the r e s e r v e banks, a s i t u a t i o n which was s u b s e q u e n t l y r e l i e v e d by the im-

proved demand during t h e l a t t e r p a r t of the p e r i o d . In P h i l a d e l p h i a t h e market 

was r e p o r t e d a s r e l a t i v e l y i n a c t i v e . In Chicago supply vrets moderate , w h i l e 

demand showed c o n s i d e r a b l e improvement over the p r e c e d i n g p e r i o d . 

Rates i n the New York market on June 17 were 3 l / 8 b i d and 3 p e r c e n t o f f e r e d 

on 30-day b i l l s , 3 l / 4 b i d and 3 l / 8 p e r cent o f f e r e d on 60-day b i l l s , 3 3 / 8 b i d 

and 3 l / 4 per c e n t o f f e r e d on 90-day b i l l s , w i t h 3 5 / 8 t o 3 3 / 4 b i d and 3 1 / 2 

to 3 5 / 8 p e r c e n t o f f e r e d on the l o n g e s t m a t u r i t i e s . Digitized for FRASER 
http://fraser.stlouisfed.org/ 
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TREASURY DEPARTMENT 
Off ice of the Secretary 

WASHINGTON 

The Governor 
Federal Reserve Board. 

X-4369 

June 2 3 , 1925 . 

469 

Sir: 

You are hereby advised that the Department has referred to the 
Disbursing Clerk, Treasury Department, f o r payment, the account of the 
Bureau of Engraving and Printing f o r preparing Federal reserve notes 
during the period June 1, 1925, to June 20, 1925, amounting to 
$102,718.00, as f o l l o w s , -

Fedoral Reserve Notes, 191*4-

£10 £20 £50 Total 

Boston 247,000 249,000 155,000 - 651,000 
New York 747,000 - 747,000 
Philadelphia 389,000 - 50,000 25,000 464,000 
Cleveland - - 100,000 25,000 125,000 
Atlanta 100,000 ** •* •* 100,000 
Chicago 131,000 - - 131,000 
Minneapolis 100,000 - - - 100,000 
Kansas City 100,000 - - 1@P,000 
San Francisco 200,000 - 50,000 - 250,000 

2,014,000 249,000 355,000 50,000 2,668,000 

2 ,668,000 sheets at $38.50 per M $102,718.00 

The charges against the several Federal Reserve Banks are as f o l l o w s , -

Sheets 

Boston 651,000 
New York 747,000 
P h i l a d e l p h i a . . . . 4 6 4 , 0 0 0 
Cleveland 125,000 
Atlanta 100,000 
Chicago 131,000 
Minneapolis 100,000 
Kansas City . . . . . 100,000 
San Francisco . . . 250,000 

2,668,000 

Conrpen- Plate 
sat ion Printing 

$11,555.25 $5,325.18 
1 3 , 2 5 9 . 2 5 6 , 1 1 0 . 4 6 

8,236.00 3 ,795.52 
2,218.75 1,022.50 
1,775.00 818.00 
2,325.25 1 ,071.58 
1,775.00 818.00 
1,775.00 818.00 
M 3 7 . 5 0 2 , 

$47,357.00 21 
, 0 ^ . 0 0 
,824.24 

Materials 

$8,183.07 
9 ,389.79 
5 ,832.48 
1,571.25 
1 ,257.00 
1 , 6 4 6 . 6 7 

1,257.00 
1,253.00 
3 ; 1 ^ . 5 0 

3 3 , 5 3 6 . 7 6 

Total 

$ 2 5 , 0 6 3 . 5 0 
28,759-50 
17,864.00 
4,812.50 
3 ,850.00 
5,043.50 
3,850.00 
3,850.00 
9,625.00 

$102,718.00 

The Bureau appropriations w i l l he reimbursed i n the above amount from 
the i n d e f i n i t e appropriation "Preparation and Issue of Federal Reserve Notes, 
Reimbursable", and i t i s requested that your board cause such i n d e f i n i t e 
appropriation to be reimbursed i n l i k e amount. 

Respect fu l ly , 

S. R. Jacobs, 
Deputy Commissioner. Digitized for FRASER 

http://fraser.stlouisfed.org/ 
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TREASURY DEPARTMENT 
Off ice of the Secretary 

July 3 , 1925-

The Governor 
Federal Reserve Board. 

S ir: 

Yon are hereby advised that the Department has r e f e r r e d to the 
Disbursing Clerk, Treasury Department, l o r payment, the account of the 
Barem of Engraving and Pr int ing f o r preparing Federal reserve notes 
during the p e r i o d June 22 to June JO, 1925> amounting t o $39#308.50# , 
as f o l l o w s : - . 

Federa l Reserve N o t e s , 1924 

15. $10 l i e m r i 

Boston 153,000 191.000 45 ,000 389.000 
Hew York 153,000 - ~ 211 000 
Phi ladelphia 211,000 - " ifiq'ooo 
Chicago 169,000 - ~ 99*000 
San Francisco. t ^ ^ o " 1 ,021,000 

1 ,021 ,000 sheets at $38.50 p§r M $39,308.50 

The charges against the several Federal Reserve Banks are as f o l l o w s : 

Co rapen- P l a t e 

ml1111 
appropriation t e "be reimbursed, l a Ilk# smeunt. 

Respectfully# 

8 . &, JACOBS, 
Deputy Cenmissiener. 
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FEDERAL RESERVE BOARD 
WASHINGTON X-4370 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD JUZie 30, 1925. 

SUBJECT; Opinion of Circuit Court of Appeals in F ir s t Rational 
Bank of Denver v . Federal Reserve Bank of Kansas City . 

Dear S ir : 

Through the courtesy.of Mr. Leedy, Counsel f o r the Federal 
Reserve Bank of Kansas City, I enclose for your information an 
opinion rendered recently by the United States Circuit Court of 
Appeals f o r the Eighth Circuit in the above e n t i t l e d case . 

This was a su i t s imilar to the Malloy case for a l o s s on 
certa in che dcs handled by the Federal Reserve Bank under Regula-
t ion J, Ser ies of 1920. The Federal Reserve Bank sent the checks 
direct to the drawee bank which remitted by means of an exchange 
draft and then f a i l e d before the exchange draft could be c o l l e c t e d . 
The p l a i n t i f f a l l eged that the Federal Reserve Bank was negl igent 
in accepting an exchange draft i n l i e u of cash. The Federal Re-
serve Bank demurred to the complaint and contended that i t did not 
s ta te a cause of ac t ion because there was no p r i v i t y of contract 
between the Federal Reserve Bank and the p l a i n t i f f . The D i s t r i c t 
Court sustained the demurrer; but the Circuit Court of Appeals re-
versed th i s holding, on the ground th&t the contract pr inted on 
the deposit s l i p imported the Massachusetts rule into the transac-
t ion and, therefore, there was a p r i v i t y of contract between the 
p l a i n t i f f and. the Federal Reserve Bank. 

Your a t tent ion i s e spec ia l l y c a l l e d to the concurring 
opinion of Judge Trieber, which discusses the question whether 
or not Regulation J and the check c o l l e c t i o n c i rcu lar of the 
Federal Reserve Bank have the force and e f f e c t of law and w i l l 
be j u d i c i a l l y not iced or whether they must be introduced in 
evidence. While I doubt that the Federal Reserve Bank's c o l l e c -
t ion c ircu lar has thcu force and e f f e c t of law, I am confident 
that Regulation J does. See United States v . Grimaud, 220 U.S. 
506 and numerous cases c i t e d therein; a l so United States v . 
Sacks, 357 U.S. 37; and United States y . Janowitz, 257 U.S.42. 

Very t ru ly yours, 

Walter. Wyatt, 
General Counsel. 

To Counsel for a l l F.R.Baiiks except Kansas City. 

Enclosure: 
Digitized for FRASER 
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X-4370-a "• 

UNITED STATES CIRCUIT COURT OF APPEALS 
Eighth Circu i t . 

No. 6859 - May Term, A.D.1925. 

The F i r s t National Bank of Denver, 
P l a i n t i f f i n Error, 

v s . 

Federal Reserve Bank of Kansas City, 
Missouri, 

Defendant i n Error, 

In Error to the D i s t r i c t 
Court of the United 
States f o r the D i s t r i c t 
of Colorado. 

Mr. Horace Phelps (Mr. Gerald Hughes, Mr. Clayton C. Dorsey 
and Mr. James D. Benedict were with him on the b r i e f ) , f o r 
p l a i n t i f f i n error. 

Mr. Mason A. Lewis (Mr. James B. Grant, Mr. Robert L. Stearns, 
Mr. James E. Goodrich and Mr. H» G. Leedy were witji him on 
the b r i e f ) , f or defendant in error. 

Before KENTON, Circuit Judge, and TRIEBER and PHILLIPS, D i s t r i c t 
Judges. 

PHILLIPS, D i s t r i c t Judge, del ivered the opinion of the Court. 

The F i r s t National Bank of Denver, here inaf ter c a l l e d p l a i n t i f f , 
"brought t h i s a c t i o n against the Federal Reserve Bank of Kansas 
City, h e r e i n a f t e r c a l l e d defendant, to recover the sum of $8 ,851.46, 
damages a l l e g e d to have been caused by the negl igence of the de-
fendant in the c o l l e c t i o n of nine checks. 

The second amended complaint of p l a i n t i f f i n substance a l l e g e s ; 
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2 . F i r s t B a t . B k . o f Denver v s . Fed.Res.Bk.. o f K.C. X - 4 3 7 0 - a 

That the p l a i n t i f f i s a n a t i o n a l "banking c o r p o r a t i o n o r g a n i z e d and 
e x i s t i n g uncLer the n a t i o n a l "banking laws o f the U n i t e d S t a t e s ; t h a t 
the de fendant i s a f e d e r a l r e s e r v e bank o r g a n i z e d and e x i s t i n g under 
the Federa l Reserve A c t : and t h a t t h e C i t i z e n s S t a t e Bank of Ordway, 
Colorado, ( h e r e i n a f t e r c a l l e d C i t i z e n s Bank) was a s t a t e "bank'organ-
i z e d and e x i s t i n g under the laws of the S t a t e of Colorado. 

"That on, t o - w i t , the 2 7 t h day of September, 1921, and "both p r i o r 
and subsequent t h e r e t o , John Amicon Brother- and Company, ( h e r e -
i n a f t e r c a l l e d Amicon Company) of Ordway, Colorado, was the 
owner of a commercial or c h e c k i n g account i n t h e s a i d The C i t i z e n s 
* * * Bank * * *, the "balance t h e r e i n t o t h e c r e d i t o f s a i d d e p o s i t o r 
"being i n e x c e s s o f t h e sum o f E ight Thousand E i g h t Hundred F i f t y -
one D o l l a r s F o r t y - s i x Cents ( $ 8 , 8 5 1 . 4 6 ) ; t h a t p r i o r t o s a i d d a t e , 
the * * * Amicon * * * Company, f o r v a l u e , made, e x e c u t e d and 
d e l i v e r e d t o t h e H a l l a c k and Howard Lumber Company, ( h e r e i n a f t e r 
c a l l e d Lumber Company) o f Denver, Colorado, n i n e ( 9 ) c e r t a i n checks 
drawn "by t h e * * * Amicon * * * Company t o the order o f the * * * 
Lumber Company f o r t h e a g g r e g a t e sum o f E i g h t Thousand E i g h t Hundred 
F i f t y - o n e D o l l a r s F o r t y - s i x Cents ( $ 8 , 8 5 1 . 4 6 ) . * * * 

"That on t h e 2 7 t h day of September, 1921, t h e * * * Lumber 
Company endorsed s a i d n i n e checks and d e p o s i t e d the same w i t h 
the p i a i n t i f f * * * t o t ransmi t f o r c o l l e c t i o n ; t h a t the d e p o s i t s l i p 
accompanied by s a i d d e p o s i t made by s a i d * * * Lumber Company, con-
t a i n e d t h e f o l l o w i n g p r o v i s i o n s : 

'This bank w i l l o b s e r v e due d i l i g e n c e i n i t s endeavor to s e l e c t 
r e s p o n s i b l e a g e n t s , but w i l l not be l i a b l e i n c a s e o f t h e i r f a i l u r e or 
n e g l i g e n c e or f o r l o s s o f i t ems i n t h e m a i l . Checks on t h i s bank 
w i l l be c r e d i t e d c o n d i t i o n a l l y ; i f n o t found good a t the c l o s e of 
b u s i n e s s on day d e p o s i t e d they w i l l be charged back t o the de-
p o s i t o r and the l a t t e r n o t i f i e d . A l l i t ems a r e c r e d i t e d s u b j e c t t o 
f i n a l cash payment and a r e handled a t r i s k of d e p o s i t o r . 1 

"That on s a i d d a t e , t o - w i t , t h e 2 7 t h day of September, 1921, s a i d 
p l a i n t i f f * * * d i d c r e d i t t h e amount of s a i d checks a t f a c e t o the 
chocking or commercial a c c o u n t of s a i d * * * Lumber Company w i t h 
s a i d p l a i n t i f f , and d i d , i n the u s u a l course of b u s i n e s s , endorse 
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3 . F i r s t Hat .Bk. of Denver v s . F e d . R e s . B e . of K.C. X - 4 3 7 0 - a 

and d e l i v e r s a i d checks and o t h e r checks f o r c o l l e c t i o n to the de-
f e n d a n t , F e d e r a l Reserve Bank of Kansas C i t y , Denver Branch," 

That t h e r e a f t e r the defendant endorsed each of s a i d checks on 
t h e hack t h e r e o f a s f o l l o w s : 

"Pay to t h e order of any bank or t r u s t company. A l l p r e v i o u s 
endorsements g u a r a n t e e d . September 28 , 1921. Denver Branch, 
F e d e r a l Reserve Bank Kansas C i t y , Denver Colorado. 1 1 , 

and thereupon t r a n s m i t t e d s a i d checks d i r e c t l y t o the C i t i z e n s Bank 
f o r payment. That on October 5 , 1921, the C i t i z e n s Bank i s s u e d 
f o r s a i d n i n e checks and o t h e r c h e c k s , i t s d r a f t drawn on t h e 
Centra l S a v i n g s Bank &.! Trust Company of Denver, i n f a v o r o f 
the d e f e n d a n t , f o r t h e sum of $ 9 , 9 2 8 . 1 9 r stamped s a i d n i n e checks 
"paid", d e b i t e d t h e account of Ami con Company w i t h t h e amount 
t h e r e o f , and r e t u r n e d the chocks to t h e Ami con Company. That'," 
on October 5 , 1921, the C i t i z e n s Bank t r a n s m i t t e d s a i d d r a f t by 
ma i l t o the d e f e n d a n t , and on October 6, 1921, t h e de fendant r e -
c e i v e d and a c c e p t e d tho same. 

That on October 8 , 1921, t h e C i t i z e n s Bank was c l o s e d by t h e 
o r d e r of the S t a t e Bank Commissioner o f Colorado; t h a t on Oc-
t o b e r 6, 1921 , t h e defendant p r e s e n t e d s a i d d r a f t t o t h e drawee 
bank, and payment was r e f u s e d ; t h a t on October 2 5 , 1921, de -
f endant n o t i f i e d p l a i n t i f f by l e t t e r t h a t s a i d checks had no t boen 
c o l l e c t e d , and t h a t t h e de fendant was h o l d i n g s a i d unpa id d r a f t 
t h e r e f o r . 

That p r i o r t o t h e commencement o f t h i s a c t i o n , t h e lumber Com-
pany a s s i g n e d t o the p l a i n t i f f a l l i t s r i g h t s t i t l e and i n t e r e s t i n 
and to s a i d c h e c k s and i t s c l a i m and cause of* a c t i o n a g a i n s t t h e de-
f e n d a n t , on account of the m a t t e r s and t h i n g s a l l e g e d i n t h e s econd 
amended c o m p l a i n t . • % 

That t h e p l a i n t i f f i n a c t i n g a s t h e c o l l e c t i n g a g e n t o f s a i d checks 
was n e g l i g e n t and v i o l a t e d i t s duty i n t h e f o l l o w i n g r e s p e c t s : 

» * * * * * 

" ( c ) In f a i l i n g t o c o l l e c t from s a i d drawee bank t h e amount 
of s a i d checks i n c a s h . 

" (d) In a c c e p t i n g f o r s a i d checks a d r a f t t o i t s order i n p a y -
ment t h e r e o f , 
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" ( e ) In t r a n s m i t t i n g and d e l i v e r i n g to s a i d drawee bank s a i d 
checks w i t h o u t r e c e i v i n g t h e r e f o r i n cash the amount t h e r e o f and 
i n p l a c i n g i t s e l f i n a p o s i t i o n of i n a b i l i t y to r e s t o r e s a i d checks 
to the p l a i n t i f f . 

* * * * * 

"(g) In f a i l i n g t o u s e ord inary d i l i g e n c e i n r e q u i r i n g s a i d 
drawee bank to prompt ly pay s a i d checks or r e t u r n t h e same." 

