X-1530

FEDERAL RESERVE BOARD ANNOCUNCEMENT
WEEK ENDED JULY 1, 1927.

CHANGES IN STATE BANK MEMBERSHIP:
Dist. Date
’ Admitted to Membership:

None.

Consolidated #ith Nitional Bank:

1 The Fitchburg Bank & Trust Co., Fitchburg, Mzss.,
has consolidated with the Merchants National Bank,
Worcester, Mass., under title of Worcester County
National Bank, Worcester, Mass. 6-27-27

PERMISSION GRANTED TO EXERCISE TRUST POWERS:

1 MechanicksNe¢tional Benk, Concord, N. H.(Supplemental) 6-28-27
3 First Netional Benk, Conshohocken, Pemna. 6-28-27
7 First National Bank, Flint, Mich. (Supplemental) 6-28-27
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X-~1530
FEDERAL RESERVE BOARD ANWOUNCEMENT
WEEK ENDED JULY &, 1927.
CHANGES IN STATE BANK MENBERSHIP:
Dist.
No. : Date
Admitted to Membership:
None.
Converted to Netional Bank:
6 The Merchants Bank, Mobile, Alabama, has converted
into the Merchants National Bank of Alabama. 6-21-27
12 The CentraliaState Bank, Centralia, Washington, has
converted into the First National Bank of Centralia. 7- 1-27
Absorbed by National Bank:
12 Orange County Trust & Szvings Bank, Santa Ana, Calif.,
has been absorbed by the Bank of Italy National Trust &
Savings Benk, San Francisco, Celif. 6-18-27
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
1 Citizens National Bank, Tilton, N. H. (Supplemental) 7- 5=27
2 Gramatan National Benk, Bromxville, N. Y. 7- 727
3 First National Bank, Philadelphia, Pa. 7- 5-R7
3 First National Bank, Sayre, Pa. 7- 1-27
4 First Netional Benk & Trust Co., Suringfield, Ohio
(Confirmatory) 7- 5-27
7 la Szlla National Bank, Lo Sslle, I1l. (Supplemental) 7- 527
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X-1530

#EDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED JULY 15, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Dist,
No.
Merger of State Member Banks:

2 The City Trust Company, Newark, N. J., and the
Ironbound Trust Company, Newark, N. J., both members,
have merged with and under the title of the Fidelity
Union Trust Company, Newark, N. J., a member.

Consolidation with National Bank:

6 The American Trust & Savings Bank, Birmingham, Ala.,
a member, has consolidated with the Traders National Bank,
Birmingham, Ala., under title of American Traders National
Bank, Birmingham, Als.

Absorbed by Nonmember Bank:

8 The Jonesboro Trust Co., Jonesboro, Ark., a member,
has been absorbed by the American Trust Co., Jonesboro,
Ark., a nonmember.

PERMISSION GRANTED TO EXERCISE TRUST POWERS:

Worcester County National Bank, Worcester, Mass.
Mechanics National Bank, Bayonne, N. J.

Caldwell National Bank, Caldwell, N. J.

Hanover National Bank, New York, N. Y. (Supplemental)
Citizens National Bank, Harlan, Ky.

Merchants National Bank, Mobile, Ala.

Second National Bank, Richmond, Ind. (Supplemental)
First National Bank, ison, Ind.

Boone County National Bank, Columbia, Mo.(Supplemental)
First National Bank, Florence, Colo.
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Date

6-29-27

7-11-27

7=13-27

6-27-27
7-12-27
7-12-27
7-12-27
7-12-27
6-30-27
7-12-27
7-12-27
7-12-27
7-12-27



X-1530

FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED JULY 22, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Admitted to Membership:

None.

Absorption of National Bank:

9 The State Bank of Madelis, Madelia, Minn., a member,
has absorbed the First National Bank of Madelia.

PERMISS ION GRANTED TO EXERCISE TRUST POWERS:

First National Bank, Princeton, N. J. {Supplemental)
First National Bank, Ashley, Pa.

Second National Bank, Warren, Ohio (Supplemental)
Third National Bank, Nashville, Temn.

City National Bank, Clinton, Iowa (Supplemental)
National Bank of Commerce, Tulsa, Okla.

United States National Bank, Los Angeles, Calif. ,

VOO PUW
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7-15-27

7-21-27
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X-1530

FEDERAL RESERVE BO/RD ANNOUNCEMENT
WEEKX ENDED JULY 29, 1927.

CHANGES IN STATE BANK NEMBERSHIP:

Admitted to Membership:

Dist. Total
No. Capital  Surplus resources Date

2 Columbus TPrust Co., . )
Newark, N. J, $200,000 $100,000 $320,000 7-23-27

PERMISSION GRANTED TO EXERCISE TRUST POWERS :

1 National Tradesmens Bank and Trust Co., New Haven, Conn. 7-28-27
(Supplemental)
1 Blackstone Canal National Bank, Providence, R. I. 7-28-27
2 Columbus National Bank, Paterson, N. J. 7-28=-27
4 Mahoning National Bank, Youngstown, Ohio (Supplemental) 7-28-27
7 First National Bank, Janesville, Wis. (Supplemental) 7-28-27
8 First Nationnl Bank, Belleville, Ill. (Supplemental) 7-28-27
9 Union National Bank, Eau Claire, Wis. 7-28-27
12 First National Trust and Savings Bank, Whittier, Calif. 7-28-27
(Confirmatory)
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X-1530

FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED AUGUST 5, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Dist.
No. Date
AGmitted to Membership:
None.
Consolidated with National Bunk:
6 The Bank and Trust Company, Talladega, Ala., has
consolidated with the Tnlladega National Bonk. 8~ 1-27
Converted to National Bank:
11 The Peoples State Bsnk, Tyler, Tex&s, has con-
verted into the Peoples Nationel Benk of T-rler. 7-30-27
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
10 wchange N.otional Bank, Hutchinson, Kons. 7-25-27
10 Anerican Nmtional Bunk, Olxmlgee, Okla. T 8- 2-R7
12 First N:tional Bonk, Los Angeles, Calif. 7-29-27
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Disgte.
No.

11

12

12

Ol O GGG WD

FEDERAL RESERVE BOARD ANNOUNCELENT
WEEK ENDED AUGUST 12, 1927

CHANGES IN STLTE BANK MEMBERSHIP:

Admitted to Membership:

. Total
Capital Surplus resources

Miners Deposit Bank and ) _
Trust Compeny, Lykens, Pa. $135,000 $115,000 1,446,000

Peoples State Bank,
Shannon, Illinois 40,000 9,000 262,190

Guaranty State Bank,
San intonio, Texas 300,000 300,000 5,472,495

Peoples Bank and Trust Co.
Seattle, Washington 500,000 100,000 7,899,740

VOLUNT.LRY WITE .. W.L

Commercial Bank of Turlock, Turlock California

MERGER OF ST.LTE IMEMBER B.NKS

The Commonwealth Bank of the City of New York, New York
and the Manufacturers Trust Company have merged under the
title of the Manufacturers Trust Company, New York.

The Standsard Bank, New York, New York ond the lianufacturers
Trust Company have merged under the title of the
Manufacturcrs Trust Compamy, New York.

CONSOLIDATION WITH ST.TE BANK.

The Commercial State Savings Bank, Detroit, Michigan, has
consalidated with the Commonwealth Federal Sevings Bank,
Detroit, Michigan.

PERIMISSION GRANTED TO EXERCISE TRUST POWERS.

Franklin Nationol Bank, Nutley, New Jersey.

First National Bank, Rockville Center, New York.
Merchants National Bank, Shenandoah, Penn.

Tioga National Bank, Philadelphia, Penn.

Broad Street National Bank, Philadelphic (Supplemental)
Audubon Netional Bank, iudubon, New Jersey _

First Camden Nationzl Bank ond Trust Co., Comden, N. J.
Commercial National Bank, Coshocton, Chio ( Supplemental)
Empire National Bank, Clarksburg, W. Voo ( Supplemental)
First National Bank, Thomasville, N. C.
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Date

8-10-27

8-8-27

8-5-27

8-12-27

8-5-27

7-29-27

7=-29-27

6-27-27

8-10-27
8-10-27
8-10-27
8-10=27
8-10-27
8-10-27
8-10-27
8-11-27
8-10-27
8-10-27



Federal Reserve Board /mnouncemont week ended Jiugust 12, (continued)

-

PEHLIISSION GR.NTED TO ZXERCISE TRUST POWERS

6 Hational City Bank, Rome, Georgia.

7 First Nationzl Bank, Berwyn, Illinois.

8 Pcoples Nationel Bank, Washington, Indianco.
10 First Wationel Bank in .da, ida, Oklchoma.
10 Okemeh Notionnl Brnk, Okemah, Oklahomn.
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Dist.

X-1530

FEDERAL RESERVE BOARD ANNOUNCENMENT
WEEK ENDED AUGUST 19, 1927

CHANGES IN STATE BANK MEMBERSHIP:

Admitted to Membership:

None.

Succeeded by State Member:

The Miners Deposit Bank, Lykens, Pa., & member,

has been succeeded by the Miners Deposit Bank &
Trust Co., Lykens, Pa., a membetl.

@ o™

Digitized for FRASER
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Closed:
Malcom Savings Bank, Malcom; Iowa

Voluntary Liquidation:

Wakefield State Bank, Morenci, Mich.

PERMISSION GRANTED TO EXFRCISE TRUST POWERS .

First National Bank, Highland Park, N. J.

First National Bank, Bay Shore, N. Y.

Woymesboro National Bank, Waynesboro, Va.

