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Federal Reserve Board, 
"ashington, D. C. 

Attention of Honorable D. R« Grissinger. 

. ar Governor Crissinger: 

On May 27 I forwarded to the Federal Reserve Board for its confidential 

use eleven copies of the Secretary's Minutes of the Conference of Governors held in 

Washington May 9 to 12, 1927. In accordance with our usual custom, I am glad to 

refer below to all of those paragraphs in the Secretary's Minutes which relate to 

matters which the conference submits to the Board for its advice or approval or 

to matters upon which the Board has asked for the opinion or recommendation of the 

conference# In our opinion, none of the matters discussed at the conference which 

are not referred to in this letter, requires the Board's action before adoption by 

the Federal reserve banks. 

Paragraphs 1. 2 and 4 - Where the conference considered 
the procedure to be followed in connection 
with the collection of certain checks 
stamped "not payable through the Federal 
Reserve Bank" and where it was decided that 
pending the action to be taken by Mr. Baker 
and the Federal Reserve Board on this sub-
ject, each Federal reserve bank should give 
instructions to its transit department to 
watch out for checks of this character, to 
handle them in the usual course and to for-
ward them for collection,to the Federal re-
serve bank of the district in which they 
are payable. 
It was also agreed that the collecting Fed-
eral reserve bank should then forward these 
checks to the member bank for collection 
and, if returned unpaid, should charge them 
to the account of the member bank under ad-
vice to the member bank, 
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Paragraph 5 - Whore it was voted, that the Report of the 
Standing Committee on Collections should 
be received and studied by the various 
Federal reserve banks, with the understand-
ing that each Federal reserve bank should 
submit its views or comments concerning the 
proposed Time Schedules to the Standing 
Committee on Collections before the next 
Conference of Governors. (A copy of the 
report is enclosed herewith). 

Paragraph 6 - Where it was voted to approve the Report 
of the Pension Commit tee, with the recom-
mendations in that report, including the 
appropriation of $10,000 for further 
actuarial studies. (A copy of the report 
is enclosed herewith). 

Paragraph 7 - Where the conference discussed the procedure 
followed in various districts in handling 
for collection, items which are drawn on 
nonmember banks, and There it appears to be 
the opinion of the conference that such 
items should be sent direct to the nonmember 
banks on which drawn if they desire them to 
be so sent and if they are willing to remit 
in satisfactory exchange; the decision as 
to whether or not the exchange is satisfact-
ory being a matter for the determination of 
the Federal reserve bank. 

Paragraphs 10. 12. 43 and 43 - Where the subject of non-
cash collections was discussed, and where 
(in paragraph 43) the following votes are 
recorded: 
(a) that as definite recommendations on 

the subject of non-cash collections have 
been made at successive Conferences of 
Governors for the'past three years to 
the Federal Reserve Board, after full 
discussion, and as all members of the 
Conference as well as members of the 
Federal Reserve Board are fully inform-
ed on the subject, there is no further 
information necessary in order to enable 
anyone to vote intelligently on this sub-
ject. (Nine Governors voted in the 
affirmative. Governors Young, Bailey 
and Wellborn voted in the negative.) 
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352 
(b) that the conference believes that 

this question should not "be held in 
abeyance any longer, and requests the 
Federal Reserve Board to make, at an 
early date, a definite-ruling on the 
subject one way or the other. (Ten 
Governors voted in the affirmative. 
Governor* Young and Wellborn voted 
in the negative.) 

(c) that in the opinion of the confer-
ence it is desirable that any ruling 
made by the Federal Reserve Board 
should be uniform vrith respect to 
its application at all Federal re-
serve banks. (Nine Governors voted 
in the affirmative. Governors Young, 
Bailey and Wellborn voted in the nega-
tive.) 

(d) that the collection of all non-
cash items, including those payable at 
street addresses, should be continued 
at all Federal reserve banks. (Nine 
Governors voted in the affirmative. 
Governors Young, Bailey and Wellborn 
voted in the negative.) 

Paragraph 11 - Where (as already reported to the Board) 
the conference voted that it is in Savor 
of having appropriate steps taken to em-
ploy Mr. Newton D. Baker to act as 
special counsel in the par clearance case 
of the State Bank of Hugo, Minn. vs. the 
Federal Reserve Bank of Minneapolis. 

Paragraph 13 - Where it was voted that Mr. Harrison be 
requested to confer with the counsel of 
the Federal Reserve Board with a view to 
determining whether a revision might not 

, be made in the form of clause now stamped 
upon trade acceptances so as to avoid the 
obstacles raised in the decision by the 
Supreme Court of Texas in the case of Lane 
Co. vs. Crum et al. 