To t h i s second amended compla in t , t h e defendant demurred 
upon t h e ground t h a t i t d id not s t a t e f a c t s s u f f i c i e n t to c o n s t i -
t u t e a c a u s e o f a c t i o n . The lower cour t s u s t a i n e d the demurrer. The 
p l a i n t i f f e l e c t e d t o s t a n d on i t s second amended compla in t , and 
thereupon judgment was e n t e r e d d i s m i s s i n g the a c t i o n a t t h e c o s t 
of p l a i n t i f f . From t h i s judgment, the p l a i n t i f f sued out a w r i t o f 
e r r o r to t h i s c o u r t . 

At the h e a r i n g on t h e demurrer p l a i n t i f f announced t h a t i t sought 
r e c o v e r y , no t upon any l i a b i l i t y d i r e c t l y from defendant to p l a i n -
t i f f but s o l e l y upon the a s s i g n e d cause o f a c t i o n . 

The a s s i g n m e n t s o f e r r o r r a i s e one p r i n c i p a l q u e s t i o n : Does 
the second amended compla int s t a t e f a c t s s u f f i c i e n t t o c o n s t i t u t e 
a cause of a c t i o n a g a i n s t the defendant? The de fendant c o n t e n d s 
t h a t t h e r e was no p r i v i t y of c o n t r a c t between t h e Lumber Company 
and t h e d e f e n d a n t , and t h a t t h e r e f o r e t h e f o r e g o i n g q u e s t i o n s h o u l d 
be answered i n t h e n e g a t i v e . 

Although t h e checks were endorsed i n b lank, t h e y were endorsed 
and d e p o s i t e d t o be t r a n s m i t t e d f o r c o l l e c t i o n , and t h e c r e d i t g i v e n 
t h e r e f o r i n t h e account of t h e lumber Conpany w i t h t h e p l a i n t i f f 
bank was s u b j e c t t o t h e r i g h t to charge t h e checks back t o such 

• a c c o u n t i f payment t h e r e f o r i n cash was not r e c e i v e d . Such b e i n g 
the f a c t s the endorsement d i d no t t r a n s f e r the t i t l e to t h e checks 
t o t h e p l a i n t i f f . F i r s t N a t i o n a l Bank of Bads v . Fleming S t a t e Bank, 
74 C o l o . 3 0 9 , 2 2 1 P a c . 8 9 1 ; Burton v . U . S . , 196 U . S . 2 8 3 , 3 0 3 ; 
Note 7 1 . R. A. ( N . S . ) 694; 3 R. C. L. S e c . 152, p . 524; 7 C. J . 
S e c . 245 , p . 597 , S e c . 246, p . 600 . 

There e x i s t two r u l e s among the s t a t e c o u r t s t o u c h i n g the r e -
s p o n s i b i l i t y o f banks u n d e r t a k i n g c o l l e c t i o n s a t a d i s t a n c e . One 
known a s the New York r u l e , i s t h a t where a bank u n d e r t a k e s to 
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c o l l e c t a check or o t h e r b i l l o f exchange, i t i s l i a b l e f o r n e g l e c t 
o f duty i n i t s c o l l e c t i o n a r i s i n g from the d e f a u l t e i t h e r o f i t s own 
o f f i c e r s or any sub-agent employed to a s s i s t i n c o l l e c t i n g t h e paper , 
i n tho absence o f c o n t r a c t or s t a t u t e v a r y i n g such l i a b i l i t y . The 
o t h e r r u l e known a s t h e Massachuse t t s r u l e , i s t h a t tho i n i t i a l 
bank i s l i a b l e o n l y f o r t h e s e l e c t i o n of a s u i t a b l e l o c a l a g e n t w i t h 
whom to e n t r u s t tho c o l l e c t i o n and f o r the t r a n s m i s s i o n o f the paper 
t o such a g e n t w i t h proper i n s t r u c t i o n s . Exchange N a t i o n a l Bank 
v . Third N a t i o n a l Bank, 112 U, S . 276, 281; F e d e r a l Reserve Bank 
of Richmond v . Mal loy , e t a l . 264, U. S . 160, 1 6 4 . 

Under tho New York r u l e t h e r e i s no p r i v i t y of c o n t r a c t between 
the owner and t h e s u b - a g e n t . Under t h e Massachuse t t s r u l e , t h e 
bank t o which t h e i n i t i a l bank forwards t h e paper f o r c o l l e c t i o n 
becomes the a g e n t of t h e owner. Bank v . Mal loy , supra . 

The New York r u l e has been adopted and f o l l o w e d by t h e na-
t i o n a l c o u r t s . Bank v . Mal loy , supra; Exchange N a t i o n a l Bank v . 
Third N a t i o n a l Bank, supra; C a l . N a t i o n a l Bank v . Utah N a t i o n a l 
Bank, (C. C. A . 8 ) 190 Fed. 318; Smith v . N a t i o n a l Bank of D.O. 
M i l l s & Co . , 191 Fed . 226; C i t y o f Douglas v . F e d e r a l Reserve Bank 
of D a l l a s , (C. C. A . 5 ) 2 F . (2d) 8 1 8 . 

The u n d e r l y i n g p r i n c i p l e o f t h e New York r u l e i s t h a t the i n i -
t i a l bank, i n t h e a b s e n c e of s t a t u t e or c o n t r a c t t o tho c o n t r a r y , un-
d e r t a k e s t h e c o l l e c t i o n of t h e paper a s an independent c o n t r a c t o r . 

In Exchange N a t i o n a l Bank of P i t t s b u r g h v . Third N a t i o n a l Bank 
of New York, supra, the Exchange N a t i o n a l Bank h a v i n g d i s c o u n t e d 
b e f o r e a c c e p t a n c e e l e v e n d r a f t s , drawn by Rogers and B u r c h f i e l d , a t 
P i t t s b u r g h , i n f a v o r of J . D. Baldwin, on Walter M. Conger, S e c ' y 
Newark Tea Tray Company, Newark, Now J e r s e y , t r a n s m i t t e d them 
to the Third N a t i o n a l Bank f o r c o l l e c t i o n . The l a t t e r s e n t them 
t o i t s c o r r e s p o n d e n t , the F i r s t N a t i o n a l Bank o f Newark. The 
Exchange N a t i o n a l Bank sought to h o l d the Third N a t i o n a l Bank 
f o r the d e f a u l t s of t h e Newark bank. The cour t i n p a r t s a i d : 

"The agreement o f t h e defendant i n t h i s c a s e was t o c o l l e c t the 
d r a f t s , not m e r e l y to t r a n s m i t them to t h e Newark Bank f o r c o l -
l e c t i o n . This d i s t i n c t i o n i s m a n i f e s t ; and tho q u e s t i o n p r e s e n t e d 
i s , whether tho Now York bank, f i r s t r e c e i v i n g t h e s e d r a f t s f o r c o l -
l e c t i o n , i s r e s p o n s i b l e f o r t h e l o s s or damage r e s u l t i n g from the de-
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f a u l t of i t s Newark agent. There i s no s ta tute or usage or spec ia l 
contract in t h i s c a s e , t o qua l i fy or vary the ob l iga t ion r e s u l t i n g from 
the deposit of the drafts with the New York hank f o r c o l l e c t i o n . 
On i t s rece ipt of the draf t s , tinder these circumstances, an im-
p l i e d undertaking by i t a r o s e / to take a l l necessary measures to 
make the demands of acceptance necessary to protect the r i g h t s 
of the holder against previous p a r t i e s to the paper. * * * The con-
t r a c t , then, becomes one to perform certa in dut ies necessary f o r 
the c o l l e c t i o n of the paper and the pro tec t i on of the holder . The 
bank i s not merely appointed an attorney, authorized to s e l o c t other 
agents to c o l l e c t the paper. I t s undertaking i s to do the thing,and 
not merely to procure i t to be done. In such case, the bank i s 
he ld to agree to answer for any .default in the performance of i t s 
contract; and, whether the p a p # i s t o be c o l l e c t e d i n the p lace 
where the bank is s i tuated , or at a distance, the contract i s to use 
the proper means to c o l l e c t the paper, and the bank, by employing 
sub-agents to perform a part of what i t has contracted to do, be-
comes responsible to i t s customer. This general pr inc ip l e appl ies 
to a l l who contract to perform a s erv i ce . * * * 

"The d i s t i n c t i o n between the l i a b i l i t y of one who contracts to 
do a thing and that of one who merely rece ives a de legat ion of 
authority to act f o r another i s a fundamental one, appl icable to 
the present case . I f the agency i s an undertaking to do the bus i -
ness , the or ig ina l pr inc ipa l may look to the immediate contractor 
with h imse l f , and i s not obl iged to look to i n f e r i o r or d i s tant under-
contractors or sub-agents, when de fau l t s occur injurious to h i s 
i n t e r e s t . 

••Whether a draf t i s payable in the p l a c e where the bank rece iv -
ing i t f o r c o l l e c t i o n i s s i tuated , or i n another p lace , the holder i s 
aware that the c o l l e c t i o n must be made by a competent agent. In 
e i t h e r case , there i s an implied contract of the bank that the proper 
measures s h a l l bo used to c o l l e c t the draf t , and a r ight , on the part 
of i t s owner, to presume that proper agents w i l l bo employed, he 
having no knowledge of the agents . There i s , therefore , no reason 
for l i a b i l i t y or exemption from l i a b i l i t y in the one case which does 
not apply to the other . And, while the rule of law i s thus general , 
the l i a b i l i t y of the bank may be varied by consent, or the bank may 
refuse to undertake the c o l l e c t i o n . I t may agree to receive the pa-
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p e r o n l y f o r t r a n s m i s s i o n to i t s correspondent , and t h u s make a 
d i f f e r e n t c o n t r a c t , and "become r e s p o n s i b l e on ly f o r good f a i t h and 
due d i s c r e t i o n i n t h e c h o i c e of an a g e n t . I f t h i s i s not done, or 
t h e r e i s no i m p l i e d u n d e r s t a n d i n g t o t h a t e f f e c t , the same r e s p o n s i -
b i l i t y i s assumed i n the u n d e r t a k i n g to c o l l e c t f o r e i g n paper and 
i n t h a t to c o l l e c t paper p a y a b l e a t home. On any o t h e r r u l e , no 
p r i n c i p a l c o n t r a c t o r would he l i a b l e f o r the d e f a u l t o f h i s own a g e n t , 
where from the n a t u r e o f the b u s i n e s s , i t was e v i d e n t he mast em-
p l o y s u b - a g e n t s . The d i s t i n c t i o n r e c u r s , between the r u l e o f mere ly 
p e r s o n a l r e p r e s e n t a t i v e agency and t h e r e s p o n s i b i l i t y imposed by 
t h e law o f commercial c o n t r a c t s . This s o l v e s t h e d i f f i c u l t y and 
r e c o n c i l e s the apparent c o n f l i c t of d e c i s i o n i n many c a s e s . The na-
ture of the c o n t r a c t i s t h e t e s t . I f the c o n t r a c t be o n l y f o r the 
immediate s e r v i c e s of the a g e n t , and f o r h i s f a i t h f u l conduct a s 
r e p r e s e n t i n g h i s p r i n c i p a l , t h e r e s p o n s i b i l i t y c e a s e s w i t h the l i m i t s 
of the p e r s o n a l s e r v i c e s under taken . But where the c o n t r a c t l o o k s 
main ly t o t h e t h i n g to be dene, and the u n d e r t a k i n g i s f o r t h e due 
u s e of a l l proper means to performance , t h e r e s p o n s i b i l i t y e x t e n d s 
to a l l . n e c e s s a r y and proper means t o a c c o m p l i s h t h e o b j e c t , by 
whomsoever u s e d . " 

From t h e f o r e g o i n g i t w i l l be o b s e r v e d t h a t the d u t i e s and r e -
s p o n s i b i l i t i e s of the i n i t i a l bank depend upon t h e c o n t r a c t made 
between i t and the owner. I n s t e a d o f c o n t r a c t i n g to undertake the 
c o l l e c t i o n of the i t e m the i n i t i a l bank "may a g r e e t o r e c e i v e the 
paper o n l y f o r t r a n s m i s s i o n t o i t s c o r r e s p o n d e n t , and thus make 
a d i f f e r e n t c o n t r a c t , and become r e s p o n s i b l e o n l y f o r good f a i t h 
and due d i s c r e t i o n i n t h e c h o i c e o f an a g e n t . " 

What was the agreement i n the ins tanS: case? Under the e x p r e s s 
a l l e g a t i o n s o f the second amended compla in t ; which f o r t h e p u r -
p o s e s of t h e demurrer s t a n d a s a d m i t t e d , t h e c h e c k s were endorsed 
and d e l i v e r e d t o the p l a i n t i f f , not to c o l l e c t . b u t "to t r a n s m i t 
f o r c o l l e c t i o n " under a c o n t r a c t e x p r e s s l y l i m i t i n g t h e l i a b i l i t y 
o f p l a i n t i f f , t h e i n i t i a l hank. As s a i d by t h e Supreme Court, i n 
Exchange N a t i o n a l Bank v . Third N a t i o n a l Bank, supra, t h e d i s t i n c t i o n 
between an agreement t o c o l l e c t and an agreement t o t r a n s m i t f o r 
c o l l e c t i o n i s m a n i f e s t . In t h e former, the i n i t i a l bank u n d e r t a k e s 
a s an independent c o n t r a c t o r t o c o l l e c t t h e p a p e r , "the c o n t r a c t l o o k s 
m a i n l y t o t h e t h i n g to be done, the u n d e r t a k i n g i s f o r t h e due u s e of 
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propel4 means to performance"* ajad "the r e s p o n s i b i l i t y e x t e n d s 
to a l l n e d e s s a r y and proper iheans to accompl i sh t h e o b j e c t , b y 
whomsoever usedV i . i n the l a t t e r ^ the agreement i s t o t ransmit f o r 
c o l l e c t i o n and t h e s o l e r e s p o n s i b i l i t y of the i n i t i a l b a n k e t s to 
s e l e c t and t r a n s m i t to a competent agent w i t h p r o p e r i n s t r u c t i o n s • 
C l e a r l y , under t h e c o n t r a c t p l a i n t i f f l i m i t e d i t s u l i a b i l i t y to 
t r a n s m i t the c h e c k s to a competent agent- w i t h p r o p e r i n s t r u c -
t i o n s , .. 

The r i g h t o f t h e i n i t i a l bank to. so. l i m i t i t s l i a b i l i t y by c o n t r a c t 
i s c l e a r l y r e c o g n i s e d by t h o s e j u r i s d i c t i o n s which f o l l o w the New 
York r u l e . They say the Massachuse t t s r u l e may be i m p o r t e d i n t o 
the c o n t r a c t by s t a t u t e or by agreement , e x p r e s s or in jp l i ed . Bank 
v . Mal loy , supra; Exchange N a t i o n a l Bank v . Third N a t i o n a l Bank, 
supra; Ca l . N a t i o n a l Bank v . Utah N a t i o n a l Bank, supra; C a p i t a l 
Grain & Feed Co. v . F e d e r a l He s e r v e Bank of A t l a n t a , 3 F . (2nd) 
614, 615; Note 52 L. R. A. ( N * S . ) 6 3 4 . 

The p l a i n t i f f endorsed and t r a n s m i t t e d t h e checks t o the d e f e n d -
ant "fbr c o l l e c t i o n " and the de fendant r e c e i v e d and a c c e p t e d them 
f o r c o l l e c t i o n . Where the owner of ,a b i l l o f exchange e n d o r s e s 
and d e l i v e r s the same to a bank, not t o c o l l e c t but a s t h e a g e n t o f 
the owner t o t r a n s m i t f o r c o l l e c t i o n , the f i r s t bank, a c c e p t i n g the 
paper f o r c o l l e c t i o n , becomes t h e a g e n t o f and l i a b l e to t h e owner. 
McBride v . 111 . N a t , Bank, 148 N. Y. S , 654 , 121 N . Y . S . 1041; 
Columbia Overseas Corp. v . Banco N a c i o n a l Ul tra-MaMno, 191 N. 
Y. S . 85 , 87; K e l l y v . Phoen ix N a t i o n a l Bank, 45 N. Y. S . 533; 
Bank of Washington v . T r i p l e t t and N e a l e , 26 U. S . ( 1 P e t . ) 2 5 . 

In McBride v . Bank, supra, t h e f a c t s were s u b s t a n t i a l l y t h e s e : 
On May 10, 1907, t h e Western Tool Works o f Galesburg , I l l i n o i s , 
made i t s p r o m i s s o r y n o t e , due September 10, 1907, to t h e o r d e r of 
the Goodyear T i r e and Rubber Company o f Akron, Ohio, f o r $ 6 , 4 3 2 . 4 4 * 
p a y a b l e a t t h e Galesburg N a t i o n a l Bank, Galesburg , I l l i n o i s . 
The Rubber Company endorsed t h e n o t e f o r d i s c o u n t t o the N a t i o n a l 
Ci ty Bank of Akron, Ohio. S h o r t l y b e f o r e the m a t u r i t y of t h e 
n o t e , the N a t i o n a l C i t y Bank s e n t i t to i t s c o r r e s p o n d e n t , t h e 
F i r s t N a t i o n a l Bank of C l e v e l a n d , Ohio, f o r c o l l e c t i o n . The l a t t e r 
acknowledged r e c e i p t of the same i n a l e t t e r c o n t a i n i n g t h e f o l l o w i n g ; 

"In r e c e i v i n g and forwarding paper o u t s i d e o f t h i s c i t y , t h i s 
bank a c t s o n l y a s your a g e n t , u s i n g i t s b e s t e f f o r t s i n s e l e c t i n g i t s 
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c o r r e s p o n d e n t s , and w i l l assume no r e s p o n s i b i l i t y e x c e p t f o r i t s 
own a c t s ." 