First Notional Bank, Mayfield, Ky. (Supplemental)

Date

7- 1-27

8-12-27

8-16-27

8-17-27
8-17-27
8-17-27
8-17-27



X-1530

FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED AUGUST 26, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Dist., Date
No.
Admitted to Membership:
None.
Converted to National Bank:
9 Columbia State Bank, Cclumbia Heights, Minn. 8-15-27
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
2 Labor National Bank, Newark, N. J. 8-24-27
2 Prospect National Bank of Brooklyn in New York, N. Y. 8-24~-27
2 Valley Stream National Bank, Valley Stream, New York. 8-24-27
6 Isbell National Bunk, Talladege, Ala. 8-2427
7 Nstional Bank of Decatur, Decatur, Ill. (Supplemental) 6-24-27
8 Peoples National Bank, Paducah, Ky. 8~24=27
11 Fort Worth National Bank, Fort Worth, Texas.(Confirmatory)e-24-27
12 Citizens Nntional Bank, Riverside, Calif. 8-24-27

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

ey
i)

o



[
bk

X-1530
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED SEPTEMBER 2, 1927.
CHANGES IN STATE BANK MEMBERSHIP.
Diss. - Dute
Admitted to Membership:
Total
Capital Surplus resources
7 Fordson State Bank, v »
Fordson, Mich. $200;000 $40,000 $841,964 9- 1-27
Mergéd with Nonmember :
3 The West Side Trust Co., Kingston, Pa., a member, has
merged with the Kingston Bank & Trust Co., Kingston; Pa., a 9~ 1-27
nonmember .
Consolidated with National Banki
12 The Pacific Southwest Trust & Savings Bank, Los Angeles,
Calif., & member, has consolidated with the First National 9- 1-27
Bank of Los Angeles.
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
2 First National Bank, Crenbury, N. J.  (Supplemental)  8-30-27
3 First National Bank, Barnegat, N. J. 8-30-27
3 National Bank of Olney in Philadelphia, Pa. 8-30-27
4 Montgomery National Bank, Mount Sterling, Ky. 9~ 1-27
5 Farmers and Mechanics Notional Bank, Westminster, Md. 9- 2-27
5 Farmers and Merchonts Notionnl Bank, Redford, Vo. 8-30-27
6 Central National Bank, &4lbany, Alc. 9- 2-27
6 American-Traoders Neotionnl Bank, Birmingham, Ala. 8-30-27
(Confirmatory)
7 First National Bank, Lo Porte, Ind. (Supplemental) 9~ 2-27
7 First Notional Bank, Red Ock, Iown (Supplemental) 8-30-27
11 Citizens Nationnl Bank, Tyler, Texos {Supplemental) 8-30-27
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X-1530
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED SEPTEMBER 9, 1927.
CHANGES IN STATE BANX MEMBERSHIP:
Admitted to Membership:
None.
Voluntary Withdrawals:
7 Columbia State Savings Bank, Chicago, Ill.
6 Admerican Trust Company, Jacksonville, Fla.
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
2 Peoples National Bank, Irvington, N. J.
6 First National Bank, Perry, Fla.

Digitized for FRASER
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Federal Reserve Bank of St. Louis

Date
9~ 6-27
9- 3=27
9~ 8-27
9- 6-27

ol



[ERN
)

X-1530
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED SEPTEMBER 16, 1927.
CHANGES IN STATE BANK MEMBERSHIP:
Dist. Date
Admitted to Membership:
None.
Closed:
4 Farmers State Bank, Eldorado, Ohio 9-13-27
6 Farmers & Merchants Bank, Girard, Ga. 9-13-27
7 Farmers State Bank, Vail, Iowa 9-14-27
Voluntary Withdrawal:
? Farmers & Merchants Savings Bank, Tipton, Iowa 9-12-27
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
2 National Bank of Skoneateles, Skaneateles, N. Y. 9-14-27
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Dist.
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Bradley Bank, Tomahawk, Vis.

FUDERAL RESERVE DOARD NNOUNCEMENT
WEEK ENDED SEPTRIBEL 23, 1927

CHANGEDS I STATE BANE, LEMBERSHIP:

Admitted to MNembership:

None.

Absorption of Nonmember:

Voluntary Withdrawali:

Closed:
S ————

Home State Benk, #anthony, Kons.

PERMISSION GR.NTZD TO ZXERCISE TRUST POWZRS:

Sanfqrd National Bank, Senford, Meine
First National Benk, S

i

X-18530

Dete

The Newark Trust Co., Newark, N. J., & nonmember,
has merged with the Merchants Trust Co., Newark, N. J..
a8 member, under title of the lMerchaats and Newark Trust

9-17-27

9-12-27

9-19-27

9-20-27

pringfield, Vt.(Supplementzl) 9-20-27
~Atlas Nationnl Bank, Cincinnati, Ohio(Supplementsl) 9-20-27
Sterling Notional Bank, Sterling, 111,
Citizens National Bank, Charles City, Iowa
Louisa County Natioho
Central National Bank, Battle CreeXk,liich.
: (Supplcmental)
First National Bank, Princeton, Ky. (Supplementsl) 9-20-27
rmers Nctional Bonk, Glosgow,
Fermers & Mcrchonts Ne
irshall Notionnl Bank, Mershall, Texns

9-23-27
9-23-27

1 Bank, Columbus dJunction,Ia. 9-20-27

9-23-27

Ky. (Supplementzl) 9-20-27
tional Bank, Lbilene, Texas 9-23-27

{Supplementsl) 9-23-27
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X-1530
FEDFRAL RESERVE BOLRD LANNOUNCEMENT
WEEK ENDED SEPTENMBER 30, 1927.
CHANGES IN ST.TE BANK MEMBERSHIP:
Dist. Date
idmitted to Membership:
Capital Surplus Resources
& Trust Company of Orange, _ .
Orange, N. J. $700,000 $250,000 $2,587,018  9-30-27
3 Dollar State Bank & Trust .
Co., Scranton, Pa. 196,950 40,370 1,273,162 9-30-27
Voluntary Withdrawal:
6 Evangeline Bank & Trust Co., Ville.Platte, Ia. 9-28-27

JUTHORIZED TO ACCEPT DRLFTS AND BILLS OF EXCHANGE
UP TO 100 PER -CENT OF CJAPITAL .ND SURPLUS

1 Rhode Island Hospital Trust Co., Providence, R. I.

PERMISSION GRANTED TO EXERCISE TRUST POWERS :

1 Second National Bank, HNeshua, N. H. (Supplemental)
6 Talladega National Bank, Talladega, fLla. (Confirmatory)
9 PFirst National Bank, OCalumet, Mich.

Digitized for FRASER
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9-27-27
9-27-27
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Dist.

X-1530

FEDERAL RESERVE BOARD ANNOUNCEMENT
YEEX ENDED OCTOBER 7, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Admitted to Membership:

None. .

Merger between State lMembers:

The Springfield Avenue Trust Co., Newark, N. J., has
merged with and under the title of the Federal Trust Co.,

Newark, N. J.

11
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http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

Pirst State Bank, Seminole, Texts
(on account of expiration of Stnte charter)

PERMISSION GRANTED TO EXERCISE TRUST POWERS:

Peoples National Bank, Pemberton, N. J.

First National Bank, West New York, N. J.

First National Bank, St. Johnsville, N. Y.

First National Bamk & Trust Co., Covington, Kv.
(Supplemental)

First Nontional Bank, Fayette, Ala.

First N::tional Bonk, Joliet, I1l. (Supplemental)

Citizens National Bank, Tipton, Ind. (Supplemental)

United States National Bank, Kenosha, Wis.

First N:=tional Benk, Laurium, Mich.

American National Bank, Bristow, Okla.

First National Bank, Bonhom, Texas (Supplemental)

Date

9-30-27
10- 1-27
8- 3-27
10~ 5=27
10~ 527
10- 5-27
10- 5-27
10~ 5-27
10- 7-27
10- 7-27
10- 5-27
10~ 5-27
10- 5-27



X-1530
FEDERAL RBESERVE RBCARD ANNOUNCELENT
WEEK ENDED OCTORER 14, 1927.
CHANGES IN STATE BANK MEIBERSHIP:
Dist. Date
Admitted to llembership:
None.
Closed:
6 Wartrace Bank & Trust Co., Wartrace, Tenn. 10-11-27
Chenge of Title!
8 The City Trust Co., St. Louis, l'o., has changed its title
to Fidelity Bank & Trust Co. _ 10-11-27
PERIMISSION GRANTED TO EXERCISE TRUST POWERS:
3 Second National Bank, Altoona, Pa. 10-12-27
6 First National Bank, Statesboro, Ga. 10-12-27
9 First Noational Bank in Minneapolis, Iiinn. 10-12-27

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



FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED OCTOBER 21, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Admitted to lMembership:

Dist.
No. None.
PERMISSION GRLNTED TO EXERCISE TRUST POWERS:
2 Little Fslls National Bank, Little Falls, N. J.
7 Continental & Commercial National Bank, Chicago, Ill.

Digitized for FRASER
http://fraser.stlouisfed.org/
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10-20-27
10-18-27
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X-1530

FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED OCTOBER 28, 1927

CHANGES IN STATE BANK MEMBERSHIP:
Dist. Date

Admitted to Membership:

None.

Converted to National Bank:

2 Mutual Bank, New York, N. Y. (converted to Mutual National
Bank of the City of New York). 10-22-27

Absorption of Nonmember:

3 The Camden Safe Deposit & Trust Co., Camden, N. J., a
member bank, has absorbed the Central Trust Co., Camien,
N. J., a nonmember. : - 9-30-27

Chenge of Title:

8 The Benk of Maplewood, Maplewood, Mo., has changed its
title to Bank of Meplewood and Trust Company. 10-18-27

Absorbed by Nonmcmber:

11 First State Bank & Trust Co., Hereford, Texas, a member,
has been absorbed by First State Bank, Hereford, Texcs, o
nonmember . 10-24-27

Abgorption of National Bank:

11 The Junction State Bank, Junction, Texas, o member, has
absorbed the First Netional Bank of Junction, Texas. 9-29-27

PERMISSION GRANTED TO EXERCISE TRUST POWERS:

4 First National Bank and Trust Co., Woynesburg, Pr. 10-24-27

Digitized for FRASER
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X-1530
FEDERAL RESERVE BOARD AiHOUNCEMENT
WEEX ENDED NOVEMBER 4, 1927.
CHANGES IN STATE BANK MEIBEDRSHIP:
«dmitted to ilembership:
‘Total
Capital Surplus resources
American Exchange Bank,
Portland, Oreg. $200,000 50,000 $3,234,651
Reopened:

The Fermers State Bank, Eldorado, Ohio.
Closed:
County Suwvings Bunk, ilgona, Iowa.

Withdrawal:

The First State Bank, Normangee, Texas, has withdrawn on

account of expiration of its State charter.

PERMISSION GRANTED TO EXERCISE TRUST POWERS:

Berlin Neationel Bank, Berlin, N. H.
Motteawan Nrtional Bank, Beacon, N. Y.
National Security Bank, Philadelphia, Pa.
National Bank o1 Schweiksville, Penna.
First National Bank. iamaington, lMich.

Iee County National Bonk, Marianna, Ark. (Supplemental)

Security National Bonk, Jackson, Tenn.

Los lngeles-First Not. Trust & Savimgs Bank, Los iwscles, Cal.

(Confirmatory)
First N-tional Bonk, O;den, Utah.

Digitized for FRASER
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10-29-27

10-29-27

10-29-27

10-29-27

10-31-27
11~ 4-27
11- 4-27
11- 4-27
11- 4-27
11- 4-27
10-31-27
11- 4-27

11- 4-27
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Digitized for FRASER

X-1530

FEDERAL RESERVE BOART ANNOUNCEMENT
WEEK ENDED NOVEMBER 11, 1927.

