
FEDERAL RESERVE BOARD 4 7 6 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO N O V E H L B E T l 6 , 1 J 2 J 
THE FEDERAL RESERVE BOARD ^ # 

SUBJECT: Bank Premises Accounting and 
Functional Expense Reports. 

Dear S i r : 

On June 29 the Board forwarded to the Governor of each 
Federal reserve bank, for comment- and recommendations, a report on 
"bank premises accounting and f uxictional expense reports submitted •by-
representatives of s i x Federal reserve b anks, who met with a repre-
sentat ive of the Board at Chicago on June 2 and 3 . 192%. After care-
f u l l y considering the r e p l i e s of the Governors, the Board has decided 
to approve the report, a copy of which i s enclosed herewith, as sub-
mitted with the exception of recommendation 2A - Alterat ions for 
tenants. In l i e u of recommendation 2A, the Board has approved the 
fo l lowing: "The cost of repairs and a l t era t ions made f o r the use of 
tenants should be amortized against earnings (rent received) over the 
period of the lease for the premises a f f ec ted , unless the amount in-
volved i s r e l a t i v e l y small, in which case the cost may be charged d i -
rectly against rent received. Rental commissions should be amortized 
over the period of the l ease , unless paid monthly or of a r e l a t i v e l y 
small amount, when they may be charged d irec t ly against rent received.11 

I t w i l l be appreciated i f , before the c lo s ing of books at 
the end of the year, your bank wi l l make any adjustments in i t s accounts 
which may be necessary in order that they may conform to the recommenda-
tions contained in the enclosed report as modified by the above-quoted 
subst i tute for sect ion 2A. I t i s also requested that the cost of a l l 
a l t era t ions for tenants made during the present calendar year be handled 
in accordance with the above subst i tute for recommendation 2A. 

Very truly yours, 

Walter L. Eddy, 
Secretary. 

Enclosure. 
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St, 5424, 

T h e C o m m i t t e e a p p o i n t e d , t o d i s c u s s c e r t a i n q u e s t i o n s i n c o n n e c t i o n 
V t m a c c o u n t i n g o f b a n k p r e m i s e s a n d f u n c t i o n a l e x p e n s e r e p o r t s , m e t a t t h e 
f e d e r a l R e s e r v e B a n k o f C h i c a g o o n J u n e 2 n d a n d ] r d , 1 9 2 7 . The m e m b e r s o f t h e 
{ lommit t e e p r e s e n t w e r e ! 

SU L* S m e a d , F e d e r a l R e s e r v e B o a r d 
L , R . R o u n d s , F e d e r a l R e s e r v e B a n k o f N e w Y o r k 
M. J . F l e m i n g , F e d e r a l R e s e r v e B a n k o f C l e v e l a n d 

. J , S . W a l d e n , J r . , F e d e r a l R e s e r v e B a n k o f R i c h m o n d 
J . H. D i l l a r d , F e d e r a l R e s e r v e B a n k o f C h i c a g o 
T . C. D u n l o p , * F e d e r a l R e s e r v e B a n k o f M i n n e a p o l i s 
J , W* W h i t e , F e d e r a l R e s e r v e B a n k o f S t . L o u i s 

The m e e t M g w a s a l s o a t t e n d e d b y G, H. W a g n e r a n d A . C . B l a c k , o f 
t h e F e d e r a l R e s e r v e B a n k s o f C l e v e l a n d a n d C h i c a g o , r e s p e c t i v e l y . 

P r e v i o u s t o t h e d i s c u s s i o n o f t h e s p e c i f i c t o p i c s r e f e r r e d t o t h e 
C o m m i t t e e , Mr. J a m e s o f t h e F e d e r a l R e s e r v e B o a r d , a n d M e s s r s , H e a t h , B l a i r 
a n d McKay o f t h e F e d e r a l R e s e r v e B a n k o f C h i c a g o , d i s c u s s e d i n a g e n e r a l w a y 
t h e s u b j e c t s t o b e c o n s i d e r e d b y t h e c o n f e r e n c e , a n d e x p r e s s e d t h e i f o p i n i o n s 
r e g a r d i n g v a r i o u s p h a s e s o f b a n k p r e m i s e s a c c o u n t i n g . 