The C l e v e l a n d bank forwarded the no te to t h e Commercial N a t i o n a l 
Bank of Chicago, I l l i n o i s . The l a t t e r acknowledged the same on 
a p o s t a l card upon which was p r i n t e d the f o l l o w i n g : 

"All i t ems not p a y a b l e in Chicago r e c e i v e d by t h i s bank f o r c o l -
l e c t i o n or c r e d i t , are taken a t owners r i s k . This bank, a s a g e n t 
f o r owner, w i l l forward such i t ems to banks out o f t h i s c i t y , and 
assumes no r e s p o n s i b i l i t y f o r n e g l e c t , d e f a u l t o r f a i l u r e of such 
b a n k s , n o r f o r l o s s e s o c c u r r i n g i n the m a i l . Should any bank con,-, 
v e r t the p r o c e e d s or remit t h e r e f o r i n checks or d r a f t s , which a r e 
d i shonored , t h e amount f o r which c r e d i t h a s been g i v e n w i l l be 
charged back and d i shonored paper r e t u r n e d . " 

Bie Chicago bank t r a n s m i t t e d the n o t e to the I l l i n o i s N a t i o n a l Bank, 
f o r c o l l e c t i o n , and the l e t t e r TxmJr a c c e p t e d t h e n o t e f o r c o l l e c t i o n . 

The I l l i n o i s n a t i o n a l Bank forwarded the n o t e to t h e P e o p l e s Trust 
& S a v i n g s Bank of Galesburg, I l l i n o i s . McBride, a s a s s i g n e e of t h e 
N a t i o n a l C i t y Bank, sought to h o l d the I l l i n o i s N a t i o n a l Bank f o r 
the n e g l e c t of t h e P e o p l e ' s Trust & Sav ings Bank i n f a i l i n g t o p r o p -
e r l y p r e s e n t the n o t e f o r payment, whereby an endorser was d i s -
charged from l i a b i l i t y . The cour t h e l d t h a t t h e u n d e r t a k i n g o f 
t h e C l e v e l a n d and Chicago banks were no t t o c o l l e c t but t o t r a n s -
mi t f o r c o l l e c t i o n , t h a t t h e P e o r i a bank was t h e f i r s t bank to u n -
d e r t a k e w i t h o u t q u a l i f i c a t i o n or l i m i t a t i o n o f l i a b i l i t y the c o l l e c -
t i o n of the n o t e , and t h a t the P e o r i a bank became t h e a g e n t o f t h e 
N a t i o n a l C i t y Bank f o r the c o l l e c t i o n of the n o t e and was l i a b l e 
f o r the n e g l i g e n c e of i t s correspondent* 

In the r e c e n t c a s e of C a p i t a l Grain & Feed Co. v . F e d e r a l Reserve 
Bank of A t l a n t a , (D. C.) 3 F. (2d) 614, where a check was d e p o s i t e d 
i n the bank f o r c o l l e c t i o n and c r e d i t s u b j e c t t o an agreement 
t h a t "This bank a c t s o n l y a s c o l l e c t i n g a g e n t and assumes no l i a -
b i l i t y on account o f d e l a y or l o s s w h i l e i t e m s a r e i n t r a n s i t , or 
u n t i l i t r e c e i v e s f i n a l a c t u a l payment from i t s correspondent s" the 
c o u r t h e l d t h a t t h e c o r r e s p o n d e n t s through which t h e i n i t i a l bank 
s e n t t h e check f o r c o l l e c t i o n were no t t h e a g e n t s o f the i n i t i a l bank 
but a g e n t s o f t h e depos i tor , - and t h a t any r i g h t o f a c t i o n a g a i n s t 
the c o r r e s p o n d e n t s f o r d e l a y or d e f a u l t was i n t h e d e p o s i t o r . 
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But c o u n s e l f o r defendant contend t h a t , n o t w i t h s t a n d i n g t h e 
checks were endorsed and d e l i v e r e d "by t h e Lumber Company to 
t h e p l a i n t i f f s o l e l y t o be t r a n s m i t t e d f o r c o l l e c t i o n and t h e de-
f endant r e c e i v e d t h e checks from the p l a i n t i f f f o r c o l l e c t i o n , s t i l l 
t h e r e was no p r i v i t y o f c o n t r a c t between t h e Lumber Company and de -
f e n d a n t . Thoy say t h i s i s t r u e because t h e checks were endorsed 
by the Lumber Company i n b lank , the defendant had no knowledge 
t h a t the p l a i n t i f f had so l i m i t e d i t s d u t i e s and l i a b i l i t i e s by con-
t r a c t , and p l a i n t i f f d i d not i n employing defendant t o c o l l e c t the 
checks a d v i s e the l a t t e r t h a t p l a i n t i f f was a c t i n g a s the agent o f 
the Lumber Company. 

Under the f a c t s now d i s c l o s e d by the p l e a d i n g s we cannot s e e 
how want o f knowledge of the c o n t r a c t and t h e agency should make 
any d i f f e r e n c e . The presumpt ion i s t h a t the de fendant a c c e p t e d 
the checks f o r c o l l e c t i o n w i t h o u t agreement e x p r e s s o r i m p l i e d 
l i m i t i n g i t s l i a b i l i t y . The burden i s upon i t t o show the c o n t r a r y . 
N a t i o n a l Revere Bank v . N a t i o n a l Bank of R e p u b l i c , 172 N. T . 102, 
108, 64 N. E. 799; McBride v . I l l i n o i s N a t i o n a l Bank, supra , There-
f o r e , i t s d u t i e s i n the p r e m i s e s were e x a c t l y the same whether i t 
was a c t i n g a s the a g e n t o f the p l a i n t i f f or o f t h e Lumber Company, 
and i t can make no d i f f e r e n c e t o de fendant whether i t i s c a l l e d upon 
to answer f o r i t s n e g l e c t of duty to the p l a i n t i f f or to the Lumber 
Company, a s i t s p r i n c i p a l . 

Furthermore, i t i s w e l l s e t t l e d t h a t , where an a g e n t , a c t i n g w i t h i n 
h i s a u t h o r i t y a s such, e n t e r s i n t o a s imple c o n t r a c t i n h i s own name 
w i t h a t h i r d p e r s o n f o r the b e n e f i t o f h i s u n d i s c l o s e d p r i n c i p a l , the 
c o n t r a c t i n u r e s to t h e b e n e f i t o f the p r i n c i p a l , and such p r i n c i p a l 
may appear , c l a i m t h e b e n e f i t s o f such c o n t r a c t , and sue i n h i s own 
name f o r a breach of the c o n t r a c t or of a l e g a l duty growing out 
o f the same. New J e r s e y Steam N a v i g a t i o n Co. v* Merchants Bank 
o f Bos ton , 47 U. S . ( 6 How.) 343, 378, 379, 380; B l o c k , e t a l . v . 
Mayor, e t c . o f C i t y of Meridian, M i s s . , (C. C. A. 5 ) 169 Fed . 516 , 
521; Morris v . Chesapeake & 0 . S . S . Co . , (D. C . ) 125 Fed. 62 , 66, 
148 Fed . 11; Fernandina S h i p b u i l d i n g & Dry Dock Co. v . P e t e r s , 
e t a l . , (D. C . ) 283 Fed . 621, 626; Ford v . W i l l i a m s , 62 U. S . , ( 2 l 
How.) 287; Baldwin v . Bank of Newbury, 68 U. S . ( 1 W a l l . ) 234; 
2 C. J . 873; 21 R. C. L. S e c . 72, p . 897 . 
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In Ford v . Wi l l i ams , supra, an a g e n t of Ford made a w r i t t e n 
c o n t r a c t i n the a g e n t ' s name f o r the b e n e f i t of Ford w i t h Wi l -
l iams v . i t h o u t d i s c l o s i n g F o r d ' s name or i n t e r e s t . The court h e l d 
Ford might m a i n t a i n an a c t i o n a t law on the oantract i n h i s own 
name a g a i n s t W i l l i a m s . The c o u r t s a i d : 

"The c o n t r a c t of t h e agent i s the contract o f the p r i n c i p a l , and he 
may sue or he sued thereon , though not named t h e r e i n . 1 1 

In an a c t i o n "by the u n d i s c l o s e d p r i n c i p a l a g a i n s t the o t h e r p a r t y to 
such a c o n t r a c t , the l a t t e r , i f he e n t e r e d i n t o the c o n t r a c t w i t h o u t 
knowledge of the agcncy or of f a c t s which charge him w i t h n o t i c e 
t h e r e o f , may a v a i l h i m s e l f o f any d e f e n s e which e x i s t e d i n h i s f a -
vor a g a i n s t the agent a t the t ime of the d i s c l o s u r e t o him of the e x -
i s t e n c e of the r e a l p r i n c i p l e . New J e r s e y Steam N a v i g a t i o n Co. v . 
Bank, supra; 2 C. J . p . 877; 21 R. C. L. S e c . 77, p . 901; Note 28 
L. R. A. ( N . S . ) 2 2 7 . 

In the c a s e of Bank of Washington v . T r i p l e t t & N e a l e , 26 U. S . 
( 1 P e t . ) 25 , the f a c t s wore t h e s e : T r i p l e t t & Nea le wore t h e own-
e r s of an i n l a n d b i l l o f exchange d a t e d June 19, 1817, drawn by 
W. H. B r i s c o e , f o r $ 6 2 5 . 3 4 , a t f o u r months a f t e r d a t e , i n f a v o r of 
T r i p l e t t & N e a l e , upon P e t e r A. Carnes, of Washington, D. C. 
T r i p l e t t & Nea le d e l i v e r e d the b i l l t o the c a s h i e r of Mechanics Bank 
o f A l e x a n d r i a , to be t r a n s m i t t e d t o . d .bank i n Washington f o r c o l -
l e c t i o n , and e n d o r s e d i t i n b lank f o r t h a t p u r p o s e . The c a s h i e r 
of the Mechanics Bank of A l e x a n d r i a endorsed the b i l l to the order 
o f S . E i l l i o t t , J r . , Cash ier of the Bank of Washington, and f o r -
warded t h e same by mai l t o the Bank of Washington f o r c o l l e c -
t i o n . T r i p l e t t & Neale broughtan a c t i o n a g a i n s t the Bank o f Wash-
i n g t o n t o r e c o v e r damages f o r mal -agency i n c o n n e c t i o n w i t h the 
c o l l e c t i o n of the b i l l . At the t r i a l , t h e Bank of Washington moved 
t h e cour t to i n s t r u c t t h e j u r y to f i n d a v e r d i c t i n i t s f a v o r . Two 
o f the grounds t h e r e f o r were the same as are h e r e s u g g e s t e d i n 
the c o n t e n t i o n s made by t h e d e f e n d a n t . Chief J u s t i c e Marsha l l , 
i n p a s s i n g on t h e s e c o n t e n t i o n s , s a i d : 

"The p l a i n t i f f s i n error (Bank of Washington) i n s i s t , that the 
c i r c u i t court ought to have given the ins truc t ions f i r s t asked, be-
cause , 1st , no p r i v i t y ex i s ted between the real holder".of the b i l l 
and the Bank of Washington; that bank was not the agent" of T r i p l e t t 
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& N e a l c , but was the agent of "i'vic Mechanics' Bank o f A l e x a n d r i a . 
Some c a s e s have been c i t e d , to show, t h a t i f an agent employed 
to t r a n s a c t a p a r t i c u l a r b u s i n e s s , engages another person t o do i t , 
t h a t o t h e r p e r s o n i s not r e s p o n s i b l e t o the p r i n c i p a l . On t h i s p o i n t , 
i t i s s u f f i c i e n t t~ say , t h a t t h e s e c a s e s , however c o r r e c t l y t h e y may 
have been d e c i d e d , o,re i n a p p l i c a b l e to the c a s e a t bar . The b i l l 
was not d e l i v e r e d to the Mechanics ' Bank of A l e x a n d r i a f o r c o l -
l e c t i o n , but f o r t r a n s m i s s i o n to some bank i n Washington, to be c o l -
l e c t e d : t h a t bank would, of course , bocomo the agent of the h o l d e r . 
By t r a n s m i t t i n g the b i l l , a s d i r e c t e d , the Mechanics'- Bank performed 
i t s duty , and the whole r e s p o n s i b i l i t y o f c o l l e c t i o n d e v o l v e d on 
the bank which r e c e i v e d the b i l l f o r t h a t purpose : the Mechanics ' 
Bank was t h e more channel through which T r i p l c t t & Neale t r a n s -
m i t t e d t h e b i l l to the Bank of Washington. 

"The d e p o s i t o f a b i l l i n one bank, to be t r a n s m i t t e d f o r c o l l e c -
t i o n , tc a n o t h e r , i s the common u s a g e , o f g r e a t p u b l i c c o n v e n i e n c e , 
the e f f e c t of which i s w e l l u n d e r s t o o d . This t r a n s a c t i o n was, un-
q u e s t i o n a b l y , of t h a t c h a r a c t e r : and t h e r e i s no reason f o r s u s p e c t -
ing t h a t t h e Bank of Washington d id not so understand, i t . The 
duty of t h a t bank was p r e c i s e l y the same, whoever might be the 
owner of the b i l l : raid i f i t was u n w i l l i n g to undertake the c o l l e c -
t i o n , w i t h o u t p r e c i s e i n f o r m a t i o n on t h e s u b j e c t , t h a t duty ought 
to have been d e c l i n e d . The custom to i n d o r s e a b i l l put i n bank 
f o r c o l l e c t i o n , i s u n i v e r s a l : and the Bank of Washington had no 
more r e a s o n f o r suppos ing t h a t T r i p l e t t & Nea le had c e a s e d to be 
the r e a l h o l d e r s , f r o n t h e i r indorsement , than f c r suppos ing t h a t 
the c a s h i e r of the Bank of Washington, had become the r e a l h o l d e r , 
by the indorsement to them. I t i s the customary p r o c e e d i n g f o r 
c o l l e c t i o n , i n such c a s e s ; and i s f o r the advantage of the p a r t y i n -
t e r e s t e d . " 

Assuming the t r u t h of the f a c t s a l l e g e d i n the compla int , we con-
c lude tha t the defendant undertook i n b e h a l f of the Lumber Com-
pany, the c o l l e c t i o n of the checks , and i s d i r e c t l y answerable t o 
the Lumber Company f o r any breach of i t s l e g a l d u t i e s i n connec-
t i o n t h e r e w i t h . 

Sfe f a r ae t h e r e c o r d now d i s c l o s e s , t h e defendant h a d no au-
t h o r i t y t o a c c e p t a n y t h i n g o ther than money i n payment o f t h e 
c h e c k s . When i t surrendered the checks and a c c e p t e d the d r a f t 
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of the C i t i z e n s Bank i n payment t h e r e o f , i t became l i a b l e to t h e 
owner of the checks f o r any r e s u l t i n g l o s s . F e d e r a l Reserve Bank 
v . Mal loy , 264 U. S . 160, 165 . 

Counsel f o r defendant urge t h a t under the p r o v i s i o n s of Regula-
t i o n J . ( 8 ) S e r i e s 1920 promulgated by the Federa l Reserve Board, 
i t was a u t h o r i z e d to a c c e p t the d r a f t of t h e C i t i z e n s Bank i n p a y -
ment of the c h e c k s . This i d e n t i c a l q u e s t i o n was p a s s e d on i n 
Bank V. Mal loy , supra, and d e c i d e d a d v e r s e l y to d e f e n d a n t ' s con-
t e n t i o n . 

I t f o l l o w s t h a t the second amended compla int s t a t e d a cause o f 
a c t i o n a g a i n s t the d e f e n d a n t , and t h a t the lower c o u r t e r r e d i n 
s u s t a i n i n g the demurrer t h e r e t o . The judgment i s t h e r e f o r e r e v e r s e d , 
and the cause remanded f o r f u r t h e r p r o c e e d i n g s i n c o n f o r m i t y w i t h 
t h i s o p i n i o n . 

F i l e d May 25 , 1925 . 