CHANGBES IN STATE BANK MENBERSHIP:

Admitted to Membership:

None.

Absorption of National Banks:

The Hamilton Trust Co., Pa.terson, N. J., & member, has

abgsorbed the Totowa National Bank, Paterson, N. J.

The American Commercial & Savings Bank, Davenport, Ia.,

o member, has absorbed the Iowa National Bank, Davenport,Ia.

Voluntary Withdrowals:

Merrill Trust Co., Bangor, Maine.
Farmers State Bank, Hoyfield, Minn.
State Bank of New Richland, New Richland, Minn.

Voluntory Liquidation:

First State Bank, Trenton, Texas.

AUTHORIZED TO ACCEPT DRAFTS AND BILLS OF EXCH:NGE
UP TO 100 PER CENT OF C.PITAL AND SURPILUS:

Citizens National Bank, Los Angeles, Cclif.

PERMISSION GR.LNTED TO EXERCISE TRUST POVERS.

Brond & Market National Bank & Trust Co., Newark, N. J.

(Confirmatory)
Centenl N-¥ionnl Baxlz, New Rochelle, N. Y.
Monufacturers National Bank, Troy, N. Y. (Confirmrtory)
Livérty Natiopal Bsnk, . .VWkshingbén, D. C..

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

Date

11- 1-27

10-31-R7

11- 9-27
10-31-_7
7-14-27

11- 2-27

11-10-27

11- 8-27
11- 8-27
11- 8=-27
11- 8-27
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FEDERAL RESERVE BOARD ANNOUNCENENT
WEEK ENDED NOVEMBER 18, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Adnftted to Membership:

None. -

Voluntary Withdrawal:

Cicero Trust & Savings Bank, Cicero, Ill.
Closed:

First Trust & Savings Banii, Rock Island, Ill.

PERMISSION GRANTED TO EXERCISE TRUST POVERS:

First National Bank, Northport, N. Y.
Peoples National Bank, Chester, S. C.

X-1530

11-14-27

11-18-27

11-17-27
11-17-27

First Netional Bank, Mishawaka, Ind. (Supplemental) 11-17-27
First National Bank, Russiaville, Ind.(Supplemental) 11-17-27

First Notional Trust & Savings Bank, San Diego,
Calif. (Confirmatory)

11-17-27



Dist.
No.

12
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FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED NOVEMBER 25, 1927.

CHANGES IN STATE BANK MEMBERSHIP:

Admitted to Membership:

None.

Converted to Notional Bank.

Exchange Benk, Jefferson City, Mo.

Succeeded by a Nonmember:

Security Trust Co., Bakersfield, Calif.

PERMISSION GRANTED TO EXERCISE TRUST POWERS:

Liverty National Bank, Ellsworth, Maine
Nationhal Baznk of Niagara & Trust Co., Niagara
Falls, N. Y. (Confirmatory)
Cayuga County Nxtional Bank, Auvurn, N. Y.
(Supplemental)

X~1530

Date

11~ 8-27

11-21-27

11-21-27

11-25-27
11-25-27



X-1530
FEDERAL RESFRVE BOARD ANNOUNCEMENT
WEEK ENDED DECEMBER 2, 1927.
CHANGES IN STATE BANK MEMBERSHIP:
Dist. |
No. Date
Admitted to Membership:
None.
Voluntary Withdrawal:
9 Bank of Boulder, Boulder, Mont. 11-25-27
PERMISSION GR.NTED TO EXERCISE TRUST POWERS:
2 Mount Prospect National Bank, Newark, N. J. 11-26-27
3 National Bank of Shamokin, Sheamokin, Pa. 11-30-27
3 Swarthmore National Bank, Swarthmore, Pa. 11-30-27
6 Houston National Bank, Dothan, Ala.(Supplemental) 11-26-27
8 First National Bank, Greerwood, Miss.(Supplemental) 11-26-27
10 Rubey National Bank, Golden, Colo. 11-26-27
12 First National Bank, Orange, Cclif. 11-26-27
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X-153C
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED DECEMBER %, 1luz7.
CHANGES IN STATE BANK MEMBFRSHIP:
Dist.,
No. Dete
Adinitted to Membership:
Total
Cepital  Surplus resources
10 Fidelity Socvings State Bonk, )
Toneka, Kans. $200,000 40,000 1,637,273 12— 5-27
Change of Title:
6 The Engineers Bank & Trust Compuny, Birminsham, Ala., has
changed its title to Southern Bank & Trust Compony. _ 11-22-27
Closed:
11 Avery Stute Bank, Avery, Texoes. 12- 6-27
Voluntary Witharawal:
6 Bzenk of Locust Grove, Loewst Grove, Ga. 12- 8-27
Absorbed by nonmember:
11 First Guaranty State Bank, Tioga, Texas, a member, has been
absorbed by the First State Bunk, Tioge, Texas, & nonmember. 12- 2-27
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
3 Lewisvurg National Bank, Lewisburg, Po. 12- 6-27
6 Merchants National Bank, Vicksburg, Miss. 12- 6-27
7 N=tionel Builders Bank, Chicago, I1ll. 12- 8-27
7 First Nationel Bank, Paris, Il1l. i2- 5-27
8 McDeniel National Bank, Springfield, Mo. lé~ 5-27
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X-1530
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED DECEMBER 16, 1927
Dist.
No. Date
CHANGES IN STATE BANK MEMBERSHIP:
None.
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
1 Commercial Security National Bank, Boston, Mass. 12-14-27
1 National Grand Bank, Marblehead, Mass. 12-14-27
4 First National Bank, Pikeville, Ky. 12-16-27
4 First National Bank, Bellaire, Ohio (Supplemental) 12-16=27
4 Merchants National Bank & Trust Co., Dayton, Ohio ,
{ Supplemental) 12-16-27
4 First National Bank & Trust Co., Hamilton, Ohio (Sup.) 12-16-27
4 Exchange National Bank, Pittsburgh, Pa. 12-16=-27
7 Continental National Bank & Trust Co., Chicago, Ill.
: (Confirmatory) 12-16-27
11 Citizens National Bank, Waco, Texas 12-14-27
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X-1530
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK ENDED DECEMBER 23, 1927.
- CHANGES IN STATE BANK MEMBERSHIP:
Total
Capital  Surplus resources Date
Admitted to Membership:

2 People's Trust Co., ) ‘

Dunellen, N. J. $100,000 50,000 $150,000 12-19-27
2 The Cohocton State Bank,

Cohocton, N. Y. 50,000 25,000 613,999 12-21-27
10 Pirst Security Bank,

Rock Springs, Wyo. 100,000 100,000 2,576,334 12-20-27

Voluntary Withdrawal:
Planters Bank & Trust Co., Ruleville, Miss. 12-20-27
Absorbed by National Bank:
First State Bank, Richland, Texas 11-11-27
(absorved by First Notional Bank of Richland, Tex.)
PERMISSION GRANTED TO EXERCISE TRUST POWERS :

Irvington National Bank, Irvington, N. J. 12-20-27

National Bank of Cortland, Cortland, N. Y. 12-20-27

Wheatley Hills National Bank, Westbury, N. Y. 12-20-27

Drovers & Mechanics National Bank, York, Pa. 12-20-27

First National Bank, Mobile, Ala. (Supplemental) 12-20-27

National Bank of Gulfport, Gulfport, Miss. 12-22-27

Farmers Notional Bank, Winchester, Tenn. 12-20-27

Formers and First Notional Bank, New Castle, Ind. 12-22-27
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X-1530
FEDERAL RESERVE BOARD ANNOUNCEMENT
WEEK. ENDED DECEMBER 30, 1927
CHANGES IN STATE BANK MEMBERSEIP:
Dist.
No. Date
Admitted to lMembership:
None.
Succeeded by Nonmember :
11 First State Bank, Denton, Texas
(succeeded by First State Bank of Denton) 12-13-27
11 First State Bank, Wolfe City, Texas
(succeeded by First State Bank of Wolfe City) 12-24-27
PERMISSION GRANTED TO EXERCISE TRUST POWERS:
7 First National Bank, Dysart, Iowa 12-29-27
11 Commercial Nstional Bank, Shreveport, Lo.
(Supplemental) 12-29-27
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C 0P X : X-4897
No. 110

In the Supreme Court of Arkanses, June 27, 1927

The Hicks.'Company, Ltd., vs. Federal Reserve Bank of St. Touis

MEHAFFY, J.

The appellant, plaintiff below, filed the following comglaint:

"The plaintiff, for its cause of action against the defendant,
alleges: ‘

"First: That the plaintiff is a corporation organized and
existing under and by virtue of the laws of the State of Louisiana,
and is engaged in the wholesale grocer business in said State, with
its principal office in Shreveport, Louisiana, and branch office at
Minden, Louisiana.

"Second: The defendant is a banking corporation organized
and existing under and by virtue of thc laws of the United States
with its principal office in St. Louis, Missouri, and was at all times
hereinafter mentioned and is now under and by virtue of the laws of
the United States operating a branch bank known as the Little Rock
Branch Federal Reserve Bank of St. Louis, in Little Rock, Arkansas.

"Third: That on or about the - - - - - day of December, 1923,

H. T. Dickens of Bussey, Columbia County, Arkansas, was indebted to
the plaintiff upon account in the sum of $897.44, and mailed his check
drawn on the Bank of Taylor, of Taylor, Columbia County, Arkansas,

for the sum of $897.44, in settlement of said account; that said
check was mailed by the said H. T. Dickens at Bussey, Arkansas, to

the plaintiff at Minden, Louisiana, and was received and the amount

credited to the account of H., 'T. Dickens by the plaintiff on or

http://fraser.stlouisfed.org/
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110 - 2 X-4297
about the - - - - -~ day of Decerber, 1923.
M"Fourth: That on or about the - - - - - day cf Deccmber, 1923,

G. W. Brown, of Taylor, Jolumbia County, Arkansas was indebted to the
Plaintiff upon account in the sum of $806.47, and mailed his check
drawn on the Bank of Taylor, of Taylor, Columbia County, Arkaaszs,
for the sum of $806.47 in settlement of said account; that said checi:
was mailed by the said G. W. Brown at Taylor, Arkansas, to the
Plaintiff at Minden, Louisiana, and was received and the amount cred-
ited to the account of G. W. Brown by the plaintiff on or about the
day of December, 1923.

"Fifth; That on or about the ____ day of Decomber, 1923, as
soon as said checks werc received by the plaintiff, it deposited said
checks in the Bank of Minden, of Minden, Louisiana, for collection;
that the First National Bank of Shreveport imrediately indorsed and
transmitted said chegks for collection to the defendant at Little
Rock, Arkansas; that on or ebout the _  d~y of December, 1923, the
defendant transmitted the aforesaid checks, together with other checks
to the Bank of Taylor, Taylor, Arkansas, for ccllcction and return.