Paragraph 18 - Where it was voted that the Report of the 
Sub-Committee of General Committee on 
Bankers Acceptances be received and ap-
proved and that a copy should be trans-
mitted to the Federal Reserve Board for 
its information. (A copy is enclosed 
herewith.) 
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Paragraph 22 -> Whoro it was voted that in tne opinion 

of the conference any noto offered for 
rediscount rrhich is endorsed "by an 
officer of a nonmember tank puts the 
Federal reserve bank on notice to in-
vestigate the facts and if the facts 
show that the note is not being offer-

0 ed in effect for rediscount for the 
benefit of the nonmember bank, there 
is nothing in the endorsement to im-
pair the eligibility of the paper. 
It was also the sense of the confer-
ence that there is no need for a rul-
ing by the Federal Reserve Board on 
this subject. 

Paragraph 23 - Whete it was voted in connection with 
the expense involved in paying Federal 
Farm loan coupons, to be the sense of 
the conference that in principle a 
Federal reserve bank should be reim-
bursed for services performed for 
Government agencies other than the 
Treasury, when the expense involved is 
sufficient to Justify such bank's ask-
ing for reimbursement. 

Paragraph 24 - Where it was voted that the Federal 
Reserve Board be asked to reconsider ^ 
its previous ruling to the effect that 
bran, flour, cottonseed meal, etc., 
are not non-perishable readily market-
able staple agricultural products 
within the meaning of Section 13, it 
being pointed out that the particular 
paragraph in question does not contain 
the limitation "in the raw state" as 
in the previous paragraph of the law. 
It was understood (as reported in para-
graph 19 of the Minutes) that this topic 
should also be referred to the Advisory 
Committee of Governors on legislative 
Matters for consideration and recommen-
dation in the event that it is not 
possible for the Federal Reserve Board 
to accomplish the desired results by an 
amendment to its regulations. 

Paragraph 29 - Where it was voted that the conference 
recommend to the Federal Reserve Board 
thatj if agreeable to the Board, a 
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Paragraph 29 - commit too representing some Federal 
(cont'd) reserve "banks be asked to assist tho 

counsel of the Board in giving con-
sideration to tho suggestions made by 
the various Federal reserve banks rela-
tive to the preliminary redraft of tho 
Board's regulations prepared by tho 
counsel of the Federal Reserve Board, 
and to assist the counsel in redraft-
ing the nor/ regulations, vith the re-
quest that each Federal reserve bank 
be given an opportunity to examine such 
redraft before f^nal promulgation. It 
was understood that any proposed sug-
gestions would be mailed direct to 
Mr. Harrison so that they could be 
available for use by the Federal Re-
serve Board's counsel and the committee, 
if approved by the Board. 
This action by the conference was report-
ed orally to the Federal Reserve Board, 
and the Board's action was communicated 
to me in its letter of May 18. 

Paragraph 30 - Where it was understood that the question 
of amending the regulation relative to 
the method of computing member bank re-
serves for penalties, would be referred 
to the committee which the conference 
suggested should be appointed to assist 
the counsel of the Federal Reserve Board 
in redrafting new regulations. 
It is assumed that this matter will be 
handled in accordance with the sugges-
tion contained in the Board's letter of 
May 18, referred to in the above paragraph. 

Paragraphs 34 and 39 - Where the conference discussed the 
question of reserves against time de-
posits, and where it was voted that the 
Governors of the Federal reserve banks 
view with grave concern the weakening of 
the reserve position of the banks of the 
country due to the constantly growing 
tendency to transfer what are in effect 
demand deposits into so-called time cer-
tificates or savings accounts, and respect-
fully suggest that if the Board finds that 
it cannot adequately cope with this ten-
dency by regulation, steps should be taken 
to impress upon the Congress, at its next 
session, the importance of amending the 
reserve provisions of the Federal Reserve 
Act in such manner as to safeguard the bank-
ing position of the country. Digitized for FRASER 
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Paragraph 37 - Where, in discussion of the Report of the 
Committee on Safekeeping, previously filed 
rrith the Board, the vie? -?as expressed 
that the recommendations contained in the 
report are consistent with the procedure 
no? generally followed by most Federal re-
serve "banks, and where it was accordingly 
voted that a report be received and ap-
proved. (A copy of the report is attached 
for convenience.) 

Paragraph 40 - Where it was voted that the conference re-
spectfully call to the attention of the 
Federal Reserve Beard the fact that the 
ruling in its letter of March 24, 1927, 
(1-4816), in reply to letters from the 
Federal Reserve Bank of New York dated 
November 8, 1926 and February 18, 1927, 
will have the effect, if generally adopt-
ed as a practice by member banks, of re-
ducing very considerably the liability in 
the item "due to banks" upon which the re-
serve calculation is made, which appears 
to bo unjustifiable because of the fact 
that the items so deducted need not have 
been credited to the depositors' accounts 
under the terms of the Board's ruling. 