T r i e b e r , D i s t r i c t Judge, ( c o n c u r r i n g ) , 

I concur i n a r e v e r s a l o f t h i s judgment upon the ground t h a t 
the compla in t a l l e g e s t h a t the checks i n c o n t r o v e r s y were d e p o s i t e d 
w i t h t h e p l a i n t i f f "to t r a n s m i t f o r c o l l e c t i o n " , and upon the e x p r e s s 
agreement between i t and i t s d e p o s i t o r , t h a t : "Al l i t e m s a r e c r e d i t -
ed s u b j e c t t o f i n a l cash payment and a r e hand led a t r i s k o f d e p o s i t -
o r . " These a l l e g a t i o n s a r e a d m i t t e d by the demurrer to t h e com-
p l a i n t s 

The p l a i n t i f f was t h e r e f o r e a c t i n g o n l y a s a g e n t o f t h e d e p o s i t o r 
i n e n d o r s i n g and d e l i v e r i n g them t o the defendant f o r c o l l e c t i o n , 
and s u e s a s a s s i g n e e of the H a l l o c k & Howard liumber Company, i t s 
p r i n c i p a l , a l t h o u g h u n d i s c l o s e d a t the t ime the checks were d e -
l i v e r e d to t h e d e f e n d a n t . So f a r a s the defendant i s c o n c e r n e d , t h e 
u n d i s c l o s e d p r i n c i p a l may m a i n t a i n an a c t i o n a g a i n s t the a g e n t s e -
l e c t e d by i t s agent?' to c o l l e c t the checks a s e s t a b l i s h e d by t h e au-
t h o r i t i e s c i t e d i n t h e o p i n i o n of Judge P h i l l i p s . 

But c o u n s e l f o r the de fendant i n h i s b r i e f and argument i n s i s t e d 
t h a t S e c t i o n 11 o f paragraph "i" o f the F e d e r a l Reserve Act a u -
t h o r i z e d the Federa l Reserve Board "to make a l l r u l e s and r e g u l a -
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t i o n s n e c c s s a r y t o enab le s a i d Board e f f e c t i v e l y to perform the same, 
( r e f e r r i n g to the powers g r a n t e d to t h e F e d e r a l Reserve Bank) . 

That i n pursuance of t h a t a u t h o r i t y the F e d e r a l Reserve Board 
by R e g u l a t i o n "J", S e r i e s o f 1920, promulgated the f o l l o w i n g r u l e : 

" ( 8 ) . In h a n d l i n g i t e m s f o r member and nonmember c l e a r i n g 
banks, a F e d e r a l Reserve Bank w i l l a c t a s a g e n t o n l y . The Board 
w i l l r e q u i r e t h a t each member and nonmember c l e a r i n g bank au-
t h o r i z e i t s F e d e r a l Reserve Bank to send c h e c k s f o r c o l l e c t i o n t o 
banks on which checks a r e drawn, and, e x c e p t f o r n e g l i g e n c e , such 
F e d e r a l Reserve Bank w i l l assume no l i a b i l i t y . Any f u r t h e r r e -
quirements t h a t the Board may deem n e c e s s a r y w i l l be s e t f o r t h by 
the F e d e r a l Reserve Banks i n t h e i r l e t t e r s of i n s t r u c t i o n to t h e i r 
member and nonmember c l e a r i n g banks . Each F e d e r a l Reserve Bank 
w i l l a l s o promulgate r u l e s and r e g u l a t i o n s to be b i n d i n g upon 
a l l member and nonmember banks which a r e c l e a r i n g through t h e 
F e d e r a l Reserve Bank." 

That by t h a t r e g u l a t i o n each F e d e r a l Reserve Bank i s a u t h o r i z e d 
t o promulgate r u l e s and r e g u l a t i o n s t o be b i n d i n g upon a l l member 
and nonmember banks which a r e c l e a r i n g through the F e d e r a l Re-
s e r v e Bank. 

That pursuant to t h i s a u t h o r i t y the defendant F e d e r a l Reserve 
Bank i s s u e d General L e t t e r No. 223 , d a t e d November 15 , 1919, 
c o n t a i n i n g among o t h e r r e g u l a t i o n s , the f o l l o w i n g : 

"In a c c e p t i n g checks and d r a f t s from member and c l e a r i n g member 
banks, the Federa l Reserve Bank of Kansas C i t y w i l l a c t a s a g e n t 
o n l y , and w i l l be l i a b l e i n no c a s e , e x c e p t f o r n e g l i g e n c e . The 
F e d e r a l R e s e r v e Bank of Kansas C i t y r e s e r v e s t h e r i g h t t o charge 
back a g a i n s t t h e member of c l e a r i n g member b a n k ' s a c c o u n t , a l l u n -
p a i d i t e m s and any o t h e r i t e m s , r e t u r n s f o r which cannot be con-
v e r t e d i n t o a v a i l a b l e f u n d s . Such i t ems w i l l be charged back 
whether or no t the o r i g i n a l checks or d r a f t s can be r e t u r n e d t o 
the member or c l e a r i n g member bank. 

"The s e n d i n g o f i t ems by member and c l e a r i n g member banks to 
the F e d e r a l Reserve Bank of Kansas C i t y f o r c r e d i t w i l l be con-
s t r u e d a s a d o p t i n g the i n s t r u c t i o n s s t a t e d h e r e i n ; a c c e p t i n g the p r o -
v i s i o n s h e r e d e t a i l e d a s to r e l a t i o n s h i p of the F e d e r a l Reserve Bank 
of Kansas C i t y i n h a n d l i n g t r a n s i t b u s i n e s s ; and a u t h o r i z i n g t h e 
F e d e r a l Reserve Bank of Kansas C i t y i n i t s d i s c r e t i o n to forward 
any i t e m s f o r payment d i r e c t to the bank on which t h e y a r e drawn*" 
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And i t i s c l a i m e d t h a t t h e s e r e g u l a t i o n s of t h e Federa l Reserve 
Board a n d t h e de fendant F e d e r a l Reserve Bank have the same f o r c e 
and e f f e c t , a s i f a p a r t of the Act of Congress , and the c o u r t s 
w i l l take j u d i c i a l n o t i c e of them, w i t h o u t b e i n g p l e a d e d or e s t a b -
l i s h e d "by e v i d e n c e a t t h e t r i a l o f the cause , c i t i n g Caha v . U n i t e d 
S t a t e s , 152 U. S . 211 , and the many c a s e s f o l l o w i n g i t . Whether t h e 
a u t h o r i t y to make r u l e s and r e g u l a t i o n s a p p l i e s to any o t h e r powers 
o f t h e F e d e r a l Reserve Board than t h o s e s p e c i f i e d i n t h a t paragraph 
M i" , or a p p l i e s t o a l l the powers enumerated i n S e c t i o n 11 of the 
A c t , or whether Congress can g r a n t the power t o make r e g u l a t i o n s , 
which a r e to have the f o r c e and e f f e c t o f a law, t o o t h e r s than the 
P r e s i d e n t or t h e head of a department of the government, i t i s u n -
n e c e s s a r y to determine a t t h i s h e a r i n g , f o r t h e r e i s c e r t a i n l y no p r o -
v i s i o n i n t h e Act of Congress a u t h o r i z i n g the F e d e r a l Reserve Banks 
to make r e g u l a t i o n s , which s h a l l have the f o r c e and e f f e c t o f law 
and o f which the c o u r t s must -take j u d i c i a l n o t i c e , w i t h o u t "being 
p l e a d e d and e s t a b l i s h e d a t the t r i a l by competent e v i d e n c e . 

I t w i l l be n o t i c e d t h a t i n F e d e r a l R e s e r v e Bank v . Mal loy , 264 
U. S . 160 , 164 , t h e c o u r t d i d not determine whether t h e F e d e r a l Re-
s e r v e Bank was n e g l i g e n t i n s e n d i n g the check d i r e c t to the drawee 
bank, a s a u t h o r i z e d by t h a t r e g u l a t i o n of t h e Board, s a y i n g : 

"For the purpose of the c a s e , we assume the c o r r e c t n e s s of t h e 
d e c i s i o n be low, h o l d i n g t h a t the Richmond Bank was no t n e g l i g e n t 
i n s e n d i n g the check d i r e c t l y to t h e bank on which i t was drawn, 
and c o n s i d e r o n l y whether the a c c e p t a n c e of an exchange d r a f t , found 
to be w o r t h l e s s , i n s t e a d o f money, c r e a t e d an e n f o r c e a b l e l i a b i l i t y . " 

I t then p r o c e e d e d t o h o l d t h a t the a c c e p t a n c e of an exchange 
d r a f t , which p r o v e s w o r t h l e s s , makes the c o l l e c t i n g bank l i a b l e to 
the payee o f the check f o r the r e s u l t i n g l o s s . 

H c i t h e r o f t h e r e g u l a t i o n s , t h a t o f t h e F e d e r a l Reserve Board, or 
t h a t o f t h e F e d e r a l Reserve Bank was taken j u d i c i a l n o t i c e of by 
the c o u r t i n i t s o p i n i o n . 

I f t h e s e r e g u l a t i o n s or e i t h e r o f them have no t the f o r c e and 
e f f e c t o f a law, the c o u r t cannot t a k e j u d i c i a l n o t i c e of them, but 
t h e y must be p l e a d e d and a t the t r i a l e s t a b l i s h e d by proper e v i d e n c e . 
As t h e r e was no such p l e a , t h e c a s e h a v i n g been d i s p o s e d of on the 
demurrer to the amended compla in t , I concur i n a r e v e r s a l . 

F i l e d May 25 , 1925 . 
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BROOKINGS STATE BAH 

v . 

FEDERAL RESERVE BANK OF SAN MTCISCO. 

DECISION ON KOTION TO DISMISS. 

WOLVERTON, D. J . May 19, 1925 . 

Thu f i r s t q u e s t i o n i n t h i s c a s e a r i s e s 

under tho new a c t which was approved February 13, 1925, 

and which i s "brought i n t o r e q u i s i t i o n h e r e f o r showing 

t h a t t h i s cour t h a s been d e p r i v e d o f i t s j u r i s d i c t i o n 

t o e n t e r t a i n t h e c a u s e . Two or t h r e e s e c t i o n s of t h a t 

s t a t u t e arc r e l i e d upon f o r t h a t c o n t e n t i o n . I t i s p r o -

v i d e d by s e c t i o n 12: 

"Thal ia? d i s t r i c t court s h a l l have j u r i s d i c t i o n 
o f any a c t i o n or s u i t "by or . a g a i n s t any c o r p o r a t i o n 
upon the ground t h a t i t was i n c o r p o r a t e d "by or under 
an Act of Congress; Prov ided , t h a t t h i s s e c t i o n s h a l l 
not apply t o Any s u i t , a c t i o n , or p r o c e e d i n g "brought 
by or a g a i n s t a c o r p o r a t i o n i n c o r p o r a t e d by or under 
an Act o f Congress where in the Government of the 
U n i t e d S t a t e s i s the owner o f no r e than o n e - h a l f o f 
i t s c a p i t a l s tock . 1 1 

S e c t i o n 14 i s a l s o c i t e d , which r e a d s ; 

"That t h i s a c t s h a l l take e f f e c t t h r e e months 
a f t e r i t s approva l ; but i t s h a l l no t a f f e c t c a s e s 
t h e n p e n d i n g i n the Supreme Court, nor s h a l l i t 
a f f e c t t h e r i g h t to a rev i ew , pr t h e mode or t ime 
f o r e x e r c i s i n g the same, a s r e s p e c t s any judgment 
or d e c r e e e n t e r e d p r i o r to the da te when i t t a k e s 
e f f e c t . " 

Now, t h e r e i s t h o i n c l u s i o n i n t h e f i r s t r a s e o f 

c e r t a i n c o r p o r a t i o n s which own s t o c k t o e x c e e d o n e - h a l f 

o f the c a p i t a l s t o c k . That must be read a s e x c l u d i n g 

a l l o t h e r c o r p o r a t i o n s . And i n t h e segond e a s e , where 
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t h e s t a t u t e i n c l u d e s the r i g h t o f r e v i e w , or the mode or t h e 

t i n e o f e x e r c i s i n g the sruue, a s r e s p e c t s any juilgmont 

or d e c r e e e n t e r e d p r i o r t o t h e d a t e when i t t a k e s e f f e c t , 

t h e r e i s the i n c l u s i o n o f the judgnent and d e c r e e , and we 

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

where t h e c a s e s have n o t gone t o judgment o r d e c r e e . 

Based upon t h a t i d e a , t h e c o u r t i s . o f the o p i n i o n t h a t 

t h e s t a t u t e i t s e l f i s not p r o s p e c t i v e , b u t r e t r o s p e c t i v e . 

I have n o t a t t e m p t e d t o go i n t o t h e c o n s t i t u t i o n a l q u e s -

t i o n , wh ich h a s boon a b l y argued by the p l a i n t i f f ' s c o u n s e l . 

What he has h a d t o s a y i s q u i t e p e r s u a s i v e i n my mind, b u t , 

f o r ny p r e s e n t u n d e r s t a n d i n g and my p r e s e n t o p i n i o n , I 

b e l i e v e t h a t t h e s t a t u t e i t s e l f i s n o t p r o s p e c t i v e , but 

r e t r o s p e c t i v e , and t h a t t h a t s t a t u t e , a s i t a p p l i e s to 

t h i s c a s e , w i l l c u t o f f f u r t h e r l i t i g a t i o n . 

Tho o t h e r q u e s t i o n t h a t i s p r e s e n t e d i s whe ther o r 

n o t t h e c o m p l a i n t shows t h a t t h e r e i s a f e d e r a l q u e s t i o n 

i n v o l v e d . 

Mow t h e c o m p l a i n t , i n the f i r s t p l a c e , a l l e g e s ; 

"That the d e f e n d a n t , F e d e r a l R e s e r v e Bank of San 
F r a n c i s c o , i s a c o r p o r a t i o n o r g a n i z e d , c r e a t e d and e x i s t -
i n g u n d e r and by v i r t u e o f t h e l a w s o f t h e U n i t e d S t a t e s , 
and b e i n g t h o F e d e r a l r e s e r v e sy s t em of t h e U n i t e d S t a t e s , 
the p r i n c i p a l o f f i c e o f which i s i n t h e c i t y o f San Fran-
c i s c o , C a l i f o r n i a ; t h a t s a i d bank i s do ing b u s i n e s s w i t h i n 
t h o S t a t e o f Oregon rnd h a s du ly o r g a n i z e d a branch bank 
i n p u r s u a n c e o f t h e F e d e r a l R e s e r v e A c t , which s a i d branch 
bank i s l o c a t e d i n P o r t l a n d , Multnonah County, Oregon, and 
t h a t s a i d d e f e n d a n t i s c a r r y i n g on the b u s i n e s s o f a r e -
s e r v e bank and i s do ing b u s i n e s s w i t h i n t h e S t a t e o f Oregon.1 1 

In a d d i t i o n to t h a t , the c o m p l a i n t a l l e g e s : 
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"That t h o Federa l Rvservo Br.nk of San F r a n c i s c o , i n 
accordancc w i t h tho p o l i c y adopted by the Federa l Reserve 
Board and nmzorcus o ther Federa l Reserve Banks of the ,• 
U n i t e d S t a t e s , has determined upon a p o l i c y of par c l e a r -
ance f i r a l l c e n t e r bard's which upon j o i n i n g s a i d system 
are r e q u i r e d to af;ree t rcr . i t a t par , and the Federal 
Reserve Bank of S?a F r a n c i s c o , about the . l a s t of 1919 or 
the f i r s t of 1920, determined to f o r c e a l l banl:s t h r o u ^ o u t 
the t w e l f t h Federa l Reserve d i s t r i c t , and p a r t i c u l a r l y t h e 
p l a i n t i f f h e r e i n , to c l e a r checks a t par and d o t o m i n e d to 
r e q u i r e t h e p l a i n t i f f brnk to perform the s e r v i c e s a f o r e s a i d 
w i t h o u t compensat ion to i t . " 

And then i t g o e s on to c i t e p a r t i c u l a r i n s t a n c e s . 

Those twe c l a u s e s ccmorise a l l tladt i s c o n t a i n e d i n 

the compla int touch ing the f e d e r a l q u e s t i o n , and the ques -

t i o n a r i s e s whether t h a t i s s u f f i cicbit t o p r e s e r v e the com-

p l a i n t a s a good p l e a d i n g . 

How, t h a t i t m y not be s a i d t h a t I have o v e r l o o k e d 

the p r i n c i p l e upon which tho p l e a d i n g m s t s tand, I w i l l 

quote from d e f e n d a n t ' s b r i e f . In the c a s e of Hul l v . Burr, 

234 U. S . 272 , the c o u r t s a y s ; 

"The g e n e r a l r u l e i s f i r m l y e s t a b l i s h e d t h a t a s u i t 
does not so a r i s e under the laws of the U n i t e d S t a t e s u n l e s s 
i t r e a l l y and s u b s t a n t i a l l y i n v o l v e s a d i s p u t e or c o n t r o v e r s y 
r e s p e c t i n g the v a l i d i t y , c o n s t r u c t i o n , or e f f e c t ; o f sonic law 
of the U n i t e d S t a t e s , upon the d e t e r m i n a t i o n of which the r e -
s u l t depends . And t h i s o u s t appear not by mere i n f e r e n c e , 
but by d i s t i n c t averments a c c o r d i n g t o the r u l e s of good 
p l e a d i n g ; not t h a t m a t t e r s of law must be p l e a d e d as such, 
but t h a t the e s s e n t i a l f a c t s a v e r r e d must show, not a s a 
mat t er of mere i n f e r e n c e or argument, but c l e a r l y and d i s -
t i n c t l y , t h a t s u i t a r i s e s under some f e d e r a l l aw ." 