"Sixth: That on the ____ day of December, 1923, the said Bank
of Taylor received said checks drawn on it as aforesaid and steaumed
said checks "Paid" and charged to the accounts of H. T. Dickens and
G. W. Brown, the said Dickens and Brown each having more to their
credit in the Bank of Waylor than the amount of each of said checks,
and on the seme day the said Bank of Taylor transmitted to the
defendant its draft on the Bankers Trust Company of Little Rock,
Arkansas, for the aggregate amount of the checks, including the two
checks sued on herein; that the defendant, irmediately upon its
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34
receipt; presented said checks to the Barkers Trust Company of Little
Rock, Arkansas, for payment, and payment was refused, the Bank of
Tayler having been placed in the hands of the State Bauk Cormissicner,
notice of which had been received by.the Bankers Trust Company; That
the plaintiff does not know whether the payment of said checks was
rcfused on account of insufficient funds or whether it was on ac-
count of having received notice that said bank has beer taken in
charge of by the State Bank Commissioner. That the deferdant there—
after charged the amount of said checlzs 0 its immodiato corrc—
spondent, First National Benic of Shreveport, and the First National
Bank of Shreveport irmediately charged the amount of said checks
back to the Bank of liinden, who in turn charged tho auount of said
checks back to tais plaintiff. '

"Seventh: Plaintiff alleges that the cdefendant was negligent
ia not requiring the Bank of Teylor to pay the amcunt of said checks
in money and in accepting in payment of sail checls a draft Irawn
on the Bankers Trust Company of Little Rock, Arzazsas, waich prceved
to be worthless; that the plaintiff by reasocn of said negligence
suffered damages in the sun of $1,703.91, the amcunt of said checks.

"Wherefcre, premises coﬁsidared, plaintiff prays judgment'
agoinst said defendant fcr its darages cforeszaid in the su of
$1,703.91. togetner with interest, cost, and all other and proper
relief,”

Appellee, defendent below, filel demurrer and answer which are
as follows:

"The defendant derrurs to the corplaint herein because the same

does not state a cause of action, and in no wise waiving said de-
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rurrer but specially rescerving and stending upon the same, defendant, by
leave of court, answers and says:

"l. Decfendant is not liable to the plaintiff becausc at the time
the checks in question were forwarded by the defendant to the Bank
of Taylor, upon which thev were drawn by H. T. Diclzens and G. W. Browx,
the said Bankk of Taylor was insolvent,

52. The deferdant denies that it is liable to the plaintiff and
says that it has no contractual relations with the plaintiff; that
there is no privity of contract between the plaintiff and defendant,
as the defendant received such checks through the Federal Reserve
Bank of Dallas, such checks being dircct routed to the defendant by
the First National Bark of Shreveport by the consent only of the
Federal Reserve Bank of Dallas, with directions to defendant to
transnit the proceeds of the checks, if collected, to the Federal
Reserve Bank of Dallas, Defendant is responsible, therefore, if
lieble at 211, which it denies, only to the Fecderal Reserve Banlr of
Dallas.

"3. Defendant is not liable in any evert because it was agreed
between the First National Bank of Sareveport and tae Feceral Reserve
Bankk of Dallas that all checks for collection, such as those involved
in this action,might be forwarded to the drawee bark and a bank draft
acceptel therefor in payment. That the Federal Reserve Bank of Dallas
published a notice to this effect %o all of its corrcspondent and
menmber banks, including the First Netional Benlz of Sharevenort, which
directly assented thercto and woas bound by such regulation, and all the
customers of the First National Banlkz of Shreveport, forwarding checks

for collection through the Federal Reserve Bank of Dallas and, by its
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pemiésion,‘ direct routing checks to its correspcsndent banks,. were
bound by such regulation. That the defendant, on its own part, had.
given notice to all of its correspondents, including the Federal l}e—
serve Bank of Dallas, that it would forward checks for collection to
the drawee bank and accept in payment therefor a bank draft, and that
the Pederal Reserve Bank of Dallas, the First National Bank of Shreve-
port, and all banks for whora defendant undertook to collect checks,
assented to and were bound by such notice.

"4, Defendant saving and reserving all of its defenses hereto-
for'e sot up, says that it is not liable to the plaintiff in any event
on account of the alleged negligent act complained of, because after
such checks had becen forwarded to the Bank of Taylor, and after the
Bank of Taylor had rcnitted to pay the same by a bank draft drawn on
the Bankers Trust Cormany of Little Rock, and after such draft was
dishonored by the Bankers Trust Company of Little Rock because of
the insolvency of the Bank of Taylor, and after noticc of such faet
had come to the knowledgo of the plaintiff, the plaintiff elected to
hold the Bank of Taylor and ratified the act of the defendant by |
filing claim with the State Bank Cormissioner against the Bank of

Taylor, seecking to collect the proceeds of such Checks from such drawee

bank. The defendant pleads such ratification in bar of the plaintiff's

Digitized for FRASER

clain hercunier."

Thereafter the defendant filed the following amendment to igs
answer: "The defendant only undertook to collect checks or forward
the same for collcction under the lawful conditions set forth by
regulations published by the Federal Reserve Board and in force and

effect at the time of the transactions complained of, particularly
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regulation J. Scries of 1920, and..tho conditions and terms for the
collection of checks set forth in Circular Nc. 6, Series of 1922, dated
Decer:ber 20, 1922, lawfully published by the defendant, and the terms
and conditions in Circular No. 19, Series of 1923, dated Scptenmber 24,
1923, lawfully published by the Fedsral Reserve Bank of Dasllas, all of
which regulations, terms, and conditions fuliy bound the plaintiff and
by which it is provicded that checks received by the defendant night be
forwarded for collection tq the drawee bank and an exchange draft ac-
cepted therefcr and the checks released to the drawee bank, all of
which the defendant pleads in defense of the plaintiff's cause of
action."

This case was sulmitted upon an agreed statecment of facts and
certain ovidence. The agreed statement of facts is as follows:

"The following statement is agreed upon as the facts upon vhich
this case nay be sutmitted. (In the event of an eppeal by either party,
only relevant portions of the publications and circulars attached as
exhibits hereto will be earried into the record; such relevant por-
tions will Dbe indicated by underécoring those parts of such documents
as are read in evidence by either party at the trial hereof.)

"The plaintiff, theo Bank of Minden and the First National Bank

 of Shreveport, are domiciled in the district of the Federal Reserve
Bank of Dalles. Thc First National Bank of Shreveport is a member
bank of the Fedoral Reserve Systerm, Dallas District. The Bank of
Minden is not a menmber.

"I1f forwarded for collection through a Federal Reserve Bank,
the checks involved in this action would have been cleared through

the Dallas Bank, unless under regulations published to member and
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ES

non-ticroer banks, pernission had been obtained from the Dallas Bank for
direct forwarding through a Federal Resecrve Bank of another district.
In which latter event, the proceeds would be cleared through the
Dallas Bark and the collection made under terms and conditions govern—
ing the clearance and collection of checks published by the Dallas
banlk.

"The Bank of Tayler was in the district of the Federal Reserve
Bank of St. Louis. The checks involved in this action were sent direct
to the Littlc Rock Branch of the Federal Reserve Banlz. of St. Louis by
permission Obtained by the First National Bank of Shreveport from
the Federal Reserve Bank of Dallas. The Federal Reserve Bank of
St. Louis and the Fecderal Reserve Bank of Dallas had published regu-
lations governing the terms and conditions upon which either of them
would coliect checks or forward the same for collection. These regu-
lations were known to the First National Bank of Shreveport, and no
collection busineSs.waa accepted by either of the Federal Resecrve
Banks, or any branch fhereof, except subject to the ccnditions of such
regulations. The officers of the Bank of Minden would testify that
these regulations were unknown to then.

"A copy of the regulations in force by the St. Louis Bank,
designated as Circular No, 6, Series of 1922, dated Deccmber 20, 1922,
is attached and made a part of this agreement as Exhibit 1, and a
copy of the regulations in force by the Dallas Bank, designated as
Circular No. 10; series of 1923, dated Septenber 24, 1923, is attached
and nade a part of this agreement as Exhidit 2. A copy of the regu-
lations adopted by the Federal Reserve Board, Series of 1920, is

attached and made a part of this agreement as Exhibit 3,

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



36
110 - 8 | X-4897

"Aftor the failurc of the Bank of Taylor, defendant was authoriged
by the Foderal Reserve Bank of Dallas to file claims with the receiver
of the failed barnk in behalf of its indorscrs, which authorization
included the sun claimed by Hicks Company, Ltd., A copy of this
suthorization, dated February 27, 1924, is attached to this agreement
as Exhidit 4. re items of $806.47 and $897.44 represonting the checks
which had been deposited for collection by the plaintiff with the
Bank of Minden and forwarded by that bark to the First Nationel Bank
of Shreveport, a member bank of the Dallas Federal Reserve District.

"The First National Bark of Shreveport was aumthorized by the
Bark of Minden to file a claim with the receiver of the failed bank
as ‘to the above two items. This was by letter dated February 8, 1924,
as shown by letter of the First National Bank of Shreveport, dated
September 17, 1925, attached neretc as Exhibit 5.

"Correspondence between Hicks Company, Ltd., and the defendant
occurred as shown by letters dated May 12, ‘13, and 14, 1924, attached
hereto as Exhibits 6, 7 and 8.

"Direct forwarding of checks for collection from banks in the
Dallas District to the Federal Reserve Bank of St. Louis was authorized
by the Dallas Bank, April 20, 1922, as shown by letters attached here-
to as Exhibits 9 and 10. -

"A clai‘m“ on behalf of its ind.orsers was filed with the receiver
of the Bark of Taylor by the defendant, copy of waich is attached

~ as Exhibit 11, the claim of Hicks Company, Ltd., being covered by the
two items shown on the list attached to the claim in the respective

amount of the checks.
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"The form of deposit ticket.»in use by Benkk of Taylor and used
by Hicks Compearny, Ltd.; in depositing the two checks in attached
hereto as Exhibit 12.

"The Bent of Taylor forwarded a bank draft drawn on its balance

-at the Bankers Trust Company, Little Rock, which was not paid because
of insufficient funds. The balance of the Barnk of Taylor with the
Barkers Trust Company on December 13, 1823, was $1,582.43.