It is understood that the stenographic record of the conference will be 

forwarded direct to the Federal Reserve Board by the reporter as is usual, as soon 

as it is ready for distribution. 

If there is any further information concerning the minutos of the confer-

ence or the reports submitted herewith, that the Board would like to have, will 

you please be good enough to advise me. 

Very truly yours, 

(Signed) George L. Harrison,, 

Secretary, Governors Conference 

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



X-4871-a 

H O U S E C A L 3 H T A R ' 27 0. 468 

59th Congress 
2d Session S. 3 6 5 7 

(Report No.227^) 

IF THE HOUSE OF REPRESEITTAT IVES 
# 

December 18,1926. 

Referred to the Committee on Banking and Currency 

February 28, 1927 

Referred to the House Calendar and ordered to "be printed 

A Ei A C T 

To incorporate the Federal Reserve Pension Fund, to define its 

functions, and for other purposes. 

/ 

Be it enacted by the Senate and House of Representa-

tives of the United States of America in Congress assembled, 

That Daniel R. Crissinger, William P. G-. Harding, Benja-

min Strong, George 7. iTorris, B. E. Fancher, George J. 

Seay, M. 3. Wellborn, James B. McDcu^al, David C. Biggs. 

R. A. Young, W. J. Bailey, Lynn P. galley, John U. 

Calkins, and their successors are hereby created a body cor-
\ 

porate by the name of the "Federal Reserve Pension Fund," 

for the following purposes, viz: 

(a) To provide pensions or other forms of support for 

officers and employees of the Federal reserve banks, Federal 

Reserve Board, and Federal reserve agents, who by reason 

of long and meritorious service, or by age, disability, or 

other reasons shall be deemed entitled to the assistance and 

aid of the corporation, on such terms and conditions, how-

ever, as the corporation may from time to time approve and 
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adopt. 
<n> ̂  

(b) To provide pensions or other forms of support 

for persons who may be or who may have been dependent 

upon such officers or employees, and who shall be deemed 

entitled to the assistance and aid of the corporation, on such 

terms and conditions, however, as the corporation may from 

time to time approve and adopt. 

(c) To provide pensions or other forma of support for 

officers and employees (and for persons who may be or who 

may have been dependent upon such officers or employees) 

of any bank or trust company that is or shall be a member 

bank of any Federal reserve bank, and "/ho shall be deemed 

entitled to the assistance and aid of the corporation, on 

such terms and conditions, however, as the corporation may 

from time to time approve and adopt. 

(d) In general, to do and perform all things necessary 

or appropriate to a corporation created for the purpose of 

providing pensions or other forms of support for officers 

and employees of Federal reserve banks, Federal Reserve 

Board, Federal reserve agents, and member banks of Fed-

eral reserve banks and for persons who have been or may 

be dependent upon such officers or employees. The forms 

of support provided by the corporation may be in the 

form of annuities, disability payments, life insurance, or 

other forms which from time to time shall sesem expedient 

to the said corporation, and for the purposes aforesaid the 

corporation may establish and maintain appropriate activi-

ties, agencies, and institutions and may aid or make use of 
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such activities, agencies, or institutions as may be now or 

hereafter established for like or similar purposes, provided, 

that the corporation shall not "nrovide tensions or other 
1 
forms of support for any member of the Federal Reserve Board 

or for any person other than those described in sub-sections 

(a), (b), or (c) of this section. 

SEC. 2. The said corporation shall have power to 

contract, to take and hold by bequest, devise, gift, contract, 

purchase, or lease either absolutely or in trust for any of its 

purposes any property, real or personal, without limitation 

as to amount or value except such limitation, if any, as 

the Congress shall hereafter impose; to convey such prop-

erty, to invest and reinvest any principal and deal with and 

expend the principal and the income of the corporation in 

such manner as in the judgment of its trustees will best 

promote its objects. The persons named in the first section 

of this Act, or a majority of them, shall hold a meeting and 

adopt a constitution not inconsistent with law, which shall 

be subject to amendment. The constitution shall prescribe 

the qualifications of members who may or may not be restricted 

to the same persons who are trustees of the corporation, 

the number of members who shall constitute a quorum for the 

transaction of business at meetings of the corporation, the 

number of trustees by whom the business and affairs of the 

corporation shall be managed, and the qualifications, 

powers, tenure of office, and manner of selection and of 

fixing the compensation of the trustees, managers, officers, 

and employees of the corporation: Provided, however, That 
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the trustees of the corporation shall consist of not 

more than twenty-six persons, of whom twelve shall be 

elected, one each by the respective boards of directors 

of the several Federal reserve banks, and of whom twelve 

shall be elected, one each by the respective employees of 

the several Federal reserve banks, and of whom one shall 

be elected by the Federal Reserve Board and of whom one 

shall bo elected by the employees of the Federal Reserve 

Board. 