There i s another c a s e which I w i l l read f r o m 

"When a s u i t does not r o a l l y and s u b s t a n t i a l l y i n v o l v e 
a d i s p u t e or c o n t r o v e r s y a s to the e f f e c t or c o n s t r u c t i o n of 
the C o n s t i t u t i o n or laws of the U n i t e d S t a t e s , upon the d e t e r -
m i n a t i o n of which the r e s u l t depends, i t i s not a s u i t a r i s i n g 
under the C o n s t i t u t i o n or l a w s . And i t n a s t appear on the 
record , by a s ta tement in legpl, ,->nd l o g i c a l form, such a s i s 
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r e q u i r e d i n rood p l u a d i n r , t h a t the s u i t i s one which docs 
r e a l l y and s u b s t a n t i a l l y i n v o l v e a d i s p u t e or c o n t r o v e r s y 
a s to a r i ^ h t which depends on the c o n s t r u c t i o n o f t h e Con-
s t i t u t i o n or sonc law or t r e a t y of the U n i t e d S t a t e s , b e f o r e 
j u r i s d i c t i o n can be m a i n t a i n e d on t h i s ground." 

That i s the s t a t e n o n t of Chief J u s t i c e F u l l e r i n wes tern 

Union Te legraph Co. v . Ann Arbor R a i l r o a d Conoany, 178 U. S. 

239 . 

A f u r t h e r r e f e r e n c e i s nade to the r u l e i n Far son v . 

C i t y o f Chicago, 138 Fed. 184. There the c o u r t s a y s : 

"The c o u r t n u s t l ook to the subs tance of the b i l l 
to determine whether t h i r d i s i n f a c t a f e d e r a l q u e s t i o n 
p r e s e n t e d , or whether the f e d e r a l q u e s t i o n , i f t h e r e be 
one, i s but i n c i d e n t a l to the c o n t r o v e r s y . . . . The f e d e r a l 
c o u r t s s h o u l d be s low t o assur.e j u r i s d i c t i o n , u n l e s s i t 
appears t h a t a f e d e r a l q u e s t i o n i s n e c e s s a r i l y i n v o l v e d . M 

What i s n c a n t t h e r e by an i n c i d e n t a l q u e s t i o n maybe 

i l l u s t r a t e d by s u i t f o r t i t l e under a p a t e n t , where i t i s 

q u e s t i o n e d a s t o whether the p a t e n t i t s e l f was l e g a l l y 

i s s u e d . That i s i n c i d e n t a l - t h a t does not i n v o l v e a 

f e d e r a l q u e s t i o n . 

How, we a l l unders tand very w e l l what a f e d e r a l ques -

t i o n i s . I t i s a q u e s t i o n t h a t a r i s e s "under the C o n s t i t u t i o n 

o r laws of the U n i t e d S t a t e s , or t r e a t i e s made or which 

s h a l l bo nade under t h e i r a u t h o r i t y . This c l a s s i s connonly 

c a l l e d f e d e r a l q u e s t i o n s , and a f e d e r a l q u e s t i o n i s i n v o l v e d 

not n e r e l y when the c o n s t r u c t i o n of a f e d e r a l s t a t u t e i n c i -

d e n t a l l y a r i s e s , but when the c a s e n e c e s s a r i l y turns upon t h e 

c o n s t r u c t i o n of the f e d e r a l l aws , a s vdien the p l a i n t i f f would 

be d e f e a t e d by one c o n s t r u c t i o n , or s u c c e s s f u l by a n o t h e r . " 
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That i s found a t page 235 , Heches* Federal Procedure ( 2 E d . ) 

And i t i s s a i d f u r t h e r , a s to p l e a d i n g s ( p . 3 6 ) : "In order 

f o r t h i s ground o f j u r i s d i c t i o n to e x i s t , a c o r e g e n e r a l 

a l l e g a t i o n t h a t the p l a i n t i f f ' s c a s e r e s t s upon a c o n s t r u c -

t i o n of t h e f e d e r a l C o n s t i t u t i o n or s t a t u t e s i s not s u f f i c i e n t . 

The f a c t s i n h i s p l e a d i n g s n u s t show t h i s . And i t must a l s o 

appear t h a t t h e p l a i n t i f f ' s own e a s e n e c e s s a r i l y depends upon 

t h e c o n s t r u c t i o n of the f e d e r a l C o n s t i t u t i o n or s t a t u t e s . " 

I have read t h o s e a u t h o r i t i e s so t h a t i t n i g h t he under -

s t o o d t h a t the cour t i s not o v e r l o o k i n g the p r i n c i p l e s o f 

p l e a d i n g upon which a f e d e r a l q u e s t i o n n u s t r e s t b e f o r e the 

p l e a d i n g can be pronounced t o i n c l u d e a f e d e r a l q u e s t i o n . 

How, i n order to determine whether or no t t h e r e i s a 

f e d e r a l q u e s t i o n i n e x i s t e n c e h e r o , t h e c a s e of Farmers and 

Merchants Bank of Monroe, North C a r o l i n a , e t a l . v . F e d e r a l 

Reserve Bank o f Richmond, V i r g i n i a , (262 U. S . 6 4 9 ) , o r sone 

p a r t s o f i t , nay be read K i t h e f f e c t . Th i s , I s h o u l d say , i s 

a c a s e where the S t a t e of Herth Caro l ina had p a s s e d an a c t 

which was thought by the p l a i n t i f f s t o impinge upon the Con-

s t i t u t i o n of the U n i t e d S t a t e s , and the a c t i t s e l f s e t f o r t h 

i t s p r o v i s i o n s t o u c h i n g the m a t t e r s t h a t a r e h e r e now i n v o l v e d . 

The c o u r t had under c o n s i d e r a t i o n t h a t a c t , a s t o whether i t 

was c o n s t i t u t i o n a l , and, a f t e r s e t t i n g f o r t h the p r o v i s i o n s 

o f the F e d e r a l Reserve A c t , s e c t i o n 13, and commenting upon 

t h a t , and a s s e r t i n g what i s meant by i t , the c o u r t g o e s on 

and r e f e r s t o the Hardwick Amendment, which d e c l a r e s ; 
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"That no thin," i n t h i s or any o ther s c c t i o n o f t h i s Act 
s h a l l be c o n s t r u e d a s p r o h i b i t i n g a member or nonnenber bank 
from n o k i n g r e a s o n a b l e charges , to be dctorr . lncd and r e g u -
l a t e d by the F e d e r a l Reserve Board, but i n no c a s e to e x c e e d 
10 c e n t s per $100 or f r a c t i o n t h e r e o f , based on the t o t a l of 
chocks and d r a f t s p r e s e n t e d a t nay one t i n e , f o r c o l l e c t i o n or 
payment of chocks and d r a f t s and r e m i s s i o n t h e r e f o r by exchange 
or o t h e r w i s e ; but no such charges 43ha.ll be ma_e a g a i n s t t h e 
Federa l r e s e r v e banks ." 

And t h a t i s what i s i n v o l v e d h e r e very l a r g e l y . A f t e r 

c i t i n g tha t anond.:;ont, the c o u r t c i t e s the o p i n i o n of the 

A t t o r n e y General i n h i s a d v i c e to t h e P r e s i d e n t , a s f o l l o w s : 

"The Federa l r e s e r v e a c t , however, does not command or 
compel t h o s e S t a t e banks to f o r e g o any r i f jht t h e y may have 
under t h e S t a t e laws to make charges i n c o n n e c t i o n w i t h the 
payment of checks drawn u^on then . The a c t mere ly o f f e r s the 
c l e a r i n g and c o l l e c t i o n f a c i l i t i e s of the Federa l r e s e r v e banks 
upon s p e c i f i e d c o n d i t i o n s . I f the S t a t e banks r e f u s e t c conply 
w i t h t h e c o n d i t i o n s by i n s i s t i n g upon making chargos a g a i n s t 
the F e d e r a l r e s e r v e barks , the r e s u l t w i l l s imply bo, so f a r 
a s t h e F e d e r a l Reserve Act i s concerned, t h a t s i n c e the F e d e r a l 
r e s e r v e banks can not pay t h e s e charges t h e y cannot c l e a r or 
c o l l e c t checks on banks demanding such paynent from t h e n . " 

Thenthe cour t g o e s on to say , s t a t i n g the c o n d i t i o n s 

upon which t h i s q u e s t i o n a r o s e and the cause f o r i t : 

"The Federa l Reserve Board andthe f e d e r a l r e s e r v e banks 
were t h u s a d v i s e d tha t they were p r o h i b i t e d fro:.: pay in; - an 
exchange charge t o any bank. But t h e y b e l i e v e d t h a t i t was 

• t h e i r duty to a c c e p t f o r c o l l e c t i o n any chock on any bank; 
and t h a t Congress had imposed upon then the duty o f making 
par c l e a r a n c e and c o l l e c t i o n o f checks u n i v e r s a l i n the U n i t e d 
S t a t e s . So t h e y undertook t c b r i n g about a c q u i e s c e n c e of the 
remain ing s t a t e banks t o the system of par c l e a r a n c e . Some 
of the n o n a s s o n t i n g s t a t e banks made stubborn r e s i s t a n c e . To 
overcome i t the r e s e r v e banks h o l d t h e m s e l v e s out a s prepared 
t o c o l l e c t a t . p a r a l s o checks on the s t a t e banks which d i d no t 
a s s e n t to par c l e a r a n c e . This they did by p u b l i s h i n g a l i s t , " 
e t c . (Going on t o s t a t e what was done and t h e e f f o r t s t h a t 
wore made). 
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2Tow, t h e r e v.ts a f o u r t h c n t e n t i n a r a i n s t the c o n s t i -

t u t i o n a l i t y of t h e iTcrth C a r o l i n a A c t , and t h e c o u r t , i n 

coL- iunt inf upon t h a t c o n t e n t i o n , h a s t h i s t o s a y : 

"One c n t e n t i n n i s t h a t S e c . 2 c o n f l i c t s w i t h the F e d e r a l 
R e s e r v e Act b e c a u s e i t p r e v e n t s the f e d e r a l r e s e r v e banks 
f r r* c o l l e c t i n g c h e c k s of such s t a t e banks a s do n o t a c q u i e s c e 
i n t h e p l a n f o r g e t c l e a r a n c e . The argument r e s t s on t h e a s -
sumpt ion t h a t the F e d e r a l R e s e r v e Bank o f RichnonJ i s o b l i g e d 
t o r e c e i v e f o r c o l l e c t i o n any check upon any F o r t h C a r o l i n a 
s t a t e bank, i f such check i s p a y a b l e upon p r e s e n t a t i o n ; and 
i s o b l i g e d to c o l l e c t t h e s ® c a t par w i t h o u t a l l o w i n g deduc -
t i o n s f o r exchrjif-e or o t h e r c h a r g e . But n e i t h e r S e c . 13 , nor 
any o t h e r p r o v i s i o n ! of t h e F e d e r a l R e s e r v e A c t , i m o s e s upon 
r e s e r v e banks any o b l i g a t i o n to r e c e i v e c h e c k s f o r c o l l e c t i o n . 
The a c t v .erely c o n f e r s a u t h o r i t y t o dc s o . **** Moreover, 
e v e n i f i t c o u l d be b a l d t h a t t h e r e s e r v e banks a r c o r d i n a r i l y 
o b l i g e d t o c o l l e c t chocks f o r a u t h o r i z e d d e p o s i t o r s , i t i s c l e a r 
t h a t t h e y a r e n o t r e q u i r e d to do so where t h e drawee h a s r e f u s e d 
t.-. r e m i t e x c e p t upon a l l o w a n c e o f exchange c h a r g e s which r e s e r v e 
banks a r c n o t p e r m i t t e d t o p a y . " 

Then i n a n s w e r i n g t h e f i f t h c o n t e n t i o n o f the u n c o n s t i t u -

t i o n a l i t y o f t h a t a c t , t h e c o u r t s a y s : 

"The f u r t h e r c o n t e n t i o n i s nade t h a t S e c . 2 c o n f l i c t s w i t h 
t h e F e d e r a l R e s e r v e Act b e c a u s e i t i n t e r f e r e s w i t h t h e duty o f 
the F e d e r a l R e s e r v e Board to e s t a b l i s h i n t h e U n i t e d S t a t e s a 
u n i v e r s a l s y s t e n o f p a r c l e a r a n c e and c o l l e c t i o n o f c h e c k s . 
Cengross d i d n o t i n t e r e s c o n f e r upon t h e F e d e r a l R e s e r v e Board 
o r t h e f e d e r a l R e s e r v e banks a duty to e s t a b l i s h u n i v e r s a l p a r 
c l e a r a n c e nnd c o l l e c t i o n o f c h o c k s ; and t h e r e i s n o t h i n g i n t h e 
o r i g i n a l a c t o r i n any anendnent fror . wh ich such duty t o coirpel 
i t s a d o p t i o n n a y be i n f e r r e d . " 

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

"Moreover, t h e c o n t e n t ! n t h a t Congress h a s imposed upon 
t h e Board the duty o f c s t a b l i s h i n f : u n i v e r s a l p a r c l e a r a n c e end 
c o l l e c t i o n o f chocks through t h e f e d e r a l r e s e r v e banks i s i r -
r e c o n c i l a b l e w i t h t h e s p e c i f i c p r o v i s i o n o f the Hardwick Ancnd-
r.'.cnt which d e c l a r e s t h a t e v e n a n e n b e r or an a f f i l i a t e d n o n - n e n -
ber nay r^ako a U n i t e d charge ( e x c e p t to f e d e r a l r e s e r v e b a n k s ) 
f o r 'payment o f c h e c k s and . . . r e m i s s i o n t h e r e f o r by exchange 
or o t h e r w i s e . 1 The r i r h t to nake a charge f o r p a y n c n t of c h e c k s , 
t h u s r e g a i n e d by c e n b e r and p r e s e r v e d t o a f f i l i a t e d n o n - n e n b v r 
banks , shows t h a t i t was n o t i n t e n d e d , or e x p e c t e d , t h a t t h e 
f e d e r a l r e s e r v e banks would becone t h e u n i v e r s a l a g e n c y f o r c l e a r -
ance o f c h e c k s . " 
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Hot;, t h a t shows very p e r t i n e n t l y raid p o i n t e d l y t h a t 

the q u e s t i o n i s h e r e , m& i t i s f c d o r a l q u e s t i o n , whether 

or not the Jtodorel Be s e r v e 3nak nay conpe l par c l e a r a n c e "by 

st-- t o banks «.'ho a r e n o n - a f f i l i a t e d banks . That i s the q u e s t i o n 

upon which t h i s c a s e i s founded, and i t i n c l u d e s the a t t e q p t 

on the p a r t of the Federa l Reserve Bank to do an a c t t h a t i t 

was u n a u t h o r i z e d to do - that Congress d id n o t a u t h o r i z e i t to 

do; and i t p e r s i s t e d i n t h a t . This c a s e t h a t I have read 

f r c n shows tha.t , and t h e c a s e I have "before no shows i t , -

t h a t t h e F e d e r a l Beserve Bank p e r s i s t e d upon i t s a l l e g e d r i g h t , 

power and a u t h o r i t y to p r o c e e d t o c o l l e c t , and to corjyel the 

s t a t e "banks, n o n - a f f i l i a t e d "banks, to c l e a r a t p a r . I t i s an 

a u t h o r i t y i t d i d not have , and t h e court has so h e l d . And t h i s 

court has so h e l d . 

Now, the cruc ia l t e s t in t h i s case, and the crucia l 

quest ion - and i t i s a federal question - i s whether or not 

the Federal Reserve Bank can enforce such c o l l e c t i o n . I t i s 

a l l f o l l y f o r a person to say that that question i s not a 

question in t h i s case . The only question i s as to whether 

i t has been s u f f i c i e n t l y a l l e g e d so as to base .a complaint 

upon i t ; that i s , so a s to make the complaint s u f f i c i e n t i n 

i t s a l l e g a t i o n s . I think, taking the complaint a l l together, 

that i t i s s u f f i c i e n t . I t s t a t e s , f i r s t , that the Federal 

Reserve Bank i s an organization under the Act of Congress; 

and then i t s t a t e s , second, that that organization has 
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e n t e r e d upon a c e r t a i n p o l i c y , m l t h a t i t i s p r o c e e d i n g 

t 4 c a r r y out t h a t p o l i c y ; and t h a t s p e c i a l l y i n t h i s e a s e 

i t i s p r o c e e d i n g to e n f o r c e c o l l e c t i o n on a par b a s i s , So 

t h e r e i s your f e d e r a l q u e s t i o n . I t i s i n v o l v e d h e r e . I t 

i s not s t a t e d s p e c i f i c a l l y and p e r t i n e n t l y t o tha t end, but 

I t h i n k t h e r e i s enough i n the complaint to e s t a b l i s h t h a t 

i t i s good - e s p e c i a l l y a t t h i s t i n e . I f t h e p o i n t had b e e n 

r a i s e d on denurrer to the c o n p l r i n t , a s to whether t h i s con-

p l a i n t s t a t e d a cause of a c t i o n on t h a t p o i n t , the cour t would 

probably have s u s t a i n e d t h e d e m r r o r . But t h i s c a s e h a s rone 

on, an answer h a s been f i l e d , i t h a s been t r i e d p a r t i a l l y , and 

now a new t r i a l i s coning up, and the complaint i s e n t i t l e d to 

a l i b e r a l c o n s t r u c t i o n . I jan r i v i n g i t t h a t c o n s t r u c t i o n now. 
• T . - " 

I t swens to no t h a t , under the c i r c u r . s t a n c e s , t h i s c a s e ought 

not tc f a l l s imply because the j u r i s d i c t i o n o f the c o u r t has 

been taken ssray f r o n i t to t r y c a s e s on the u i n p l e ground t h a t 

.no o f the p a r t i e s i s a c o r p o r a t i o n i n c o r p o r a t e d under an Act 

o f Congress . 