"The defendant hes made paymonts to the plaintiff cut of procecds
it rcceived from the Bank Commissioncr in the liquidation of the assets
of the Bank of Taylor, as fcllows:

September 3, 1925 & « . . + . . . $164.30
Septomber 28, 1925 . . .+ . . . . 154,41
Fobruary 27, 1926 . . . . . . . ._154.41
Totale o v v v v v o v o 0 0. . $473.12

“&‘Iﬁe Bank of Taylor was the only bank at Teyior, Arkaansas, the
nearest other bank being at Stamps, about ten miles distant from Taylor.
The last published statement of theo Barlz of Tgylor is ezhibited here-
with as Exhibit No. "

Munbers of cxhibits werz introduced, including circulars, letters
and copies of regulations, which we do not thinlt necessary to 'set out
here.

W. A, Hicks testifiod in substance as follows:

"He 1s vice-president of the American Southern Trust Corpany of
Little Roclz, which is engeged in generel commicrcial banking bus.ine,ss.
His bank does business generally all over Arkansas, and a large amount

of business over the United States; cdoes a general cormercial banking
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husiness, the collection of dhecks, drafts and items of that character.
The capital of the bank is one million dellars, and a surplus of two
humi{ed thousand dollars. The average deposit is about sixteen mi%-—
lion dollars. Witness has been in the banking business in Little Réck
for 15 years. Until its merger with certain other barks, this bank
was the largest banik in Arkansas., I am familiar with the universal
custom of Federal btanks in this Federal Reserve District and in the
‘United States in collecting checks drawn on ovt~of town banks: The
general custom is to send the checks direct to the paying banks. It
is the custom t0 accept drafts drawn by the drawee ba.nk on their cor-
respondent, which is usually located in the town in which the sending
bark is located., It is not the custom to demand currency from the

drawee bark for checks being collected.

CROSS=BXALINATION

This has been the custom since I have teen in the banking busi-
ness., It is nct gonorally thce custom to ascortain the finencial
condition of the bank before sendirg. If it should be brought to our
dircct attontion thaf the bank is in ean insoclvent condition we would
routerur items to aghother bankk, We nevor make any spcecial investi- .
gation as to the condition of a bank. We do not make any investi-
gation as to the amount of the capital stock or the size of the bam;s:.
Every State bank is recquired to putlish a statament, end our bank
roccives these statomcnts. We recoive statements from every bani
in Arkansas. Ve make it our syecial business to get them, to keep
in touch with the situation, and to find out whether or nct the bank
is getting along all right if it is doing business with us in a bopy-

rowing way. The published statement of the bank does not indicate
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its condition as being solvent. A bank may be ‘over-ex'cended, and may .
be solvent and in good condition according to the published statement,
. It is very hard to tcll from tho\ published statement as tc whether the
bank should be considercd as being in a shaky condition. The published
statement might indicate that it is in an over-exteanded condition,
but not that it was ins>ivent. If the bank showed that it had twelve
and a half thousand dollars capital stock, seven and a half thousand
surplus, $2,250. undivided profits, doposits of about $54,000. loans
for more than $130,000, and loa:s and discounts and bills payable
of $53,000, I would not call it in sbsolutely first-class condition,
but I would not call it in an insolvent condition. It depends
entirely upon the asscts in the way of bills receivable. If the
assets werc worth dellar fqr dollar just like it stated, and abso-
lutely good, it would not be insclvent, but if the assets wore not
worth that much wmoney, which is usually the case, it wculd net show
a very good report, btut that is o thing that could be determined only
by an intensive examination of‘its assets. In 1921 and 1922 our bank,
lmnown as the Germen National Bank, had deposits of $6,800.00 and we
were borrowing seven and one-half million dollars, and our bills
receivavle were twelve million dollars. We were not insolvent, but
our statement indicated that we were rathor in an over-extended con-
dition. In thc ycar 1923 many banks in Arkansas were stilil in an
over-cxtended ccaditican. Ve have had.nless bankruptcies of barks in
Arkansas than in any State urro:andir.g us over a period of five years,
but I anm not sgying that this over-extended condition was a very good
sign. As I stated before, it depends on the value of the assets of
Digitized forFRASEﬁhe bank and the assets cannot be determinced without an extensive

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



110 - 12 X~4897

cxariination by cne who vkno":vs the value of their paper. It is possible
that their cash may 'be; lowb today and collections tomorrow bring up
their resources. It does not indicate entirely that the bank is in-
solvent, but indicates that the bank is trying to take care of its
corrmunity and has gotten itself in that condition during hard tines
and has not yet becn able 0 recover. When we loan money to country
banks we do not require indivilual izdersement of cdirectcrs, btut we
require collateral - that is, the pledging of their bills receivalle -

in sone cases we require individual indorserent.

RE -+ DIRECT EXAMINATION
I examined the putlished statcment stipulated in the agreed
statement of facts in this casc, andk we sec nothing in the statement
that would kecep us from sending itcems direct to the bankk of Taylor
for collection, A
RE -~ CROSS EXAMINATION
There is nothing in the statement tc incdicate taat we would not
send items for more than $4,000. direct to the bank, The statement
shows that the entire capital stock was teken up in banicing house,
furniture and fixtﬁres, banking house and other real estate was $12,000,
the capital stock $12,500, the surplus $7,500, the undivided profits
$2,234, raking approzinatoly $10,000 mergin in their c:eps".ta.l stock,
surplus and unéividcd profits above their furniture and fixﬁures, |
banking houso and other rcal estato. It is reascna'blé to cxpect in
analyzing a statecent of this character that the bzmking house,

furniture and fixtures are of sore velue, That would have to be de~
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termined, of course, on a sale of the assets., In oy way of analyzing
this statement I would decrease that 50 per cent, banzing house,
furni;ure and fixtures, and other real estatc worth approximately
36,000; vhich added to the surplus, capital stock and undivided
nrofits would make = net amount of better than $6,000. We would not
hesitate to send items direct to the Bank of Taylor for collection.,
They Zid owe the $53,000 and the $130,000. XNct knowing the value of
the naper, I cannot say whether subtracting the loan $53,000 and the
$130,000 fror: the loans end discounts the usual amount of bad paper,
wacther that would lcave thc bank insclvent. I will say that this
statenent iandicated that the barikc was in a very extended condition,
but the over-extended condition docs not indicate insolvency. It
night be insolvent and it night not - that depends entirely on its
assets.”

F. A. Coe testified in substance as follows:

"I am nanager of the Little Rock Clearing House Association,
which is an association of the banks of Little Rock for making
settlements on Little Rock checks, and in addition we run a country
department for the collection of some out-of-town checks. I have
been secretary of this aésociation since August last year. I was
with the Little Rock Branch of the Federal Reserve Bank of St. Louis
since January 'l, 1519, until August 1, 1923. I am acquainted with
the universal custom of bank handling checksdrawn on out-of-town
banks for collection.. I understand the universal custom to be as

stated by Mr. Hicks, whose tostimony I have heard.
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CROSS~EXAMINATION

I was hssistant cashicr of the :chcra.l Rescrve Bank at this
place when the items in gquestion wore sent to the Bank of Tgylor,
Mr. A, F. Beiley was in charge. He is not here. It is the umiversal
custom to send checks t0 these country banks without making inves-
tigation of their financial condition. The Bank of Taylor is not a
member of the Fedoral Reserve Bank or the Federal Reserve System.
It was the custom of the Federcl Rescrve Bonk 10 send these items to
nonmember barks without melring any investigation as to their finan-

cial standing.
RE-DIRECT EXALINATION

It is also the custom of the Little Rock Clearing House Asso-
clation to do the same thing. This is a commercial custom which is
the outgrowth of business conditions.

The above was all the evidence introduced end the court, aften
hearing the evidence, found the law and facts in fevor of the de-
fendant and rendered Judgment accordingly.

The plaintiff saved its exceptions, filed its motion for = new
trial which waé by the court overruled, prayed an sppecal to the
Supreme Court, which was granteds |

The appellant?s contention is that he has a right to sue the
Fedéra.l Rescrve Bank anc that it is not bound by the regulations of
the Fedcral Reserve Bavk. JAppellant alleges that the Federal Reserve
Bankk was negligent in accepting the draft of the Bank of Taylor and

that because of that nogligence it is liable in this casc.
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The Bank of Taylor, to whom the checks werc sent, was the payee
bank and this court had, prior to the Act of the General Assembly of
1921, held that it was negligent to soné‘i. a check for collection to
the payee bank. But after the passage of that act this court held
that that act changed the rule and, in 'éljle decision construing the
gct of the Legislature, the cocurt said that therec are two conflicting
jlines of decisions; one originating in New York and the other in
;Massachusetts. Under the first rule a bank was responsible for all
5f the correspondent banks through whose hands the check passed for
collection, unless there was an cxpress contract to the contrary be-
tween the customer and the initial bank, And the other rule holding
that the correspondent banks werc agents of the customer and the
initial bank is not responsible for their negligence.

The Act of the Legislature of 1921 is set out in full in the
case of Farmers and Merchants Bank V. Ray 170 Ark. 2¢3. The Court in
that case said: "The ovidence in this casc was sufficient to warrant
the jury in finding that appellant was not guilty of any negligence
in the selection of its correcpondents and that it was not negligent
itself in forwarding the check for collection.”

The case relied on chiefly by appellant is the case of Federal
Reserve Bank V. Malloy, 31 A. L. R., 1261, That casc not only announces
the two rules, the Now York rule and the Massachusectis rule, but the
case annotated and meny authorities are coll.ected. Arong other things
it announces as one of tho reasons for its decision, that the checks were
delivered to a bank in Florida for collection and stated that the re-

lation of the payee to the initial bank of deposit was controlled by
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the Florida Statute with resrect o .wlitich it must be presunicd they
dealt with each cther and that this stAatute had the effect of importing
the Massachusetts rule intc the contract with the result that the in-
itial bank hal irplied authority to intrust the collection of the chock
t0 a sub-agont and that the sub-agent in turn to ancther and the risk
of any defrult or negligence con their part rested on the cwaoers,

In that casc it was urged that the acccptance of the drewee's
draft instead of money was Jjustified by custom. And the United States
Supreme Court said, with reference to the custom:

"The business of check ccllecting is handled by the Federal
Reserve Bank in a way very similar to that in which it is handled by
collecting banks throvghout the country. Waen one barnk receives
checks on another in a distant city, it usually sends them to the
bank on which they arc drawn, or to some cther bank in that city, and
receives settloment by means of an exchange draft drawa by the bank
to which the checks arc sent upon some onc of its corraspondents..
When checks arc sent with the cxpectation that the bexnic rocoiving
them will remit at oace, we call it scnding for ccllecsion and rcturn.
When this is done, the bank upen which the checks arc drawn is ex—
pected to cancel the choecks and charge them tc the accounts of the
drawvers, and to remit by moans of. its exchango draft, or by a ship~
ment of curreacy. An exchange &raft is used mere frequently
than a shipment of curroncy.