SEC.3. The corporation shall bo without capital stock 

and shall conduct its business without profit, and the cor-

poration and its property and the incomc derived therefrom 

shall be exempt from all Federal, State, and local taxation, 

except taxes upon real estate, and exccpt that it shall be 

liable to such applicable Federal taxation as may be imposed 

by the Congress, The corporation shall submit its pro-

posed plan of providing pensions or other forms of support 

to the Federal Reserve Board, who shall approve the came 

in writing before any such plan or any substantial modifica-

tion thereof is put in operation by the corporation. The 

corporation shall render an annual report to the Federal 

Reserve Board in such form as may be prescribed by the 

said board, and its business and affairs shall be subject 

to examination by the said board. 

SEC«4. The pensions and other forms of relief to 

be provided by the corporation shall be based upon the con-

tributory system; thr.t is to say, that the person to whom, 

or to whose dependents, a pension or other form of relief 
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shall inure or be payable shall contribute to the corporation 

a part of the cost of organizing and operating the corpora-

tion and establishing the funds out of which the pensions 

and other forms of relief are to be paid, and a portion of 

such costs shall be contributed by such person's employer: 

And provided further, That no pension shall bo paid out 

of the amounts contributed or to bo contributed by the Federal 

reserve banks, the Federal Reserve Board and the Federal 

reserve agents at a rate in excess of 30 per centum of the 

maximum annual salary received by such officer or employee. 

The several Federal reserve banks, the Federal Reserve 

Board, the Federal reserve agents, and such bonks or 

trust companies as may be now or hereafter be member banks 

of a Federal reserve bank are hereby authorized to contribute 

to the cost of the organization and operation of the cor-

poration and the establishment and maintenance of the said 

funds. The respective amounts to be contributed by an 

officer or employee and by the employer of such officer 

or employee, covering both past and current employment, 

shall be established from time to time by the corporation: 

Provided, That the total amounts contributed by the Fed-

eral reserve banks, the Federal Reserve Board, and the 

Federal reserve agents shall not exceed the total contri-

butions made by the officers and employees thereof, with 

interest. 

SEC.5. The corporation, subject to the approval of 

the Federal Reserve Board, may provide pensions and other 

forms of relief for the officers and employees of member Digitized for FRASER 
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banks of a Federal reserve brink, ",nd z ,ch banks may con- ' ' 

tribute to the cost of organizing raid operating the cor-

poration and establishing the funds out of which the pen-

sions and other forms of relief are to be paid, all under 

such terms and conditions and rules and regulations as may 

be established from time to time by the corporation. 

SEC.6; The Congress may alter, amend, or repeal 

this Act, but no contract Or individual right made or ac-

quired shall thereby be divested or impaired. 

SEC.7. Ko mei&er bank shall be required to con-

tribute to any fund the creation of which is herein pro-

vided for, unless it shall elect to participate in the 

operation and maintenance of the said federal Reserve Pension 

Fund. 

SBC.8. This Act shall take effect upon its passage. 

Passed the Senate December 17, IS25. 

Attest: E 0 W H P. THAYER, 

Secretary. 
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REPORT OF THE COMMITTEE 0:1 TH3 FJ!TO:riO;" OF CUSTODIES 
III Tfflmu11 RES im BJIIHCS 

< Pursuant to a letter from the Federal Reserve Board, dated January 5, 

1927, in regard to the safekeepirg of securities by Federal Reserve Banks, the 

committee designated "by the Board, consisting of 

R. A. Young, Governor, Federal Reserve Bank of Minneapolis, 
Wm. McC. Martin, Chairman and Federal Reserve Agent, 

Federal Reserve Bank of St. Louis, 
J. H. Case, Deputy Governor, Federal Reserve Bank of 

New York, Chairman, 

duly mot at the Federal Reserve Bank of Hew York on March 4 and 5, 1927. 

The Bojrd requested that this committee give consideration to all 

phases of the safekeeping problem. The committee, therefore, after careful 

consideration, has divided the problem into specific questions and makes the 

following responses and recommendations in respect thereto, in which are incor-

porated their views as to the questions specifically raised by the Board, as 

well as to other questions involved in a general consideration of the safe-

keeping problem. These questions and respon ds and recommendations follow: 

1. Should Federal reserve banks receive for safekeeping secur-
ities which are the property of member banks, and,if so, should 
any distinction be made as to the location of the member bank; 
that is, should the same service be rendered to both city and 
country banks? 

The Federal reserve banks arc all rendering a safekeeping service to 

their member banks and it is doubtful if the banks could avoid the rendering 

of this service to at least a limited extent, even if they desired to do so. 