This i s z y c : n c l u s i o n , and I w i l l o v e r r u l e the n o t i o n . 

I w i l l say t o c o u n s e l f o r p l a i n t i f f t h a t , i f i n t h e i r 

a d v i e e n e n t , t h e y d e s i r e t o ar.end t h i s compla int , they nay have 

a u t h o r i t y t o do s o . 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



e - • # 

( COPY ) 

FEDERAL RESERVE BAM OF DALLAS 

496 

X-4372 

June 2 6 , 1925 . 

My dear Governor C r i s s i n g e r : 

R e f e r r i n g to our exchange o f t e l e g r a m s y e s t e r d a y , i n d i s -
c u s s i n g t h e m a t t e r w i t h Mr. G i l b e r t and Mr. S t r o u d , t h e l a t t e r 
brought up a p o i n t t h a t I t h i n k i s worthy o f s u b m i s s i o n t o t h e 
F e d e r a l Reserve Board f o r i t s c o n s i d e r a t i o n . 

These m a t t e r s c o n c e r n i n g which i t seems d e s i r a b l e t o employ 
a s p e c i a l c o u n s e l a r e not u n l i k e l y t o a r i s e from t ime to t ime and, 
though, l i k e t h i s one , t h e y may be q u i t e i m p o r t a n t , t h e importance 
may p r o b a b l y be a c c e n t u a t e d or e v e n o v e r - e m p h a s i z e d by t h e a c t i o n 
of employ ing s p e c i a l c o u n s e l of n a t i o n a l r e p u t a t i o n and o u t s t a n d i n g 
a b i l i t y a t t h e t ime t h e y a r i s e . Our v iew h e r e i s t h a t i t might be 
w e l l f o r t h e Board, i n i t s own b e h a l f and r e p r e s e n t i n g t h e t w e l v e 
banks , to g i v e c o n s i d e r a t i o n to employ ing c o u n s e l on a s p e c i f i e d 
r e t a i n e r so t h a t such c o u n s e l would not o n l y be a v a i l a b l e f o r c a s e s 
l i k e t h e A t l a n t a and San F r a n c i s c o c a s e s , but c o u l d a l s o a c t a s a 
s o r t of C l e a r i n g House f o r t h e l e g a l departments o f a l l t h e F e d e r a l 
R e s e r v e Banks . 

We a p p r e c i a t e f u l l y t h a t n o t h i n g s p e c i f i c c o u l d be done about 
i t a t t h i s t ime s h o u l d t h e s u g g e s t i o n a p p e a l t o the Board, but 
t h a t i t would p r o b a b l y make a l i v e t o p i c o f d i s c u s s i o n f o r a j o i n t 
c o n f e r e n c e and t o t h a t end might be p u t on t h e n e x t program a s a 
t o p i c s u g g e s t e d by t h e F e d e r a l Reserve Board. I n t h e meantime i t 
might be w e l l f o r t h e m a t t e r to be d i s c u s s e d , even though i n f o r m a l l y , 
a t the coming C o u n s e l s ' Conference which I u n d e r s t a n d i s t o be h e l d 
i n Washington some t ime i n J u l y . 

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

( S i g n e d ) l y n n P . T a l l e y 
F e d e r a l Reserve A g e n t . 

Mr. -D. E . C r i s s i n g e r , Governor, 
F e d e r a l Reserve Board, 
Washington, D.C. 
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June 30, 1925. 

% 

Dear Mr. T&lley: 

Governor C r i s s i n g e r brought to t h e a t t e n t i o n of 
the Board t h i s morning your l e t t e r of June 2 6 t h , i n 
which you submit the s u g g e s t i o n tha t the Board employ 
a s p e c i a l c o u n s e l on a s p e c i f i e d r e t a i n e r , who would 
not o n l y be a v a i l a b l e f o r c a s e s such a s the par c l e a r -
ance s u i t s brought a g a i n s t the F e d e r a l Reserve Banks 
of A t l a n t a and San F r a n c i s c o , but c o u l d a l s o a c t a s a 
s o r t of c l e a r i n g house f o r the l e g a l departments of 
a l l the F e d e r a l r e s e r v e banks . 

This m a t t e r w i l l be d i s c u s s e d by t h e F e d e r a l r e -
s e r v e bank c o u n s e l a t t h e i r mee t ing on J u l y 13 th , and 
w i l l a l s o be made a t o p i c f o r c o n s i d e r a t i o n a t the con-
f e r e n c e of Governors and F e d e r a l r e s e r v e a g e n t s i n t h e 
f a l l . 

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

( s i g n e d ) 

Walter L. Eddy, 
S e c r e t a r y . 

Mr, l y n n P . T a l l e y , 
F e d e r a l Reserve Agent , 
F e d e r a l Reserve Bank, 
D a l l a s , Texas . 
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ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

January % 1925, 
S t . 4388. 

SUBJECT: C e r t i f i c a t i o n of Franchise Taxes 
paid on December 3%, 1924. 

Dear S i r : 

In accordance with the p r a c t i c e adopted a t 
the sugges t ion of the Treasury Department, the Board 
r eques t s t h a t you have the Audi tor of your bank p r e -
p a r e and. forward, t o the Under-Secre tary of the Treas -
u ry , Washington, D. C. , a s ta tement showing the f o l -
1 owing i nf or mat ion: 

F i r s t . Gross earn ings , c u r r e n t expenses, 
and p r o f i t and. l o s s account f o r t h e 
ca lendar year 1524, i n t he form of 
t a b l e s 73 and 74 p r in t ed on pages 
167-170 of the Board ' s 1923 annual 
r e p o r t , except t h a t the amounts 
should be given in d o l l a r s and c e n t s . 

Second. Statement of c o n d i t i o n ( i n d o l l a r s 
and cen ts ) a f t e r c l o s ing of books 
on December j l , 1924, p repared in 
the form of the Board ' s conso l ida t ed 
weekly p r e s s s ta tement of c o n d i t i o n 
of Federa l r e se rve banks. This 
s ta tement should a l s o g ive , as a 
memorandum item, the amoupt of the 
bank ' s subscribed, c a p i t a l on Decem-
ber 31, 1924, a l so the ba lance i n 
your surp lus account a f t e r c l o s i n g 
of books on December 31? 1923* 

On the l a s t sheet of these s t a tements should 
appear the A u d i t o r ' s c e r t i f i c a t i o n , counters igned by 
the Governor or a Deputy Governor, r ead ing as f o l l o w s : 

"I hereby c e r t i f y t h a t I have examined the 
above s ta tements of earn ings , expenses, and p r o f i t and 
l o s s of the Federa l Reserve Bank of 
f o r t he ca lendar year 1924, and the c o n d i t i o n s ta tement 
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of such bank a f t e r c los ing o f books on December 31» 1924; , 
that the items in such statements are correct as shown by 
the records of such Federal reserve bank; that such p r o f i t 
and l o s s statement shows a l l items of ga in during the per-
iod; that a l l deductions made from gross and net earnings 
in such statement appear t o be f a i r , just and reasonable 
in a l l respects ; and that , as shown thereon, there was 
$ ' due the United States under the prov i s -
ions of Sect ion 7 of the Federal Reserve Act approved De-
cember 23, 1913, &s amended by the Act of March 3, 1919»" 

Auditor, Federal Reserve 
Bank of 

COUNTERSIGNED: 

In the event that no franchise tax was paid on 
December 31> 1924, the underlined. p:crticn of the above 
c e r t i f i c a t i o n should read, "and that there was no amount 
due the United States under the provis ions of Sect ion 7 
of the Federal Reserve Act approved December 23, 1913> a s 

amended by the Act of March 3> 1919•" 

Kindly furnish the Board with a dupl icate copy 
of the c e r t i f led. statements forwarded to the Treasury 
Department. 

Very truly yours, 

Walter L. B3dy, 
Secretary. 

TO CHAIRMEN OF AH, FEDERAL RESERVE BANKS. 
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FEDERAL RESERVE BOARD 500 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD January 29 , 1925. 

S t . 4413. 

SUBJECT: Method o f Account ing , S p e c i a l Investment 
Account , Federa l Reserve System. 

Dear S i r : 

In order to comply w i t h the new method o f a c c o u n t i n g i n 
c o n n e c t i o n w i t h the purchase and s a l e o f United S t a t e s s e c u r i t i e s 
by the Open Market Investment Committee, o f which you have "been 
adv i sed by the S e c r e t a r y o f the Committee, F e d e r a l r e s e r v e banks 
should h e r e a f t e r r e p o r t o n l y the t o t a l h o l d i n g s o f such s e c u r i t i e s 
on the f a c e s i d e of b a l a n c e s h e e t form 3^> i n s t e a d o f combining 
t h e s e i n v e s t m e n t s w i t h L i b e r t y bonds , Treasury n o t e s , and c e r -
t i f i c a t e s o f i n d e b t e d n e s s , r e s p e c t i v e l y , he ld i n t h e r e g u l a r i n -
vestment a c c o u n t . On Wednesday, February 4 , and on e v e r y Wednesday 
t h e r e a f t e r , the committee w i l l t e l e g r a p h you the c l a s s i f i c a t i o n o f 
your p a r t i c i p a t i o n i n the s p e c i a l i n v e s t m e n t a c c o u n t so t h a t the 
d a t a may be used i n the p r e p a r a t i o n o f your week ly p r e s s s t a t e m e n t , 
but i t w i l l n o t be n e c e s s a r y f o r you to t e l e g r a p h t h i s c l a s s i f i c a t i o n 
to the Board. I t shou ld , however, be shown on the r e v e r s e s i d e o f 
b a l a n c e s h e e t form 3^ a g a i n s t the c a p t i o n s prov ided t h e r e f o r . 

On the f a c e s ide o f form 3^ your t o t a l p a r t i c i p a t i o n in 
t h e s p e c i a l inves tment account should be r e p o r t e d a g a i n s t c a p t i o n 
" P a r t i c i p a t i o n - s p e c i a l inves tment account" code word BAIT, im-
m e d i a t e l y f o l l o w i n g "Treasury c e r t i f i c a t e s o f i n d e b t e d n e s s . " Code 
word LADD now shown i n the m a t u r i t y d i s t r i b u t i o n o f c e r t i f i c a t e s o f 
i n d e b t e d n e s s on the r e v e r s e s i d e o f form 34 should be omi t ted from 
the form 3^ t e l e g r a m s h e r e a f t e r , a s the m a t u r i t y d i s t r i b u t i o n b e -
g i n n i n g Wednesday, February 4 , w i l l cover o n l y c e r t i f i c a t e s o f 
i n d e b t e d n e s s he ld i n your r e g u l a r inves tment a c c o u n t . 

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

E. L. Smead, C h i e f , 
D i v i s i o n o f Bank O p e r a t i o n s . 
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501 
FEDERAL RESERVE BOARD 

WASHINGTON y e b r u a r y 1925 
S t . UU27 . 

SUBJECT: Revised forms St. 51, S t . 3501, and S t . 92a. 

Bear S i r : 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

There are a t tached he re to copies of r ev i sed forms S t , 51 - P r i n c i p a l 
resources and l i a b i l i t i e s of r e p o r t i n g member "banks in s e l ec t ed c i t i e s , 
S t . 3501 - Monthly r e p o r t of member bank d e p o s i t s , and St , 92a - Daily con-
densed cond i t i on s ta tement of Federa l reserve bank. A supply of each of the 
forms i s be ing forwarded to you today under s epa ra t e cover . The p r i n c i p a l 
changes in the forms a re as f o l l o w s : 

Form St . 51. P rov i s ion has been made f o r r e p o r t i n g the p r i n c i p a l r e -
sources and l i a b i l i t i e s of member banks in each of the se lec ted c i t i e s of the 
d i s t r i c t , i . e . , t o t a l f i g u r e s f o r each se lec ted c i t y . Code words have been 
p rov ided , however, only f o r the d i s t r i c t t o t a l s , s ince the Board ' s weekly 
member bank p r e s s s ta tement no longer shows the t o t a l s f o r Federa l r e se rve 
bank c i t i e s , f e d e r a l r e se rve branch c i t i e s , and a l l o ther s e l ec t ed c i t i e s . As 
ind ica t ed in the note on the form, the r e p o r t i s to be mailed so as to reach 
Washington not l a t e r than 9 o ' c l o c k each Wednesday morning, or i f t h i s i s not 
p r a c t i c a b l e , the t o t a l f i g u r e s f o r the d i s t r i c t a re to be te legraphed aga ins t 
the code words provided t h e r e f o r and the mai l r epor t s en t a t your e a r l y con-
venience. 

Form St . 3501. The new form shows th ree grand t o t a l i tems i n a d d i t i o n 
to those now r e p o r t e d , and the no te has been changed to provide t h a t the r e -
p o r t be mailed h e r e a f t e r , p r o v i d i n g i t can be mailed in time to reach the 
Board ' s o f f i c e s by the 20th of the month. Otherwise the i tems f o r which code 
words have been provided are to be telegraphed , and the complete r e p o r t s en t 
by m a i l . 

Form St . 92a. The d i s t r i b u t i o n of discounted b i l l s according to 
paper secured by Government o b l i g a t i o n s and paper otherwise secured and un-
secured has been e l i m i n a t e d , so t h a t h e r e a f t e r only the t o t a l amount of b i l l s 
held under disco.unt f o r member banks i s to be r e p o r t e d . In a d d i t i o n , p r o v i s i o n 
has been made f o r r e p o r t i n g s e p a r a t e l y the t o t a l hold ings of United S t a t e s 
Government s e c u r i t i e s . 

Very t r u l y yours , 

Walter L. Eddy, 
Sec r e t a ry . 

LETTER TO ALL FEDERAL RESERVE AGENTS EXCEPT NEW YORK AND CHICAGO. Digitized for FRASER 
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FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

February 10 , 1925. 
St. 4422. 

t 
\ SUBJECT: Cond i t i on o f Member Banks 

as o f December ^1, 1924. 

Dear S i r : 

For your i n f o r m a t i o n t h e r e i s e n c l o s e d 

h e r e w i t h a p r e l i m i n a r y s tatement r e g a r d i n g the con-

d i t i o n o f a l l member banks combined a s o f December 

3 1 , 1924. The B o a r d ' s a b s t r a c t (No. 27) showing 

the d e t a i l e d f i g u r e s f o r S t a t e bank and Trus t con>-

pany members and the combined f i g u r e s f o r a l l mem-

b e r banks i s now i n the hands o f the p r i n t e r and 

w i l l be ready f o r d i s t r i b u t i o n i n the n e a r f u t u r e . 

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

Walter L. Eddy, 
S e c r e t a r y . 

Enclo sure . , 

LETTER TO All, FEDERAL RESERVE AGENTS. Digitized for FRASER 
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503 
St. 4428. 

CONDITION OF MEMBER BANKS AS OF DECEMBER 31 , 1924. 

Loans and i n v e s t m e n t s of a l l member banks i n c r e a s e d $576 , 0 0 0 , 0 0 0 between 
Ocotber 10, and December 3 1 , 1924,- and reached another record t o t a l o f 
$ 2 9 , 0 2 7 , 0 0 0 , 0 0 0 or $ 2 , 2 3 9 , 0 0 0 , 0 0 0 ever the t o t a l r e p o r t e d on December 3 1 , 1923. 
I n c r e a s e s i n t h i s i t em s i n c e October 10 are shown f o r a l l Federa l r e s e r v e d i s -
t r i c t s e x c e p t Cleve land and Chicago, a l t h o u g h the i n c r e a s e i n the New York d i s -
t r i c t i s over 50 p e r c e n t o f the t o t a l shown f o r a l l member banks . Of the i n -
c r e a s e o f $ 5 7 6 , 0 0 0 , 0 0 0 i n l o a n s and i n v e s t m e n t s , $ 3 6 2 , 0 0 0 , 0 0 0 was i n l o a n s and 
d i s c o u n t s , $ 8 , 0 0 0 , 0 0 0 i n U. S. s e c u r i t i e s and $ 2 0 6 , 0 0 0 , 0 0 0 i n o t h e r b o n d s , s t o c k s 
and s e c u r i t i e s . The i n c r e a s e s i n c e December 3 1 , 19231 was d i v i d e d a lmost e q u a l l y 
between l o a n s and d i s c o u n t s and i n v e s t m e n t s , the i n c r e a s e i n l o a n s and d i s c o u n t s 
amounting to $ 1 , 1 3 0 , 0 0 0 , 0 0 0 , w h i l e the i n c r e a s e i n i n v e s t m e n t s was $ 1 , 1 5 9 > 0 0 0 , 0 0 0 . 