The courtA then seld, after quoting the ebove covidence: "It
thus appcers that the custom, if otherwise cstablished, does not fix

a definite and uniform method of romittance. When checks are scnt
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for ccllcetion and rcturn, the bonk is expected to cancel the check
and charge thom to the acbcount of the Zrawers, and refniﬁ "By means
of its exchange draft, or by a ship;nent of currency, "the former
being usod more frequently than the:,latter. Whether the choice of
methods is at the clectinrn of the drawee bank or the collecting bank
does not appear,"

The Couz;t then stated that the custom was not known to plaintiff
and all others reé,sons aside, by its uncertainty and lack of uniform—
ity, it furnishes no definite standard by which the terms of the
implied consent sought t0 be established thereby can de determined.}
The tourt continuing, said:

"It furaishes no rule by which it coan be ascertained when an
exchange draft shall be remitted and when currency shall be required,
or who is to oxercise the right of election. "A custom to pay 2 pence
in lieu of tithes is zoed; but to pey somectimes 2 nence, and some-
times."3 pence, as the occuplor of the land pleases, is Ted for uncer-
yainty. * % % % % A custom to do a thing in ecither one or the other
of two modes, as the person relying upon it may choosc, can furnish
no basis for an implication that the norson sought to be bound by it
had in nind one modo rather than the other." Federal Rescrve Bank v,
Malloy, 31 A. L. R., 1261,

It will be obscrvod that thc testimony in that caso showed tae
custom to be to send eithor a draft or cash, But the testimony in
this casc shows that it is tho univorsal custom to send the checks

dircct to the payee banks and that it was tho custom to accept drafts

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



Ee
110 - 18 xager &

drawn by the draviée baik on their correspondent, which is usually in
the town in which the scnding bark is 1ocated, It is not the custom
to dsmand currency from the drawce bank for the checks being collected.

The above was the tcestimony of Mr. W, S. Hicks, Vice President
of the American Southern Trust Co. and Mr. F. A. Coc testified that he
was the manager of the Little Rock Clearing Housc Association and ac-
quainted with the universal custom of banks handling checks dréwn on out
of town banks for collection, and he understood the universal custom
to be as stated by Nr. Hicks, whosc testimony he had heard.

The differcnce btetwcen the case relied on by appellant and. the
casc at bar is, as to custom, that in the case of Federal Reserve Bank
V. lialloy, the tcstimeony showed the custom was to receive either money
or drafts; one or the other. The testimony in this case shows that
the custom was tc receive drafts and not money, so there was no
uncertainty about it.

It is contended that the appellee was ncgligent in sending to
the payec bank and negligent in recciving a draft instcad of money.
But the allegation in the complaint is that it was negligeat in not
requiring the Bank of Taylor to pay the said checks in money, and in
accepting in paymont a draft drawn on the Bankers Trust Conrgaﬁy. This
is thc only act of negligence alleged.

As we have alrcady said, the statutc itself authorized the
appellee t¢ send the chock to the Bark of Taylor, And hence this
could not be negligence and the appellant, in its complaint, alleges
that the appellee received the checks, transmitted them to the Bank

of Taylor, Taylor, Arkansas, and that the Bank of Teylor receiwved the
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checks, starmed them paid and charged thom to the account ‘of Dickens
and Brown, And that on the samc deoy, the said Bank of Taylor transe
nitted to the defendant its draft on the Bankers Trust Company of
Littlc Rock and that the Defondant, appellee here, immediately pre-
sented said checks to the Bankers Trust Company.

According to the allcgations in the complaint and the prcof in
the case, the appellee was 1ot negligent, in forwarding the check
for collcction, nor was it guilty of any negligence in any other way.
And, under the rule announced by this court since the Act of 1921, +*he
Federal Resorve Bank, the appellec hers, was not negligent. Sec Bank
of Hunter v. Gros, Manuscript Opinion, Oct. 11, 1926; Rainwater, Bark
Cormissioner v. Fcderal Reserve Bank of St. Louis, Mamuscript Opinion,
January 24, 1927; The Foderal Iand Bark of St. Louis v, Goodnman,
Manuscript Opinion, April 4, 1927; Barck cf ¥eo v. Bank of Cabot,
Manuscript Opinion, May 9, 1927.

In the view that we have tsken of this case, it is unnecessary
to discuss the other questions montiored in the briefs of counsel.
We havc reached the conclusion that the appollce was not guilty of

any negligence and the caso rust thercfore be affirmed,

McKAY and SMITH.. . . . . . . . For Appellant

Jermee G. M~Conkey, v
General Counscl Fedoral Roscorve Bank, St. Louis, Missouri,

Ashley Cockrill,
Henry M. Arcistead,
Little Rock, Arkanses . . . , For Appecllce.

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



co>27x X-4398

4
No. 260 Honnepin County Helt, J.
Tronscentinental 0il Corpany, Eniorsed
Appellant

Filed July 1, 1927,
26054 vs. :
’ Grace F. Kacrcher, Clerk.
Federal Reserve Banik of
liinneapolis,
Respondent,

- ae em em e em e em es e e ww e e e

—_— e e MmN S e

Defendant received from the First National Bank of
Chicago, a member bank of the Federal Reserve Bark of.that city,
twc cashier'!s checks issued by a bank of Scuth Dakota, a member bank
of defendant. The checks bore the unrestricted indorsement of
plaintiff, the payee, Under the arrangement existing betwéen the
Chicago banks and defendant, as expressed in Regulation J. Series,
1917, of the Fcderal Reserve Board and defendant'!s Circular No. 193,
defendant accepted the ccllection of the checks upon the terms that
it might forward the same tc the payer bank with instruction to re-
mit by draft upon a Minneapolis bank. The statute of South Dakota
authorized the collecting bank, doing business in that state, to
send the checks direct to the payer baniz. And the court found an
est’ablilshed general banking custon,. existing ir Minnesota and South
Dekota, to forward items for collection direct to payer bank with
instructions to remit by draft. It is held:

Defendant was not guilty of negliéence in sending the
checks direct to the payoer bvank,

Nor in instructing the payer bank to remit by draft cn

banz in Minneapolis.
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OPINION

Apneal from an order denying plaintiff's motion for amended
findings or a new trial.

The action is one to recover damages of defendant, the
Federal Reserve Bark of the Ninth Reserve District, located at
Minneapolis, this state, for negligence in the collection of two
cashier's checks, issued by the First National Bank of Eureka, South
Dakota, both dated August 2, 1920, payable to plaintiff and trans-
mitted to its office in Chicago, Illinois. The aggregate amount of
the checks was $2,670.35. Plaintiff endorsed them by unrestricted
endorsement and deposited the same on August 5, 1920, in the First
National Bank of Chicago, the amount being credited to plaintiff's
checking account and entered on its pass book which contained a pro-
vision that the bank in so receiving such checks acted only for
plaintiff as agent to collect the same and assumed no responsibility
beyond care in selecting agents at other points to whom to forward
such checks. The Chicago Bank was a menmber bank of the Federal
Reserve Bank of Chicago, and the Eureka Bank Was a rr'_-.ez:ber bank of
defendant at this time. The general supervision and control of the
Federal Reserve banks is lodged in the Federal Reserve Board.
(##9785 - 9805; U. S. Comp;‘Stat; 1916). This Board promulgated
Regulation J. Seriés of 1917, which governed the Reserve baiks in
1920, and con"cained.these provisicns: "In handling items for *x**
member' banks a Federal Reserve Ba,mc will act as agent onlyv. The
Board fvill require that each member **** bank authorize  its Federal
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Reserve Barnk to send checks for collection to banks on which checls
are drawn, and, cxcept for negligence, such Federal Rescrve Bank will
assure no liability. Any further requircrments that the Board nay
deem necessary will be set forth by the Federal Reserve Banks in their
letters of instructions to their member **** banks. Each Fecderal |
Reserve Bank will also promulgate rules and regulations zoverning
the details of its operations as a clearing house, such rules and
regulations to be binding on all member **** Dbagnkks which are clearing
through the Federal Rescrve Bank." Pursuant to authority thus given
defendant issued Check Clearing ard Collection Circular HO. 153,
which was in force during August 1920, and which had prior to that
month been received by the First National Bank of Chicago, aud the
Federal Reserve Bank of Chicago, the here material part reading:
"Checks received by the Fedoral Regerve Bank drawn orn its member
banks willbbe forwarded direct to such member bamnks and are to be
renitted for by the member banks on day of reccint if nossible, by
their draft on the Federal Rescrve Bank provided they 2ave a bal-
ance in excess of their required reserve, or by their draft on a
tank in Minneapolis or St. Paul. Member banks are required by the
Federal Reserve Board to provide funds to cover at par all checks
received from or for account of, their Federal Reserve Bank. In
handling items for member banks, the Federal Reserve Bani of
Minneapolis acts as agent only. It is understood that each member
bank authorizes it to send checks for collection direct to banké

on which checks are drawn, and except for negligence the Federal

Reserve Bank of Minneapolis assumes no liabilify until funds are
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actually in its hands, and is authcrized to charge back any item
for which it has not reccived final payment, including iteus lost
ig transit." Member banlzs of the Federal Reserve Banks sexnd their
items for clearance and collections to the Reserve Bank of which
they are members; Sut tc save time end work there existed an arrange-
ment, in August 1920, betwecen the First National Bank of Chicago,
the Federal Reserve Bank of Chicago and the defendant whereby the
former might send direct to dcfendant for collection items upon baiks
within its district, the nroceeds of such items so routed being
credited by defendant to the Federal Reserve Bank of Chicago, it
being agreed by and between all these bankg that their rights and
liabilities should in all respects be the same as if items so routed
had been first deposited by the First National Bank of Chicago, with
the Fcderal Reserve Banix there and by the latter deposited for col-
lection with defencdant. The two cashier's checks were under this
arrangenont sent directly to defendant by the First National Bank of
Chicago, and were received by defendant on August 6 end 7 respective-
ly and immediatcly forwarded with other similar items, totalling
$8,277.30, dircct tc the Bureka Bank with instructions to remit for
ﬁhe same by draft on a Minneapolis or St. Paul barnk. On August 10
the Eureka Bank atterpted to remit to defendant for ‘said checks and
the other itcms b& drawing its araft in the suz of $8,277.30 upon
the First & Security Vaticnal Bank of Minneapolis, which draft was
received by defencant either after banizing hours on the 11il or
early on the 12th of August, and on that day prcsented to the First
& Sccurity National Bank for payrent, but payment was refused for
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lack of funds to the crcdit of the Eurcka Banz. On August 11 the
Furcka Bank suspended payment and a receiver was appointed for said.