For instance, the banks necessarily hold large amounts of securities as collat-

eral to loans. The loans arc paid off and the securities generally are 
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permitted to remain with the reserve bank as a matter of convenience and. in an-

ticipation of the need for farther borrowing. Securities so held, even though 

originally pledged as collateral, are held in safekeeping and it would be very 

difficult, if not quite impossible, to avoid the holding of securities in such 

cases. In addition, a large number of banks have lodged with their Federal 

reserve banks for safekeeping all or a substantial part of their security hold-

ings. In some districts the reserve banks are already holding a majority of 

all of the securities owned by the country member banks within the districts. 

This represents a service of very great value to the country member bank and, 

incidentally, to the public interest generally, for the reason that the majority 

of country banks do not have vaults of proper strength for the safeguarding of 

their property. Your committee believes that the value of this service to the 

member banks is far beyond its comparatively small cost to the Federal Reserve 

System and that it is a service which is incident to the maintenance of the 

reserve account. 

It recommends, therefore, that the Federal reserve banks receive for 

safekeeping securities which are the property of their country member banks. 

As to whether or not this service should be rendered to both city and country 

banks, it is the view of the committee that in general the policy should be to 

limit the safekeeping of securities to member banks outside of reserve and 

branch cities, but that the reserve banks should exercise discretion in the 

case of banks which do not have adequate vault protection of their own, regard-

less of location. 

2. Should Federal reserve banks receive for safekeeping secur-
ities the property of correspondents other than member banks, 
agencies of the Government, etc.? 

It is the view of the committee that the reserve banks may propeply 

receive securities to be held for the account of the Secretary of the Treasury 
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and other agencies of the Government, in cases where the banks are specifically 

authorized by law to render this service, or where they have been specifically 

requested by the Secretary of the Treasury to render it as fiscal agents of the 

United States Government. The committee also believes that the holding of se-

curities for foreign or other correspondents may properly be undertaken* 

3, Should Federal reserve banks hold securities in safekeep-
ing for other Federal reserve banks? 

It is the view of the committee that this is a service which may 

properly be rendered by one Federal reserve bank for another, but that it should 

be strictly limited to the holding of securities which are the property of the 

depositing Federal reserve bank and should not in any case be extended to in-

clude securities which are the property of its member banks or others. 

4. Should Federal reserve banks receive for safekeeping 
from member banks, securities in which third parties have 
an interest proprietary or otherwise? 

Your committee is of the opinion that Federal reserve banks should 

not in any case render this service, for the reason that it would impose liabil-

ities which it is felt the Federal reserve banks should not assume. Aside from 

the question of possible lack of legal authority, numerous difficulties could 

arise in connection with this service if it were undertaken, incident to the 

accounting for securities held which were known to be the property of a third 

party, or in which a third party has an interest; for example, the adminstra-

tion of the inheritance tax laws, etc. In this connection the committee con-

sidered a letter addressed by Mr. Martin to Mr. Case under date of February 1, 

1927, a copy of which is attached as Exhibit A. Furthermore, and as a pract-

ical matter, if the reserve banks wore to undertake to render a service of this 

character, the possible volume of business which might ultimately be offered 

is enormous and would impose a very great burden upon the reserve banks, not 
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only for the expense which would be involved, but for the liability incident 

to the handling of a great volume of securities. There would also arise the 

element of competition with member banks which are especially equipped to handle 

such business for profit. 

The committee recommends, therefore, that the Federal reserve banks 

should not receive for safekeeping from member banks securities which are not 

the property of the depositing member bank. 

5. If Federal reserve banks are to hold securities for safekeep-
ing should a charge be made for this service with respect to any 
particular class of safekeeping? 

It is the view of the committee that in all cases where it recommends 

that the Federal reserve banks should render a safekeeping service to member 

banks, this service, the cost of which to the reserve banks is not great, should 

be rendered free of charge. 

In the case of securities held in safekeeping for other than member 

banks, as, for instance, foreign correspondents, agencies of the Government, 

etc., it believes that the matter of a charge should be left to the discretion 

of the reserve bank handling the business. 

6. What are the legal responsibilities involved in the handling 
of securities for safekeeping, and would this legal liability 
be increased if a charge were to be imposed? 