Tota l d e p o s i t s a g g r e g a t e d 7 3 2 , 3 6 2 , 0 0 0 , 0 0 0 on December 3 1 , an i n c r e a s e o f 
$ 1 , 5 9 0 , 0 0 0 , 0 0 0 over the t o t a l shovm on October 10 o f t h e same y e a r , o f 
$3>875 ,000 ,000 o v e r the t o t a l on December 31 , 1923 a-nd o f $ 9 , 5 5 0 , 0 0 0 , 0 0 0 over the 
low p o s t - w a r t o t a l o f $ 2 2 , 8 1 2 , 0 0 0 , 0 0 0 repor ted f o r A p r i l 2 8 , 1921, Of the i n -
c r e a s e o f $ 3 , 8 7 5 > 0 0 0 , 0 0 0 shown f o r the year $ 1 , 5 2 0 , 0 0 0 , 0 0 0 was i n demand d e p o s i t s , 
$ 1 , 1 5 4 , 0 0 0 , 0 0 0 i n t ime d e p o s i t s , $1 ,036 ,-000,000 i n amounts due t o b a n k s , 
$ 1 6 0 , 0 0 0 , 0 0 0 i n c e r t i f i e d and c a s h i e r s ' c h e c k s , and $ 5 , 0 0 0 , 0 0 0 i n United S t a t e s 
d e p o s i t s * In the a t t a c h e d t a b l e are p r e s e n t e d f i g u r e s r e f l e c t i n g the c o n d i t i o n 
o f s t a t e bank and t r u s t company members and o f a l l member banks on December 31, 
1924. 

The f o l l o w i n g s t a t e m e n t shows changes i n t h e p r i n c i p a l r e s o u r c e s and l i a -
b i l i t i e s o f a l l member banks on the l a s t c a l l date a s compared w i t h f i g u r e s f o r 
October 1 0 , 1924 , and December 31, 1923. 

I n c r e a s e (+) or d e c r e a s e ( - ) 
on December 31> 1924, s i n c e 

October 1 0 , 1924 December 31 , 1921 

Loans and d i s c o u n t s ( i n c l u d i n g o v e r d r a f t s ) + $ 3 6 2 , 0 0 0 , 0 7 0 + $ 1 , 1 3 0 , 0 0 0 , 0 0 0 
United S t a t e s s e c u r i t i e s + 8 , 0 0 0 , 0 : 0 + 2 6 2 , 0 0 0 , 0 0 0 
Other b o n d s , s t o c k s and s e c u r i t i e s + 2 0 6 , 0 0 0 , 0 0 0 + 8 9 7 , 0 0 0 , 0 0 0 

Tota l l o a n s and i n v e s t m e n t s + 5 7 6 , 0 0 0 , 0 0 0 + 2 , 2 8 9 , 0 0 0 , 0 0 0 
Demand d e p o s i t s ( i n c l u d i n g c e r t i f i e d 

and c a s h i e r s ' c h e c k s ) + 1 , 3 8 3 , 0 0 0 , 0 0 0 + 1 , 6 8 0 , 0 0 0 , 0 0 0 
Time d e p o s i t s + 2 0 8 , 0 0 0 , 0 0 0 + 1 , 1 5 4 , 0 0 0 , 0 0 0 
B i l l s payab le and r e d i s c o u n t s + 2 2 4 , 0 0 0 , 0 0 0 - 3 6 1 , 0 0 0 , 0 0 0 
Acceptances o u t s t a n d i n g + 1 4 1 , 0 0 0 , 0 0 0 + 7 2 , 0 0 0 , 0 0 0 
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RESOURCES AND LIABILITIES OF STATE BANK AND TRUST COMPANY 
MEMBERS AND OF ALL MEMBER BANKS ON DECEMBER 3 I , 1924. 

A l l member S t a t e bank and 
banks t r u s t co mo any members 

Loans and d i s c o u n t s ( i n c l u d i n g 
o v e r d r a f t s ) 

U. S. s e c u r i t i e s 
Other bonds , s t o c k s and s e c u r i t i e s 

T o t a l l o a n s and i n v e s t m e n t s 

Cash i n v a u l t 
Reserve w i t h F. R. Banks 
Items w i t h F e d e r a l Reserve Banks i n 

p r o c e s s o f c o l l e c t i o n 
Due from "banks and b a n k e r s 
Exchanges f o r c l e a r i n g h o u s e , and 

c h e c k s on o ther banks i n same p l a c e 
A l l o t h e r r e s o u r c e s 

T o t a l r e s o u r c e s 

Demand d e p o s i t s 
Time d e p o s i t s 
U. S, d e p o s i t s 
C e r t i f i e d and c a s h i e r s ' checks 

$ 2 0 , 1 8 1 , 3 0 9 , 0 0 0 
3 , 9 0 2 , 7 9 3 , 0 0 0 
4 , 9 4 2 , 4 5 6 , 0 0 0 

3 8 , 9 5 6 , 8 6 7 , 0 0 0 

1 6 , 6 8 4 , 0 3 8 , 0 0 0 
9 , 8 0 4 , 7 1 8 , 0 0 0 

2 4 2 , 4 5 2 , 0 0 0 
1 , 0 3 2 , 4 3 1 , 0 0 0 

Tota l d e p o s i t s ( o t h e r than bank) 2 7 , 8 1 3 , 6 8 9 , 0 0 0 

Dae to banks and bankers 
B i l l s payable and r e d i s c o u n t s 
Acceptances 
C a p i t a l s t o c k pa id i n 
Surplus 
A l l o t h e r l i a b i l i t i e s 

4 , 5 4 7 , 9 6 3 , 0 0 0 
6 5 6 , 7 4 3 , 0 0 0 
4 9 7 , 7 0 5 , 0 0 0 

2 , 0 3 7 , 4 8 1 . 0 0 0 
1 , 7 0 7 , 4 8 6 , 0 0 0 
1,725,800,000 

$ 7 , 8 5 5 , 4 6 1 , 0 0 0 
1,319,291,000 
1,867,721,000 

2 9 , 0 2 6 , 5 8 8 , 0 0 0 1 1 , 0 4 2 , 4 7 3 , 0 0 0 

5 9 7 , 4 7 2 , 0 0 0 1 8 9 , 2 0 5 , 0 0 0 
2 , 2 2 7 , 5 6 9 , 0 0 0 8 3 3 , 1 8 3 , 0 0 0 

7 2 4 , 9 2 6 , 0 0 0 2 3 7 , 9 9 3 , 0 0 0 
2 , 3 3 9 , 4 8 8 , 0 0 0 5 6 0 , 9 8 3 , 0 0 0 

. 1 , 9 3 5 , 1 1 4 , 0 0 0 8 5 3 , 5 2 1 , 0 0 0 
2 , 1 3 5 , 7 1 0 , 0 0 0 9 0 0 , 5 1 8 , 0 0 0 

1 4 , 6 1 7 , 8 7 6 , 0 0 0 

6,325,863,000 
4 , 2 2 4 , 9 6 6 , 0 0 0 

9 1 , 4 4 1 , 0 0 0 
4 8 3 , 2 0 2 , 0 0 0 

1 1 , 1 2 5 , 4 7 2 , 0 0 0 

1 , 2 4 6 , 0 8 3 , 0 0 0 
2 5 8 , 0 4 3 , 0 0 0 
2 3 5 , 9 0 9 , 0 0 0 
7 0 3 , 4 4 5 , 0 0 0 
6 1 9 , 2 6 6 , 0 0 0 
4 2 9 , 6 5 8 , 0 0 0 

S t . 4428. 
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S t • 44:34 
FEDERAL RESERVE BOARD 

505 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO FebniarV 13 1925. 
THE FEDERAL RESERVE BOARD * ' 

SUBJECT: Bank Examinat ion and. Cred i t Work. 

Dear S i r : 

An examinat ion of the o u t l i n e s c o v e r i n g the work p e r -
formed "by t h e Bank Examinat ions and Cred i t departments o f the 
F e d e r a l r e s e r v e "banks f u r n i s h e d t h i s committee i n response to 
i t s l e t t e r of October 7, 1924, i n d i c a t e s t h a t the p o l i c y w i t h 
r e s p e c t to t h e s e f u n c t i o n s d i f f e r s m a t e r i a l l y among the "banks. 

I t i s r e c o g n i z e d t h a t the work of t h e s e departments of 
the "banks i s o f the utmost importance a s i t k e e p s the r e s e r v e 
"banks i n c l o s e touch w i t h t h e c o n d i t i o n o f t h e i r members and w i t h 
the f i n a n c i a l s t a n d i n g of the makers of the paper t h a t f i n d s i t s 
way i n t o the F e d e r a l Reserve System. In v iew of the s i m i l a r i t y 
o f the problems i n v o l v e d , however, i t would seem p r a c t i c a b l e to 
work out g e n e r a l p l a n s f o r both bank examinat ions and c r e d i t work, 
both a s to scope and procedure , t h a t would embody the r e s u l t s of 
s e v e r a l y e a r s ' e x p e r i e n c e and would be very h e l p f u l t o the Re-
s e r v e banks . In order t h a t t h i s may be done i t h a s been d e c i d e d 
t o appo in t a committee o f Federa l r e s e r v e bank o f f i c e r s who have 
had d i r e c t c o n t a c t w i t h both p h a s e s of t h i s work to rev iew the 
q u e s t i o n n a i r e s and to submit a r e p o r t t h e r e o n . The committee 
named i s a s f o l l o w s : 

F . J , Zur l i n d e n , Deputy Governor ,Federal Reserve Bank o f C l e v e l a n d 
(Chairman) 
J . H. B l a i r , Deputy Governor ,Federal Reserve Bank of Chicago 
L.C. P o n t i o u s , Deputy Governor ,Federal Reserve Bank of San F r a n c i s c o 

I t i s b e l i e v e d t h a t i f the above named committee submits 
a r e p o r t which w i l l be a c c e p t a b l e to a l l F e d e r a l r e s e r v e banks 
t h e r e s h o u l d r e s u l t a s a v i n g i n expense and p o s s i b l y an improvement 
i n the q u a l i t y of the s e r v i c e rendered and i n the i n f o r m a t i o n a v a i l -
a b l e f o r the System a s a who le . 

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

Geo. R. James, Chairman, 
Committee on S a l a r i e s , 
Expend i tures and E f f i c i e n c y , 

LETTER TO ALL CHAIRMEN 
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FEDERAL RESERVE BOARD 506 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD March 11, 1925. 

St . 44=50 

Dear S i r : 

The Board b e l i e v e s t h a t -you and the members 
of your Board of D i r e c t o r s would be i n t e r e s t e d in ex-
amining the a t tached s ta tements which r e f l e c t the 
p r o g r e s s made by the Federa l r e se rve banks dur ing the 
p a s t two yea r s i n t h e i r e f f o r t s to reduce the c o s t s 
of conduct ing t h e i r v a r i o u s f u n c t i o n s . The s ta tements 
were made up p r i m a r i l y f o r the in fo rmat ion of the 
members of the Federa l Reserve Board, and have as t h e i r 
b a s i s the q u a r t e r l y f u n c t i o n a l expense r e p o r t s rendered 
to the Board by the Federa l r ese rve banks. 

There are a l s o be ing forwarded t o you s e v e r a l 
cop ies of the formal r e p o r t s made to the Board by i t s 
Committee on Economy and E f f i c i e n c y , one in November, 
1923, and the o the r in October , 1524. These r e p o r t s 
o u t l i n e the scope of the work under taken by the Com-
m i t t e e and d i s c u s s some of the problems wi th which i t 
has been c o n f r o n t e d . Your d i r e c t o r s may wish to read 
these r e p o r t s i n con junc t ion with t h e i r examinat ion 
of the statements above r e f e r r e d to . 

Very t r u l y yours , 

D. R. Cr i s s inge r , 
Governor. 

Enclosures . 

LETTER TO CHAIRMAN OF EACH FEDERAL RESERVE BANK. Digitized for FRASER 
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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD March 13, 1925. 

S t . 4464. 

SUBJECT: Debi ts to Ind iv idua l Accounts. 

Dear S i r : 

As you w i l l no te from the annual r e p o r t s of the Federal 
Beserve Board, i t has been our p r a c t i c e f o r a number of years t o 
p u b l i s h f i g u r e s of d e b i t s t o i n d i v i d u a l accounts by months . In 
ob ta in ing the monthly f i g u r e s we have t r ea t ed each week as con-
s i s t i n g of s i x bus ines s days un less i t included a day g e n e r a l l y 
observed throughout the c o u n t r y as a ho l iday , in which case i t 
has been t r e a t e d as c o n s i s t i n g of f i v e bus iness days only. This 
method has not worked out in an a l t o g e t h e r s a t i s f a c t o r y manner, 
and accord ing ly , beginning January 1925 we are a d j u s t i n g deb i t 
f i g u r e s f o r each c i t y on the b a s i s of ac tua l bus iness days- By 
r e f e r e n c e to d a t a a v a i l a b l e a t t n i s o f f i c e we f ind t h a t the r e -
p o r t weeks in 1925 which begin in one month and end in ano ther , 
thus making i t neces sa ry t o p r o r a t e the f i g u r e s f o r such weeks 
i n ob ta in ing f i g u r e s by months, con ta in t h e fo l lowing days ob-
served as ho l idays in t h e s t a t e s s p e c i f i e d > 

March 
March 
Apr i l 
May 

June 

2 
4 

30 
30 

August "1 
August 4 
October J>1 
November "I 

Texas 
D i s t r i c t of Columbia 
New Hampshire 
Arizona, C a l i f o r n i a , Colorado, Connect i -
cu t , D i s t r i c t of Columbia, Delaware, 
Idaho, I l l i n o i s , Indiana , Iowa, Kansas, 
Kentucky, Maine, Maryland, Massachuse t t s , 
Michigan, Minnesota, Missour i , Montana, 
Nebraska, Nevada, New Hampshire, New 
J e r s e y , New Mexico, New York. North 
Dakota, Ohio, Oklahoma, Oregon, Pennsyl -
vania , Rhode I s l and , South Dakota, Tennes-
see, Texas, Utah, Vermont, V i r g i n i a , 
Washington, West V i r g i n i a , Wisconsin, 
Wyoming. 
Alabama, Arkansas, F l o r i d a , Georgia, 
Louis iana , M i s s i s s i p p i , South Caro l ina , 
Tennessee, Texas, V i r g i n i a . 
C olorad o 
Okl ahcrna 
Nevada 
Louis iana 
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November 3 Maryland, New J e r s e y , New York, Oklahoma, 
Pennsylvania , V i r g i n i a . 

November 26 All s t a t e s and the D i s t r i c t of Columbia. 
January 1, 1926 All s t a t e s and the D i s t r i c t of Columbia. 

In case the above l i s t i s not c o r r e c t f o r any of the 
s t a t e s in your d i s t r i c t or t h e r e a re any a d d i t i o n a l ho l idays ob-
served l o c a l l y by c i t i e s f o r which debi t f i g u r e s a re publ i shed by 
the Board, i t w i l l be apprecia ted i f you w i l l f u r n i s h the Board 
with a co r rec ted l i s t a t your ear ly convenience. 

Very t r u l y yours, 

E. L. Smead, Chief , 
Div is ion of Bank Opera t ions . 

LETTER TO ALL AGENTS. 
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WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

A p r i l I S , 19?5. 
St , 1+502. 

SUBJECT: Discontinuance of r e p o r t of 
acceptances held on l a s t day 
of month. 

Dear S i r : 

You are hereby author ized to d i s con t inue 

f u r n i s h i n g ' the Board w i t h the statement showing 

banke r s ' acceptances held on the l a s t day of each 

month, c l a s s i f i e d according to accep t ing i n s t i t u -

t i o n s . 

Very t r u l y yours , 

Walter L. Eddy, 
Sec re t a ry . 

LETTER TO AIL GOVEBNOBS. 
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FEDERAL RESERVE BOARD 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

May I S , 1925. 
s t . 4531. 

SUBJECT: C o n d i t i o n o f Member Banks 
a s o f A p r i l 6 , 1925. 

Dear S i r : 

For your i n f o r m a t i o n t h e r e i s e n c l o s e d 

h e r e w i t h a p r e l i m i n a r y s ta tement r e g a r d i n g the 

c o n d i t i o n o f a l l member banks combined a s o f 

A p r i l 6 , 1925. The B o a r d ' s a b s t r a c t (No. 28) 

showing the d e t a i l e d f i g u r e s f o r S t a t e bank and 

Trust company members and the combined f i g u r e s 

f o r a l l member banks w i l l be ready f o r d i s -

t r i b u t i o n i n the near f u t u r e . 