© bank by the Comptroller of Currency. The di‘aft has never been paid.
The court found that if the checks had been presented separately
over the counter to the Eurelza Bank st any pime tetween the 7 and
11 of August there would heve been sufficiezit money on hand to pay
then, but not enough to have paid all the items férwarded at the
one time stated. The trial court also found the existence durin,
August 1920 of ‘an established, general, uniform and certain usage
and custom armong banking institutions in Mimﬁesota and South Dakcta
in accordance with which defendant was authorized to send the checks
direct to the Burcka Bank and to direct that bank to remit by its
draft upon a bank in Minneapolis or St. Paul. Neither this es-
tablished custom, nor the arrangenents between the Chicago banks
and defendant, nor the contents of Regulation J. Series 1917, nor
of gefendants Clearing and Collection Circular No. 195 were known
to plaintiff. There was aunother bank at Eurecka besides the one
here involved. The American Railway Express Corpany also x:zaintaingd
an offiée at Bureka with an agent authorized to collect nicaey on

' checké aﬁd drafts on banks there and remiﬁ the sane for a considera-
tion. A statute of South Dakota was in forcec in 1920 reading:

WAny bank, banker or trust company, hereinafter called bank, organ-
‘ized. under the laws of, or doing businocss in this state, receiving
fof collection or deposit, any checlk, note or other negotiable
instrunent drawn upon or payable at any other bank, locatcd in

another city or town whether within or without this state, may for-
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ward such instrument for collection directly t; the banlc on which
it is drawn or at which 1t is male payablce and such nethod of for-
warding direct to the payer, shall be Ceereld &uc diligencc and the
failure of such payer bank, becausc of its insolvency or other
default, to account for the proceeds thercof, shall not render the
forwarding bank liable therefor, provided however, such forwardiﬂg
bark shall have useld &ué diligence ir. other resnpects in connectioﬁ
with the collection of such instfument." |

. Because of the agreement between plaintiff and the First
National Bank of Chicago, statcd in plaintifffs pass book, that
bark was merely tho ageat to selcct a sub-agent for the collection
of the checks, so that the New York rulc will not shield defeuzdant
from accountability to zplaintiff. We then come to the proposition
whether the facts fcund show actionable negligence. Plaintiff
clains negligence in two respects only. First, in forwarding the
checks direct tc the payer benl, and second in autnorizing that
bank tc remit by draft on a Minrecapolis or St. Paxl bank instead of
by cash.

It is contended that the South Dakota statute has no ap-
plication tb the first proposition because defendant is not a bank
in that state. But South Dakcta is a part of the Reserve district
in whick by act of Congress defendant is required to and Jdoes o
business. The checks in questibn were therce drawn and payabtle.

And it seems to us that nlaintiff cannot be heard to say that
handling the collection of checks so issued and payable in that

state, in accordance with provisions of its statute, is negligence.
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Farmer's & Merch&nt's Banlz v. Federal Reserve Bank of Hichnmond
262 U. 5. 649, cited by plaintiff, holds that this provision of
the statutc is applicable. Of course, if thore were allegaticn aad
procf that defendant knew of the failing conditicn of the bank it
night be negligence to do vhat the law permits, nanely send the
checks direct sc the n~rer banli. But there is no claim of that sort,
The claim is sizxy tila’ the sole circumstance that the checlzs were
forwarded to the nayer herlt establishes negligence. But aside fron
the statute and the established custom of banking, we think, the

i contract of emmloyment of defendant absolves 1t from 1liability on
the facts found botk as to the sending and the authorization to
remit by draft.

Defendant was employed by rlaintiff's authorized agent,
the First National Bank of Chicago, to collect the checks. Such
agent knew that the only terms and conditions upon which defendant
would accept such employcment were those of Regulation J. Series
1917 and the Clearing and Collection Circular No. 193, ~nd taere-
forec must be held to have consented and agreed in behalfi of plain-
tiff that not only the checks might be sent directly to the payer
bank for ccllection, but alsc that such bankt might remit to defend-
ant by drafit upon a bark in Ninneapoclis. Defendant is not compelled
by law to collect checks or drafts for its member banks or for mem-
ber banks of cther Fedcral Reserve Banks. It is authorized to
render such service under terms and conditions established by
Federal Reserve Board and by its own regulations ccmmunicated to
barking institutions who see fit to request the scrvice. As ex-
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pressed in Fergus County wv. Féderal Reserve Bank, 75 Mont. 582,

N it was settled in Farmer's & Merchants Bonk v. Federal Reserve Bank
of Richmond, supra, that defendant was not compelled by law to col-
lect checks. The Montana court there apnlied this cuotation from
6 California Jurisprudence 117: "I% is a fundamental rule of law,
however, that whaot one may refuse to do entirely he may agree to on
such terms as he pleascs. Hence, one person being under nc legal
duty to perform certein services for another, may, upon agreeing
to perform such services, cxempt himself from liability for nis
own negligence, providing *** there is no attempt to exempt him-
self from responsibility from any fraud or willful injury to the
other‘person or his property, or to exempt himself from responsi-
bility frqm any violation of the law either willful or negligent."
We do not need to go to this extent in this case, for there is no
attempt to exempt defendant from negligence. There is nerely a
proposition that if the collection of checks or drafts is entrust-
ed to defendant it will be done by forwarding the same to the
payer bank direct with guthorization to remit by draft on a bark
in Miﬁwapolis or St. Paul. It only exerpts itself from liability
for the default of the payer bank. It is to be presuced that a
going bank will honor its own checks and remit only with a good
draft. There is no law which forbids e benk frem neking payment
otherwise than by cash, In fact, we know that the banking business
could not be conducted without extraordinary and needless expense
to the public, or at all, perhaps, if in the collection and clearance
of commercial i)aper only currency was to be used. It can therefore
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collection of thesc checks as expressed in Regulation J and Circular
No. 193, pernit negligence or exerpt *herefrom, but on the contrary
prescribed that the established, genersl and custonary banking method
in use in the states of Minnesota and South Dakota as found by the court
should be erployec. It is true, that an act done ir the customery
nanner nay, nevertheless, be found negligéntly done, and that cus—.
tom may not overruls a settled rule of law, Minneapolis Sash &

Door Co. v. Metropolitan Bark, 76 Mirn. 136; Stein v. Shapiro, 145 Ninn.
60. But it rust also be rocognized that wﬁen in the commercial and
banikking business there has grown up an estéblished, general, uniforn
and certain usage and custonr to send checké direct to a distant payer
bark with authorization to remit by draft, a bank acting as a collec-
tion agent ought not to be held to have been negligent in following
that general custor, especially where, as here, in consenting to act
as such collection agent it was done upon the express condition

that performance of the services and responsibilities therefor were

to be in accordance with Regulation J and Circular No. 193. Of course,
as already said, if plaintiff had alleged and proved that defendant
had knowledge of some risk in pursuing the ordinary course or the
coursc agreed upon in attempting to make the collection, proper care
night have required a deviation therefron. But nothing of that

sort is charged against defendant.

Plaintiff confidently relieé on Fecderal Reserve Bank of

Richmond v. lalloy 264 U. S. 160. As we read that case it accenis
the trial court's conclusion thét the Reserve Board's regulation

similar to Regulation J Series 1917 herein authorized defendant to
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send the checks direct tc the payer bark so that no negligence ray
be claimed on that score. This is made very clear in the decision
of th'e trial court, Malloy v. Federal Reserve Barnk of Richmond,

28l Fed. 997. As to the second point that it was negligence to
authorize rerittance other than in money the decisior. recognizes
"that the obligaticn tne law imposes to collect only in roney may
be varied by a regulation, clearly and positively so providing, al-
though in terms, it relates only toc the ban}:é inter se, upon the
ground that the owner of the checlz is bound B;r the Imowledge and
consent of his subagent."” But under the regula’cion there involved,
sinilar to Regulation J here, it was held that authority to pay oy
draft was not tc be implied from the mere authority to forward the
check to the payer btank dircct, and that the custor there provea
was equivocal, since renittance could be "by means of exchango
draft or by shipment of currency." It is true, the Supreme Court
in the quotation above made from the Malloy decision assumed the
principle statcd therein to be the law merely for that decision.
Byt why should it not be good law generally? Herc defeondant re-
ccives in the usual course of business checks for cellection from
e bank. The chcecks bear the unrestricted endorsement of the pay.ee.
There is nothing to advise defendant of the terms contained in the
pass book of the payec to the effect that the bark is merely the
agent of the payce to select a subagent to neke collection. Why
should not defendant have the right to comsider the tank the owner
of the checks and hence hold it to the terms of Circular No. 193;

or else consider that the bank has authcrity from the cwner to
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erploy defendant to collect such checks upon such terms and condi-
tions as defondant is willing to undertake the service, or, if

- ¥ou please, upon the terms and conditions irgposed by the established,
certain and unifornm barking custom and usage in the states vhere the
service is to Dbe rendered? In this case the Circular No. 193 is the
sane as the banking custon on the proposition in guestion. It ap-
peals to us that the principle of law assumed to exist by Mr. Justice
Sutherland in the Malloy opinion is-sound and leads to an affirmance.
The First National Bank knew the terms upon which defendant would
undertake the collection when the checks were forwarded to it.
Defendant followed those terms to the letter. When an agent pursues
the method agreed upon for the discharge of his duties as agent, |
the principal in all justice should not be permitted to say that
the agent was negligent. The case of Hormerberg v. State Bank
of Slayton, 212 N. W. 16, does not help appcllent, neither an
agreenent nor a banking custon was found to excuse the accoptance
of a worthless draft from the payer bani. On the contrary, that
decision recognizes that by agreement en agent for collection of
checks may linit the responsibility established rules of law plgce
upon him. And the authorities seem to agrece that such rules may be
limited or varied by agreement. Seningson v. Stockyé.rds Nat. Bank,
162 Minn. 424; Farmer's State Bank v. Union Nat. Benk, 42 N. Dak. 449;
Closter Nat. Banlz v. Fcderal Reserve Banlz, 285 Fed. 138, (certiorari
denied 261 U: S. 613). An agreement that the collection of corrercial
paper may be made in a certain manner rmst be held to be as effective

. a shield to the charge of negligence as an instruction how to pro-
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cecd. The lattor frecd fron the charge ¢f negligence a bark which
received a check from a sub-agent bank with instruction to send the
same for collection direct to the payer bank.; First Nat. Bank of
Chicago v. Citizens Savings Bank of Detroit, 123 Mich, 336, and the
same check involved in First Nat. Tonk of Chiéago v. Bank of
Whittier, 221 Ill. 319. If the established %ule that it is negli-
gence to0 send an iten tc the payer bank direcf, nay be abrogated
by directicns or instructions to the forwarding bank, it should
follow that likewise may the rule that the rémittance rust be in
Currency.