There is attached as Exhibit B copy of an opinion of counsel of the 

Federal Reserve Bank of Hew York, dated January 20, 1927, which the committee 

considered and adopted. This opinion was rendered with reference to the law of 

the State of Hew York. The rule of law is that reserve banks holding securities 

in safekeeping for member banks are not in any case insurers against loss. In 

any ease whore a reserve bank is expressly paid for these services, or where it 

might bo found that in fact there is a lawful consideration passing from the 

member bank to the reserve bank (and the opinion anticipates that in all 
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these cases there would be found to be in fact a roal consideration passing 

from the member to the reserve bank), the reserve bank would be liable 

in the event of loss of property held by it only if it should be proved that 

the reserve bank, had omitted to give to the property held in custody the same 

care that would be given by an ordinary prudent banker to the conduct of his 

own business in like circumstances. In any case where it might be found that 

the custody of the reserve bank is gratuitous, the reserve bank would be liable 

for any loss occurring only if gross negligence were proved. These are definitely 

settled rules of law in the State of Sew York, and while there might be slight 

Variations, it is believed that they are of quite general application. The 

opinion expresses the view that while, theoretically, there is a difference 

between a possible charge to a jury that the reserve bank is liable if it failed 

to use the care that an ordinarily prudent banker would give ,to the Conduct of 

his own affairs* and a charge that the reserve bank would be liable only if 

gross negligence were proved, yet as a practical matter it 18 doubted that there 

would be any great advantage to the bank in the event of the latter of these two 

possible charges. 

The opinion refers, also, to the legal effect of the clause in the 

safekeeping receipt issued by the Federal Reserve Bank of Hew York, as follows: 

"The Federal Reserve Bank will give to property left in its 
custody the same care that it gives its own property; but 
beyond that will not assume responsibility." 

At the time the opinion was written it was thought that this provision would be 

of doubtful effect. However, in an opinion decided in the last month in New 

York it was held that the liability of a bank holding securities in safekeeping 

was limited to that expressed in the receipt. The law is contrary to this in 

many states, where the courts hold that contracts seeking to exempt a party 

from the consequences of his own negligence will not be given effect. 

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



-6- X-4871-b 

' ^ f ' K*®*-i 
The opinion also discassos the liability of the banks in safekeep-< ><> 4 

ing operations on behalf of various Government departments, and, after ex-

pressing the view that probably there would be found to be a consideration 

moving from the Treasury to the reserve banks for the performance of these 

services, states that the liability of the reserve banks is to use in the 

custody of these securities that degree of care which an ordinarily prudent 

banker would give to the conduct of his own affairs in like circumstances. 

?. Should any distinction be made as to the class of 
securities which will be held in safekeepingt 

It is the view of the committee that no distinction should be made 

as to the class of securities to be held, if its recommendations in other 

respects are accepted. That is to say, if the securities to be held for member 

banks are restricted to those which are the property of the member banks for 

whom held, then any securities which the member banks own should be held by 

the reserve banks* 

In submitting this report the committee desires to point out that it 

has given careful consideration to the value of the service which the reserve 

banks might render to theaBmber banks in relation to the cost of that service. 

It believes that the value of the service is very great, especially to the coun-

try member banks, who, in many cases, are without proper facilities for caring 

for their securities. It believes that by restricting the service for member 

banks to securities actually owned by member banks» the burden on the reserve 

system will not be great, and that the expense will be very small compared with 

the value of the service rendered. The committee is convinced that the 

service should be restricted to those securities which are the property of the 

member banks, as, if this were not done, the volume of securities which would 

ultimately find their way to reserve banks would be very great and would impose 

9- burden on the reserve banks, which they would be unwarranted in assuming. 
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it would also cause the reserve banks to enter into direct competition with 

member banks which are equipped to render a safekeeping service for individuals 

which it believes, the reserve banks should not do. 

Respectfully submitted) 

XB. A. Young, 
Wm. McGi Martin 
J. H. Case, Chairman. 

x While the above report was unanimously adopted by the Committee, nevertheless 
Governor Young desired to have noted his exception in one regard as follows: 

"Governor Young desired to make an exception to the 
rule described by Paragraph Four so as to allow the Federal 
Reserve Bank of Minneapolis and possibly other reserve banks 
similarly situated, to continue to receive from member banks 
and hold in safekeeping collateral deposited by member banks 
to secure State of other public deposits, the reasons for 
such exception being that the Federal Reserve Bank of 
Minneapolis, and possibly other reserve banks, have done a 
substantial amount of this business for member banks with 
mutual satisfaction and further that looal conditions are 
such that the Federal Reserve Bank of Minneapolis, and 
possibly other reserve banks, have relatively few oppor-
tunities for rendering services to members and hence are un-
willing to refrain tirom giving this substantial aid." 
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if 

C O P Y EXHIBIT A. 

FEDERAL RESERVE B A M 
OF 

ST. LOUIS. 

February 1, 1927 

Mr. J. H. Case, Deputy Governor, 
Federal Reserve Bank, 

New York, H. Y. 