A f t e r t h i s i n f o r m a l d i s c u s s i o n t h e C o m m i t t e e c o n s i d e r e d t h e f o l l o w i n g 
questions* 

1 , S h o u l d t h e a n n u a l d e p r e c i a t i o n a l l o w a n c e s o n b a n k b u i l d i n g s 
a n d o n f i x e d m a c h i n e r y a n d e q u i p m e n t b e s e t u p a s d e p r e c i a t i o n 
r e s e r v e o r s h o u l d t h e y b e a c t u a l l y c h a r g e d o f f ? 

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

e q u i p m e n t a s a r e s e r v e b s c o n t i n u e d . The n e t r e s u l t ' s o b t a i n e d u n d e r t h a t 
p l a n o r t h a t o f a c t u a l l y r e d o i n g t h e b u i l d i n g s a n d f i x e d m a c h i n e r y a n d 
e q u i p m e n t a c c o u n t s e a c h y e a r a r e p r a c t i c a l l y t h e s a m e , b u t i t w a s t h o u g j j l v 
advisable t o p r e s e r v e t h e r e p l a c e m e n t c o s t o f b u i l d i n g s a n d t h e c o s t o f T f i x e d 
m a c h i n e r y a n d e q u i p m e n t o n t h e d a i l y ^ a l a n c e s h e e t o f e a c h b a n k , a n d d e d u c t 
t h e r e s e r v e c a r r i e d a g a i n s t e a c h a c c o u n t s h o w i n g t h e n e t r e s u l t . 

2 , What s h o i & d b e t h e a c c o u n t i n g p r o c e d u r e w i t h r e f e r e n c e t o 
r e p l a c e m e n t s o f f i x e d m a c h i n e r y a n d e q u i p m e n t ? 

I t w a s d e c i d e d t o c o n t i n u e c r e d i t i n g t o t h e r e s e r v e a c c o u n t t h e 
t y n y i i f i d e p r e c i a t i o n a l l o w a n c e s o n f i x e d m a c h i n e r y a n d e q u i p m e n t , a n d t o c h a r g e 
t h e c o s t o f r e p l a c e m e n t s l e e s i f a n y , t o t h i s r e s e r v e a c c o u n t . S h o u l d 
t h e c o s t o f r e p l a c e m e n t s m a t e r i @ l # p * x c e e d t h e c o s t o f o r i g i n a l e q u i p m e n t c o n -
s i d e r a t i o n s h o u l d b e g i v e n t o t h # # # K * a b i l i t y o f c h a r g i n g t h e e x c e s s c o s t t d 
f i x e d m a c h i n e r y a n d e q u i p m e n t . % e n p u r c h a s e s o f e q u i p m e n t n o t i n c l u d e d i n 
t h e o r i g i n a l i n s t a l l a t i o n a r e m a d e t h e c o s t o f s u c h i t e m s s h o u l d b e c h a r g e d 
t o f i x e d m a c h i n e r y a n d e q u i p m e n t a c c o u n t . 
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- 2 - St.5^24. 

When the use of any f i x e d machinery and equipment i s discontinued 
and i s not replaced hut sold for salvage, the or ig ina l cost should he credi ted 
to f i x e d machinery and equipment account, and the d i f f erence between the 
or ig inal coat and the amount of salvage obtained should he charged to reserve 
for depreciation account* . 

Under ordinary condit ions some of the Federal Reserve Banks w i l l 
accumulate within the next ten years a reserve account equal to f i x e d machinery 
and equipment account. TJhan they equal each other depreciat ion allowances 
should he discontinued u n t i l an increase in the f i x e d machinery and equipment 
account or a decrease in the reserve f o r depreciation account occurs. Pro-
v i s ion should then he made f o r annual depreciat ion allowances in order to in-
crease or restore the reserve account upon a, f a i r depreciat ion b a s i s . 