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

Walter L. Eddy, 
S e c r e t a r y . 

E n c l o s u r e . 

L e t t e r to ALL FEDERAL RESERVE AGENTS. 
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CONDITION OF MEMBEB BJtKS A3 OF APRIL 6 , 1925. . S t . 4 5 3 1 a , 

Loans and i n v e s t m e n t s o f a l l member banks reached a new record t o t a l o f 
$ 2 9 , 2 8 5 , 0 0 0 , 0 0 0 on A p r i l 6 , 1925, the date o f the l a t e s t c a l l f o r r e p o r t s o f con-
d i t i o n , an i n c r e a s e o f $ 2 5 8 , 0 0 0 , 0 0 0 s i n c e December 3 1 , 1924 , and o f $ 2 , 4 5 3 , 0 0 0 , 0 0 0 
s ince March 31 > o f the .same year . I n c r e a s e s i n t h i s i t em s i r c e December 31 are 
shown by a l l Federa l r e s e r v e d i s t r i c t s except New York f o r which a r e d u c t i o n o f 
$ 2 1 1 , 0 0 0 , 0 0 0 i s r e p o r t e d . Of the n e t i n c r e a s e o f $ 2 5 8 , 0 0 0 , 0 0 0 i n l o a n s and i n -
v e s t m e n t s , $ 2 0 8 , 0 0 0 , 0 0 0 was i n Joans and d i s c o u n t s , $ 1 3 , 0 0 0 , 0 0 0 i n U. S. s e -
c u r i t i e s and $ 3 7 , 0 0 0 , 0 0 0 i n o ther bonds , s t o c k s and s e c u r i t i e s . The i n c r e a s e 
s i n c e March 31 > 1924 , was d i v i d e d . a lmost e q u a l l y be tween l o a n s and d i s c o u n t s and 
i n v e s t m e n t s , the i n c r e a s e i n l o a n s and d i s c o u n t s amounting to $ 1 , 2 1 4 , 0 0 0 , 0 0 0 , and 
in i n v e s t m e n t s to $ 1 , 2 3 9 , 0 0 0 , 0 0 0 , o f which $ 3 4 6 , 0 0 0 , 0 0 0 was i n U. S. s e c u r i t i e s . 

T o t a l d e p o s i t s aggregated $ 3 1 , 2 2 7 , 0 0 0 , 0 0 0 on A p r i l 6 , a d e c r e a s e o f 
$ 1 , 1 3 5 , 0 0 0 , 0 0 0 from the t o t a l shown on December 31 , 1924 , but an i n c r e a s e o f 
$ 2 , 9 7 9 , 0 0 0 , 0 0 0 over the amount reported on March 31, 1924. Of t h i s i n c r e a s e , 
$ 1 , 1 3 0 , 0 0 0 , 0 0 0 was i n demand d e p o s i t s , $ 1 , 2 3 7 , 0 0 0 , 0 0 0 i n t ime d e p o s i t s , 
$ 6 0 2 , 0 0 0 , 0 0 0 i n amounts due to banks and $ 1 2 0 , 0 0 0 , 0 0 0 i n United S t a t e s d e p o s i t s , 
whi l e c e r t i f i e d and c a s h i e r s ' c h e c k s f e l l o f f $ 1 1 1 , 0 0 0 , 0 0 0 . The d e c r e a s e i n de-
p o s i t s s i n c e December 3 1 , 1924 , i s due p r i m a r i l y t o c h a r g i n g d e p o s i t o r s a c c o u n t s 
w i t h the r e d u c t i o n o f $ 8 o 0 , 0 0 0 , 0 0 0 i n i t ems i n p r o c e s s o f c o l l e c t i o n i n c l u d i n g 
exchanges f o r c l e a r i n g house which took p l a c e between December 31 , and A p r i l 6 
such i t e m s normal ly b e i n g at a h i g h l e v e l at the c l o s e o f the y e a r . The r e d u c t i o n 
i n t o t a l d e p o s i t s i n t h e Ifew York d i s t r i c t alone amounted to $ 1 , 0 4 8 , 0 0 0 , 0 0 0 w h i l e 
e i g h t o t h e r d i s t r i c t s r e p o r t an a g g r e g a t e r e d u c t i o n o f $ 2 5 4 , 0 0 0 , 0 0 0 . The C l e v e -
land and A t l a n t a d i s t r i c t s show i n c r e a s e s o f about $ 8 0 , 0 0 0 , 0 0 0 e a c h and P h i l a -
d e l p h i a an i n c r e a s e o f about $ 7 , 0 0 0 , 0 0 0 . In the a t t a c h e d t a b l e a r e p r e s e n t e d 
f i g u r e s r e f l e c t i n g the c o n d i t i o n o f s t a t e banks and t r u s t company members and o f 
a l l member banks on A p r i l 6 , 1925. 

The f o l l o w i n g s ta tement shows changes i n the p r i n c i p a l r e s o u r c e s and l i a -
b i l i t i e s o f a l l member banks on the l a s t c a l l date a s compared w i t h f i g u r e s f o r 
December 31, 1924 , and March 31 , o f the same year . 

I n c r e a s e (+) or d e c r e a s e ( - ) 
on A p r i l 6 , 1925 , s i n c e 

December 31 . 1924 March 11 . 1924 

Loans and d i s c o u n t s ( i n c l u d i n g o v e r d r a f t s ) + $ 2 0 8 , 0 0 0 , 0 0 0 + $ 1 , 2 1 4 , 0 0 0 , 0 0 0 
United S t a t e s s e c u r i t i e s + 1 3 , 0 0 0 , 0 0 0 + 3 4 6 , 0 0 0 , 0 0 0 
Other bonds , s t o c k s and s e c u r i t i e s + 37>000,000 + 893 >000,000 

T o t a l l o a n s and i n v e s t m e n t s + 2 5 8 , 0 0 0 , 0 0 0 + 2 , 4 5 3 , 0 0 0 , 0 0 0 
Demand d e p o s i t s ( i n c l u d i n g c e r t i f i e d 

and c a s h i e r s ' c h e c k s ) 1 , 1 6 0 , 0 0 0 , 0 0 0 + 1 , 0 2 0 , 0 0 0 , 0 0 0 
Time d e p o s i t s + 3 2 2 , 0 0 0 , 0 0 0 + 1 , 2 3 7 , 0 0 0 , 0 0 0 
Government d e p o s i t s + 1 6 9 , 0 0 0 , 0 0 0 + 1 2 0 , 0 0 0 , 0 0 0 
Dae to banks and bankers - 4 6 7 , 0 0 0 , 0 0 0 4 6 0 2 , 0 0 0 , 0 0 0 
Acceptances e x e c u t e d f o r cus tomers + 1 4 , 0 0 0 , 0 0 0 + 9 9 , 0 0 0 , 0 0 0 
B i l l s payab le and r e d i s c o u n t s + 4 4 , 0 0 0 , 0 0 0 - 4 4 , 0 0 0 , 0 0 0 

* Demand d e p o s i t s , l e s s exchanges f o r the c l e a r i n g h o u s e , i t ems w i t h the 
Federal r e s e r v e banks i n p r o c e s s o f c o l l e c t i o n and c h e c k s on o ther banks 
m the same p l a c e , decreased o n l y $ 3 0 0 , 0 0 0 , 0 0 0 . 
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HESOURGES AND LIABILITIES OF STATE BANK AND TRUST COMPANY 
MEMBERS AND OF ALL MEMBER BANKS ON APRIL 6 , 1925. 

A l l member S t a t e bank and 
banks t r u s t company members 

Loans and d i s c o u n t s ( i n c l u d i n g 
o v e r d r a f t s ) 

U. S. s e c u r i t i e s 
Other bonds , s t o c k s and s e c u r i t i e s 

Tota l l o a n s and inves tment s 

Cash i n v a u l t 
Reserve w i t h F. R. Banks 
Items w i t h Federa l Reserve Banks i n 

p r o c e s s of c o l l e c t i o n 
Due from banks and bankers 
Exchanges f o r c l e a r i n g h o u s e , and 

c h e c k s on o t h e r banks in same p l a c e 
A l l o t h e r r e s o u r c e s 

T o t a l r e s o u r c e s 

Demand d e p o s i t s 
Time d e p o s i t s 
U» S. d e p o s i t s 
C e r t i f i e d and c a s h i e r s ' checks 

$20 ,3S9>702 , 000 
3 , 9 1 5 , 9 9 7 , 0 0 0 
%,979 ,2k) ,ooo 

2 9 , 2 2 4 , 9 3 9 , 0 0 0 

523,297,000 
2,091,545,000 

5 8 8 , 8 2 3 , 0 0 0 
2,090,754,000 

1,211,094,000 
2,158,813,000 

37,949,265,000 

1 5 , 8 4 9 , 7 9 1 , 0 0 0 
1 0 , 1 2 6 , 9 8 0 , 0 0 0 

4 1 1 , 6 1 9 , 0 0 0 
756,757,000 

Due to banks and bankers 
B i l l s payable and r e d i s c o u n t s 
Acceptances 
C a p i t a l s t o c k p a i d i n 
Surplus 
A l l o t h e r l i a b i l i t i e s 

4 , 0 8 1 , 3 8 0 , 0 0 0 
700,196,000 
5 1 7 , 5 8 7 , 0 0 0 

2,077,502,000 
1 , 7 3 2 , 0 7 6 , 0 0 0 
1 , 6 9 5 , 3 7 7 , 0 0 0 

$7 ,913 ,10:7 ,000 
1 , 3 0 5 , 2 1 9 , 0 0 0 
1 , 8 4 1 , 5 1 0 , 0 0 0 

11,059,836,000 

1 6 2 , 2 9 2 , 0 0 0 
818,271,000 

1 7 7 , 2 8 4 , 0 0 0 
5 0 5 , 6 4 2 , 0 0 0 

4 7 8 , 1 9 8 , 0 0 0 
9 2 7 , 5 5 0 , 0 0 0 

1 4 , 1 2 9 , 0 7 3 , 0 0 0 

5 , 9 3 1 , 1 8 5 , 0 0 0 
4 , 3 4 3 , 6 4 3 , 0 0 0 

158,858,000 
3 5 4 , 9 2 5 , 0 0 0 

Tota l d e p o s i t s ( o t h e r than bank) 2 7 , 1 4 5 , 1 4 7 , 0 0 0 1 0 , 7 8 8 , 6 1 1 , 0 0 0 

1 , 0 6 5 , 0 8 8 , 0 0 0 
25M-, 401 ,000 
2 5 5 , 3 2 4 , 0 0 0 
716,858,000 
6 2 6 , 2 4 2 , 0 0 0 
4 2 2 , 5 4 9 , 0 0 0 

(st . 4531) 
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WASHINGTON S t . 4543 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

June 4 , 1925 

SUBJECT: Bank Examinat ion and. Credi t Work. 

Dear S i r : 

In accordance w i t h the program o u t l i n e d i n t h e r e p o r t 
of the Committee on S a l a r i e s , Expend i tures and E f f i c i e n c y to 
the F e d e r a l Reserve Board, under date o f October 31, 1924, a 
copy of which was g i v e n you a t t h e j o i n t c o n f e r o n c e h o l d about 
t h a t t ime , a sub-committee of t h r e e Deputy Governors was d e s i g -
n a t e d to make a s t u d y of the Bank Examinat ion and Cred i t F u n c t i o n s . 

This Committee has now f i l e d i t s r e p o r t , a copy of which 
i s t r a n s m i t t e d h e r e w i t h , but b e f o r e t a k i n g any a c t i o n on t h e r e p o r t 
the Board would l i k e t o have the compos i te v i e w p o i n t of the System 
w i t h r e f e r e n c e t h e r e t o , and a c c o r d i n g l y would a p p r e c i a t e a f u l l 
e x p r e s s i o n of your v i e w s on the recommendations c o n t a i n e d i n the 
r e p o r t w i t h p a r t i c u l a r regard t o t h o s e r e l a t i n g to the C r e d i t 
f u n c t i o n . Copies o f the r e p o r t are a l s o b e i n g s e n t t o a l l F e d e r a l 
r e s e r v e a g e n t s , w i t h a r e q u e s t f o r t h s i r comments and s u g g e s t i o n s 
w i t h p a r t i c u l a r r e g a r d to t h e Bank Examinat ion f u n c t i o n . 

A f t e r a l l r e p l i e s have been r e c e i v e d , i t i s the purpose 
o f t h e Board' s Committee to f u r n i s h a summary t h e r e o f to each 
Governor and Agent and t o have the r e p o r t p l a c e d on t h e program 
f o r d i s c u s s i o n a t one o f the for thcoming c o n f e r e n c e s . 

By order of the F e d e r a l Reserve Board. 

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

( E n c l o s u r e ) 

Walter L. Eddy, 
S e c r e t a r y . 

DRAFT OF LETTER TO ALL GOVERNORS 
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ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

FEDERAL RESERVE BOARD 
S t . 4544 

WASHINGTON 

June 4 , 1925. 

SUBJECT: Bank Examinat ion and Credi t Work. 

Bear S i r : 

In accordance w i t h the program o u t l i n e d i n the r e p o r t 
o f the Committee oil. S a l a r i e s , S&pendi tures and E f f i c i e n c y to 
the F e d e r a l Reserve Board, under da te of October 31, 1924, a 
copy o f which was g i v e n you a t t h e j o i n t c o n f e r e n c e h e l d about 
t h a t t ime , a sub-commit tee o f thre'e Deputy Governors was d e s i g -
n a t e d to make a s t u d y o f the Bank Examinat ion and C r e d i t 
F u n c t i o n s . , 

This Committee has now f i l e d i t s r e p o r t , a copy o f which 
i s t r a n s m i t t e d h e r e w i t h , but b e f o r e t a k i n g any a c t i o n on t h e r e -
p o r t the Board would l i k e t o have the compos i te v i e w p o i n t o f t h e 
System w i t h r e f e r e n c e t h e r e t o , and a c c o r d i n g l y would a p p r e c i a t e 
a f u l l e x p r e s s i o n o f your v i ews on the recommendations c o n t a i n e d 
i n t h e r e p o r t w i t h p a r t i c u l a r regard to t h o s e r e l a t i n g t o t h e Bank 
Examinat ion f u n c t i o n . Copies of the Repor t a r e a l s o b e i n g s e n t t o 
t h e Governors of a l l F e d e r a l r e s e r v e banks, w i t h a r e q u e s t f o r 
t h e i r comments and s u g g e s t i o n s w i t h p a r t i c u l a r r e g a r d to the 
C r e d i t f u n c t i o n . 

A f t e r a l l r e p l i e s have been r e c e i v e d , i t i s the purpose of 
the B o a r d ' s Committee to f u r n i s h a summary t h e r e o f t o each Governor 
and 'Agent and to have the r e p o r t p l a c e d on the program f o r d i s -
c u s s i o n a t one of the for thcoming c o n f e r e n c e s . 

By order of the F e d e r a l Reserve Board. 

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

( E n c l o s u r e ) 

"Walter L. Eddy, 
S e c r e t a r y . 

DRAFT OF LETTER TO ALL FEDERAL RESERVE AGENTS.. 
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FEDERAL RESERVE BOARD 515 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

SUBJECT: Payment o f Div idends on June 30 , 1925. 

Dear S i r : 

W i l l you k i n d l y accompany your r e s o l u t i o n w i t h r e -
gard t o the payment o f d i v i d e n d s on June 30 w i t h t h e f o l l o w i n g 
s t a t e m e n t s : 

1, Unpaid i n d e b t e d n e s s o f f a i l e d or suspended banks 
to F e d e r a l r e s e r v e bank, g i v i n g names o f the t a n k s , 
i n d e b t e d n e s s o f e a c h at the end o f May, c h a r a c t e r 
o f s e c u r i t y , i f any, and e s t i m a t e d l o s s e s . 

2 . I n d e b t e d n e s s t o Federa l r e s e r v e bank o f member 
banks t h a t are cons idered t o be i n an u n s a f e con-
d i t i o n , g i v i n g the names of the banks , i n d e b t e d n e s s 
o f each a t t h e end o f May, c h a r a c t e r o f s e c u r i t y , 
i f any, and probab le l o s s e s . 

While t h e e a r n i n g s o f some o f t h e Federa l r e s e r v e 
banks w i l l not be s u f f i c i e n t a t the end o f June t o c o v e r 
o p e r a t i n g e x p e n s e s , d e p r e c i a t i o n i n the a s s e t s of the bank, 
p r o b a b l e l o s s e s , and d iv idend r e q u i r e m e n t s , the Board, w i t h -
out d e c i d i n g as a m a t t e r o f p r i n c i p l e t h a t unearned d i v i d e n d s 
should r e g u l a r l y be p a i d out o f s u r p l u s , w i l l i n t e r p o s e no 
o b j e c t i o n t o t h e payment o f t h e u s u a l d iv idend on June 30 . 

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

June 12, 1925. 
s t . 4560. 

Walter L. Eddy, 
S e c r e t a r y . 

LETTER TO CHAIRMAN OF EACH FEDERAL RESERVE BANK. 
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