Dear Mr. Case: 

Referring to your letter of January 14, with which 
you enclosed agenda for meeting of our Safe Keeping Committee, 
I believe there is something we should at least have in mind in 
connection with consideration of the question as to whether or 
not we should accept custody of securities owned by customers of 
member banks, and that is the effect of the state inheritance 
tax laws. 

Under the Missouri inheritance tax laws, should we ac-
cept the custody of securities owned by customers of member banks 
we undoubtedly would be under the responsibility of notifying the 
tax authorities in the event of the death of the individual cus-
tomer, and in addition to this we, of course, would be under the 
responsibility, in the event of the death of a member bank's cus-
tomer, of seeing that the securities reached the proper legal rep-
resentative -of the deceased, which would necessitate scrutiny of 
letters of administration. All of this responsibility is obviated 
if we deal only with securities owned by member banks. 

We all here think that you have covered the matter very 
thoroughly in your agenda and that after consideration of this our 
committee should have an excellent starting point for its discus-
sion. I hope very much that Mr. Young is not still sick* As it 
may be of assistance to you in setting a date for our meeting, I am 
advising that I have engagements on February 9th and February 14th. 

Yours very truly, 

Wm. McC. Martin, 
Chairman of the Board 
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January 20, 1927, 

To Mr. Kenzel 

Prom L. B. Mason 

m m m m 
re 

HANK'S LIABILITY IN CONNECTION WITH 
SAFEKSEPING ACCOUNTS. 

Reference is made to the letter of the Federal Reserve Board of 

January 5, addressed to Mr. Case, in connection with the work of the committee 

appointed to make a study of the question of the safekeeping of securities by 

reserve "banks. 
P 

The Board asks to be advised specifically (a) as to the legal 

liability of reserve banks acting as bailees of securities for pay and (b) as 

to the legal liability of reserve banks acting as bailees of securities with-

out compensation. I shall endeavor to answer these questions with reference 

to the law of the State of New York. In order to answer fully, it seems de-

sirable, first, to state the various circumstances under which this "bank en-

gages to act as bailee of securities. We shall then in each case teach a con-* 

elusion upon the. question of whether thd bailment is for hire or gratuitous 

and, having determined that question, express an opinion as to the measure of 

care required of the bank. 

First, then, this bank receives securities from member banks solely 

for purposes of safekeeping. Upon the receipt of such securities the bank 

issues a receipt, of which the following is a provision: 

"the Federal Reserve Bank will give to property 
left in its custody the same care that it gives 
its own property; but beyond that will not assume 
responsibility." 
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In these transactions there is no express provision for payment for 

the services of this bank.. However , in view of the relation of the bank with 

its members, the fact might well be established that the transaction involves 

mutual benefits and is based upon a real consideration. My best judgnent is 

that we would be found in fact to be bailees for hire in these cases. 

$ow as to liability in cases of this sort. In the first place, 

whether the bank is a gratuitous bailee or a bailee for hire, it is not in, 

any sense an insurer against loss. If we should be found to be a bailee for 

hire, as anticipated, we are responsible under the decisions of the courts of 

this state for the use of ordinary care - that is, the measure of care which 

an ordinarily prudent banker would render in the conduct of his own business 

in like circumstances. If, on the other hand, we wor.c found to be in these 

cases a gratuitous bailee, the courts would instruct a jury considering the 

matter that the bank was liable only if gross n e g l i g e n c e p r o v e d . It is 

doubtful as a practical matter that any substantial benefit would accrue to 

the bank, so far as legal liability is concerned, as a result of the latter 

of these two possible charges by a court. 

It might be contended that the clause quoted from the receipt is a 

general avoidance of liability, if we had shown the property of a member in 

our bank the same care as our own. However, the courts do not look with favor 

upon contracts in which parties seek exemption from consequences of their own 

neglect, and I doubt that this provision would be of any effect at all if 

there was proof of negligence or if there were circumstances giving rise to 

an inference of negligence. These remarks concerning the receipt apply, of 

course, to all cases in which the receipt is issued.* 

x(Note - In the case of Sagendorph v. First National Bank 
of Philmont, (reported 218 N.Y. Supp.,191), decided af-
ter this opinion was written, it was held that a stipula-
tion against liability contained in the safekeeping re-
ceipt, identical with the one under consideration, limited 

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



- 3 - (Exhibit B) X-4871-> 

the liability of the bank holding property in safekeeping 
to that expressed in the receipt. This seems now to be 
the law in New York. However, there is much authority 
contrary to this in other states, where it is quite gener- * ' 
ally held that stipulations against negligence are of no 
effect.) 