The c l a s s i f i c a t i o n of cer ta in items as replacements or as repairs 
and a l t e r a t i o n s was thoroughly discussed. The Committee appreciated the f a c t 
that the amount involved o f t en a f f e c t s to a great extent the c l a s s i f i c a t i o n 
determined, but i t was the consensus of opinion that i f a whole unit i s re-
placed, such an item should usual ly be considered as a replacement even though 
the amount involved may seem small. Similar c l a s s i f i c a t i o n should be given 
to the replacement of part of a unit i f the amount involved i s large . 

2 A - Al terat ions for tenants. 

I t was the consensus of opinion that the cos t of repairs and a l t e r -
at ions made for the use of tenants should be amortized over the period of the 
lease f o r the premises a f f e c t e d , as provided in the funct ional expense manual. 

Mr. Di l lard did not concur in t h i s opinion, hut recommended, in view 
of the f a c t / t h e ' cost of repairs and a l t e r a t i o n s f o r tenants does not add to 
the v&lue of the bui ld ing, that the cost of these items he cha.rged to current 
expense, p a r t i c u l a r l y i f the amount i s r e l a t i v e l y small when compared with 
the amount of rent to be received; or i f the expense incurred in making re-• 
pa irs and a l t e r a t i o n s for a tenant i s large enough to mater ia l ly a f f e c t the 
current expense account from a comparative standpoint, that t h i s item be 
carried in a spec ia l account and charged d irect to p r o f i t and l o s s at the 
end of the current year in the same manner that we now charge furni ture and 
f i x t u r e s . 

3, How much, i f any, of the data shown in the funct iona l expense 
reports i s i t advisable to make public? 

I t was the opinion of the Committee that i t i s not advisable to 
publish data with regard to functional expense reports , but the Committee 
appreciated the f a c t that t h i s subject i s a matter of p o l i c y , and makes no 
recommendation. 

4a Are the ind ices shown in Memorandum St. 5359 dated May 7» 1927. 
from the Federal Reserve Board a s a t i s f a c t o r y means of measuring 
the trend in operating e f f i c i e n c y of the Federal reserve banks? 
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The Committed thought that the indices presented showed a f a i r l y 
good picture of the trend of expenses in the individual Federal reserve "banks 
and that i t would "be worth while to prepare such information p e r i o d i c a l l y . 
It was thought inadvisable to publ ish f i gures s imilar to those shown in the 
memorandum, "but that the memorandum may be used as a "basis for general d i s -
cussion of the System's operating e f f i c i e n c y . 

The suggest ion to discontinue or s impl i fy funct ional expense report 
Form E was presented to the Committee, and t h i s subject was thoroughly 
discussed. 

It was the opinion of each member of the Committee that the funct ional 
expense plan had undoubtedly accomplished many b e n e f i c i a l r e s u l t s , and although 
addit ional b e n e f i t s might be derived from the comparison of expenses of the 
various Federal reserve banks, report Form E would probably not be as valuable 
in the future as i t has been for the past few years. 

Al l of the Federal reserve banks now have in operation a budget for 
expenses, and in some banks the budget plan has been in operation for some 
time with the resu l t that as far as those individual banks are concerned the 
information obtained from the budget i s adequate, but i t was agreed that the 
system of budgeting expenses could not be subst i tuted f o r the funct ional ex-
pense plan at t h i s time. 

It was a lso agreed that the work necessary for the preparation of 
Form E i s a n e g l i g i b l e item and i t s s impl i f i ca t i on would not provide much 
of a . sav ing in labor. 

It was l ikewise thought advisable to continue some form of funct ional 
expense report and, therefore , the Committee agreed that for the present the 
functional expense plan now in operation should be continued. 

Respect fu l ly submitted, 

(signed) M. J . Fleming 
L. E. Rounds 
J. H. D i l l ard 
F, C. Dunlop 
J. W. White 
J. S. Walden, Jr . 
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