Another class of cases in which this bank has on occasion in the past 

received securities for safekeeping from member banks is identical with the one 

just considered and involves a receipt containing the same provision as the one 

above referred to, except that the bank is on notice that the securities in 

this class are the property of some person or corporation other than the member 

bank. It has long been the policy of this bank not to receive securities on 

this basis. However, since the question appears to be involved in the considera-

tions of the Board, we shall consider the question of liability in transactions 

of this sort. So far as concerns the question of whether we are bailees for 

hire or gratuitous bailees and our consequent liability, the considerations are 

exactly the same as in the case first discussed. There is, however, another 

aspect of the question of liability applying peculiarly to cases of the sort 

now under consideration. This question is as to our duty to inquire into the 

terms of the trust under which the member bank acts for its customer. The rule 

of law in the State of New York is that where a trustee deposits funds belonging 

to a trust the bank acting as bailee is under no obligation to inquire as to the 

terms of the trust. It is entitled to assume that the trustee will apply the 

funds to their proper purposes. If the trustee misapplies the funds without 

this bank's knowledge, it is not responsible therefor. Of course, if this bank 

had knowledge of such violation or if it profited in any way by it, it would be 

liable; otherwise not. 

A further question which might arise in this class of cases is as to 

the duty of this bank if, in a given case, it should be advised by a customer 

of the member bank or by the member bank of any dispute between them as to what 

i isposition should be made of property held in custody. In such cases it is 
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clear that the duty of this bank would be to release the securities only upon 

the consent of both parties, or to deliver them over in accordance with an 

order of court. 

The next class of cases for consideration is the one in which we hold 

securities as collateral for loans to member banks or where we hold them with 

she understanding that we may use them as collateral if required. The receipt 

in this class of cases contains tile Same provision as the one quoted above, and 

the same remarks as to the legal effect of the provision apply. 

In these instances I think we are clearly bailees for hire and are in 

consequence chargeable not as insurers but with the duty of using the care an 

ordinarily prudent banker in the conduct of his own business in like circumstances 

would exercise. 

There is a large class of safekeeping operations arising out of our 

relation as fiscal agent of the Treasury of the United States and as fiscal 

agent of other corporations organized under Federal law. We in fact hold in 

many accounts securities of various departments of the Government, either by 

virtue of a special request of the Treasury or under the Treasury's Circular 

No. 154 of May 15, 1922, and letter of Mr. Gilbert, addressed to 

Governor Crissinger under date of July 17, 1923, authorizing reserve banks to 

take securities tendered by Treasury officers in the ordinary course of their 

duties. Also, we hold collateral pledged by banks to secure special Government 

deposit accounts. These securities are held under letter of May 29, 1917, ad-

dressed by Secretary McAdoo to the bank and letter of April 25, 1919, addressed 

to the bank by Assistant Secretary Leffingwell. 

In none of these cases do we make any direct charge for our service 

of, 
of safekeeping, except that/the Alien Property Custodian. However, it is 

thought that in the event of any question about liability it would probably be 

determined that in fact there is some consideration passing to us, in view of 
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our relations to the Treasury as its banker. It is not adequate compensation 

in any safekeeping transaction, but is nevertheless a real consideration. 

As to liability in these cases, there is no judicial authority, the 

question never having been presented to the courts. However, in my opinion, 

our responsibility in all these cases is not that of insurer but that of an 

agent to his principal, and in my judgment in all of them we would be held to 

that degree of care which a reasonably prudent banker would ordinarily give 

to the conduct of his own business in like circumstances. It is true that the 

letters of Messrs. McAdoo and Leffingwell, above referred to, are open to the 

construction that the intention was to make this bank an insurer for the receipt, 

custody and disposition of collateral for Government deposits. 

In some of these accounts we have notice that the property held is 

subject to rights of third persons. In these casos the same considerations of 

liability apply as appeared heretofore when we discussed those cases in which 

the bank has in the past received securities for safekeeping from member banks 

where this bank is on notice that the securities are the property of some per-

son or corporation other than tho member bank. 
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May 2, 1927. ***•* 

REPORT OF SUB-COMMITTEE OF GENERAL COMMITTEE ON BANKERS ACCEPTANCES 
TO GOVERNORS' CONFERENCE. HAY 9. 1927. 

Since the last conference no question has "been reported to the 

Sub-Comnyittee, consequently there is nothing new to report at this time. 

Your Committee, however, again respectfully calls attention to 

the fact that the matters referred to in the report of the General Committee 

on Bankers Acceptances, submitted to the Conference of March 22, 1926, 

printed on pages 370-378 of the Stenographic Record of that Conference, 

outlining certain principles and rules desired by the Conference in its 

consideration of a general broadening of practice in bankers' domestic 

acceptance credits, and approved by that Conference, have, your Committee 

understands, still to be disposed of by action of the Federal Reserve Board. 

Respectfully submitted, 

W. W. Paddock, 
C. R. McKay, 
F. J. Zurlinden, 
E. R. Kenzel, Chairman. 
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