The rules of law invoked in this case seen to be slipping
away from the estallished custom and usage of present day banking,
Snckane Valley State Bank v. Lutes 133 Wash. 66, So we find that
the legislatures of different states have seen fit by statute to
effect a change. By Chapter 138 L. 1927, both rules were rendered
ineffective to establish negligence in this state.

Other grounds are urged by respondent for cn affirmance
which we need not consider in view of the conclusion stated. Such
grounds among others are: no damages resulted, since the Eureka
Bank was not in condition to remit for all the items forwarded at
the same time that plaintiff's were, and since the only one 1iab1e
&n the checks is now liable on the draft nothing was lost to plain-
tiff by the substitution of the latter for the former. It is also
claimed by respondent that the Eureka Banlt became a collecting bank

for plaintiff when it received the checks and issued the draft; that
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plaintiff stands in the shoes of one or the other of the Chicagzoc
banks; that plaintiff'!'s unrestricted eandorsenent gave defendant the
right to consider thec First National Bank ¢f Chicago the owner of
the checls; and that the remittance draft sent by the Burcka Bank
was never accented by defendant and was not one which it authorized
to be sent. We think the findings of fact as to the agreement under
which defendant accepted the collecticn cf these checks as well as
the established general banizing custor in the states of Kinnesocta
and South Dakota are susteined by the evidence, and these findings
Justify the ccnclusion that nc negligence was proven without aid

of the other grounds advances by respondent,

The order is affirred.

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



5
X-4899 63

TREASURY DEPARTMENT
Office of the Secreticry
WASHINGTON
‘ July 8, 1927.
The Governor,
Foederal Reserve Board.

Sir.

You are hereby advised that the Desartment has referred to the Dis-
bursing Clerk, Treasury Department, for payment, the account of the Bureau
of Engraving and Printing for preparing Federal reserve notes during the

, period June 25, 1927, to June 30, 1927, amounting to $24,558.60, as follows:

Federal Reserve Notes, Series 1914

g w0 $20 Totel
Boston 31,000 ' 31,000
New York 48,000 78,000 126,000
Priladelphia 39,000 39,000
Cleveland 50,000 25,000 75,000
Atlanta 63,000 118,000 181,000
Chicago 2,000 6,000 8,000
Minneapolis 77,000 77,000
Kansas City 46,000 46,000
Dallas 77,000 77,000
Sen Francisco 11,000 11,000

344,000 296,000 31,000 671,000

671,000 sheets @ $36.60 per M .... 524,558.60

! The charges against the several Federal Ileserve Banks are as follows:

Boston % 1,134.60
New York 4,611.60
Philadelphia 1,427.40
Cleveland 2,745.00
Aslanta 6,624 .60
Chicago 292.80
Minneapolis 2,818.20
Kensas City 1,683.60
Dullas 2,818.20
San Francisco 402.60

$24.,558,60

The Bureau appropriations will be reimbursed in the above amount from the
indefinite appropriation "Preparation and Issue of Feceral Reserve Notes, Re-
imbursable", and it is requested that your board cause such indefinite appro-
priation to be reimbursed in like amount.

Respectfully,
S. R. Jacobs,
Acting Commissioner.

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



FEDERAL RESERVE BOARD

WASHINGTON X-l9go2

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

July 18, 1927.

SUBJECT: Holiday, Denver Branch, i
Avgust 1, 1927.

Dear Sir:

The Denver Branch of the Federal Reserve
Bank of Kansas City will be closed on Monday,
August 1st, in observance of Colorado Day, and
will not participate in either the regular Gold
Fund Clearing or the Federal Reserve Note Clear-
ing of that date.

Please include your cr:=iits of August 1lst
for the Denver Branch, with those of the follow-
ing business day, in the Gold Fund Clearing.

Very truly yours,

J. C. Noell,
Assistant Secretary.

TO GOVERNORS OF AIL FEDERAL RESERVE BANKES.
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FEDERAL RESERVE BOARD

WASHINGTON

X-4903

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL, RESERVE BOARD

Digitized for FRASER
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July 18, 1927:

SUBJECT: Reduction in Insurance Rates.

Dear-Sir§

~ For your ihformation there is enclosed here-
¥with a copy of a letter received from the Treasury .
Department advising that the insurance rates cover-
ing shipments of currency, etc.,by registered mail

‘under insurance policies held by the Treasury Depart-

ment have been reduced effective July 1, 1927. The
net rate per $1,000 on general shipments is now 4-1/5¢
and the net rate per $1,000 on rotary locked pouch
shipments is 2-2/5¢.

~ It will Also be noted that Marsh & Mclennon, in
submitting monthly statements, will indicate thereon
the amount to be paid to each of the underwriting
companies,

Very truly yours,

~J. Co Noell,
Assistant Secretary,

(Enclosures)

TO GOVERNORS OF ALL F. R. BANKS,



. | X-1490 .
FEDERAL RESERVE BOARD 70 4

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

July 21, 1927.

SUBJECT: Expense, Main Line, Leased Wire System,
June, 1927.

Dear Sir:

Enclosed herewith you will find two mimeo-
graph statements, X-4905-a and X-4905-b, covering in
detail operations of the main line, Leased Wire Sys-
tem, during the month of June, 1927.

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 "Sglaries and Expenses, Federal Re-
serve Board, Special Fund", Leased Wire System,send-

» ing duplicate C/D to the Federal Reserve Board.

Yours very truly,

Fiscal Agent.

¥nclosures.

TO GOVERNORS OF ALL F. R, BANKS EXCEPT CHICAGO.
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X-4905-a
REPORT SHOWING CLASSIFICATION AND NUMBER OF WORDS TRANSMITTED OVER MAIN LINE
OF THE FEDERAL RESERVE LEASED WIRE SYSTEM FOR THE MONTH OF JUNE,1927.
Words sent
by New York
Business  chargeable Treasury War Finance Net Federal Per cent of
reported to other Department  Corporation Reserve Bank total bank
From by banks F. R. Banks(1) Total Business Business Business Business(*)
Boston 38,511 2,370 40, 881 6,903 - 33,978 3,93
Yew York 156,153 - 156,153 14,463 54 141,636 16.37
Philadelphia 46,059 2,202 48,261 6,637 - 41,624 4,81
Cleveland 82,423 3,317 85, 740 7,871 - 77,869 9.00
Richmond 46,677 4,003 50,770 7,199 - 43,571 5.04 ;
Atlanta 63,509 5,851 69, 360 10,199 - 59,161 6.84 ;
Chicago 113,995 3,998 117,993 10, 881 - 107,112 12.38 . ;
St. Louis 82,703 3,958 86,661 8,040 - - 78,621 9.09 5
Minncapolis 36,366 3,905 Lo, 271 4,962 28 35,281 4,08 3
Kansas City 79,953 4,061 gL, 014 8,113 - 75,901 8.77 :
Dallas 63,245 6,777 70,022 5,711 - 64,311 7.44
Sen Froncisco 113,184 L Lol 117,588 11,633 - 105,955 12,25
Total 922,778 44,936 967,714 102,612 82 865,020 100.00
F. R. Board 419,557 140,974 - 278,583
Total 1,387,271 243,586 g2 1,143,603
Per cent of total 100.00% 17.56% .01% g2.43%

(*) These vercentages used in calculating the pro rata share of leased wire expense as shown on the
accommanying statement (X-4905-b).

(1) Number of words sent by New York to other F. R. Banks for their sole benefit charged to banks
indicated in accordance with action taken at Governors' Conference November 2 - Y4, 1925,

Wl
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REPORT OF EXPENSE MAIN LINE
FEDERAL RESERVE LEASED WIRE SYSTEM, JUNE, 1927
Pro Rata Payable to
Share of Federal
Operators! Operators! Wire Total Total Reserve
Name of Bank Salaries Overtime Rental Expenses Expenses Credits Board
Boston $ 260.00 - - $ 260.00 $ 750.28 $ 260,00 $ L490.28
New York '1,020.1k4 - - 1,020.14 3,125.22  1,020.14 2,105.08
Philadelphia 225,00 - - 225.00 918.28 225.00 693.28
Cleveland 296.66 - - 296.66 1,718.20 296.66 1,421.54
Richmond 190.00 - - 190,00 962.19 190,00 976.86(&)
Atlanta '~ 270.00 - - 270.00 1,305.84 270.00 1,035.84
Chicago 4,036.59(#) 1.00 - 4,037.59 2,363.48  4,037.59 1,674.11(*)
St. Louis 337.00 - - 337.00 1,735.39 337.00 1,398.39
Minneapolis 265.83 - - 265.83 778.92 265.83 513.09
Kansas City 275.64 - - 275.64 1,674.29 275. 64 1,398.65
Dallas 251.00 .75 - 251.75 1,420.38 ~  251.75 1,168.63
San Francisco 370.00 - - 370.00 2,338.67 370.00 1,968.67
Federal Reserve Board - - 1 .8 15,359.83 - - -
Total $7,797.86 $1.75 $15,359.83  $23,159.4k $19,091.14  $7,799.61  $13,170.31
__ 4,084, 30(a) 1,674.11(b)
$19,091.14 $11,496.20

(&) Includes $204.67 for branch line business over main line circuit.

(#) Includes salaries of Washington operators.

(*) Credit

(a) Received 34,066.48 from Treasury Department and $1.82 from War Finance Corporation covering business for the
month of June, 1927.

(b) Amount reimbursable to Chicago.
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X-4908

FEDERAL RESERVE BOARD
STATEMENT FOR THE PRESS

For immediate release. July 21, 1927.

CONDITION OF THE ACCEPTANCE MARKET
Juse 15, 1927 to Juiy 13, 1927

The supply of bills in the acceptance market during the period ffom

June 16 to July 13 showed a slight‘seasonal decline and dealers! purchases
were smaller than in recent months., Cotton exports and silk, coffee, and
sugar imports formed the basis of the majority of the bills bought. The
demand was affected by firmer money conditions toward the end of the half
year, and rates on 90 day bills were advanced by most dealers on the 20th
of June. Rarly in July, however, large purchases of acceptances were again
made in New York for foreign account and this increase in demand resulted

¥ in a reduction of 90 day bill rates to their former level. New York dealers
reported smaller portfolios on July 13 than at any time since last September.
Dealers in other cities, however, reported a slack dem=and throughout the
period for any but short bills, The following table shows the market rates
on bills of various maturities as they stood both at the beginning and at

the end of the period:

Acceptance rates in the New York market

Maturity Bid ' Asked
30 days 3 5/8 3 1/2
60 3 3/L 3 5/8
90 3 3/L 3 5/8

120 " E 7/8 3 3/4

180 3 7/8
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X-4909
FEDERAL BRES ﬁ RYE BOAR b
STATEVENT FOR THE PRESS

For release in lorning Papers,
Thursday, July 28, 1927,

The following is a summary of general business and
financial conditions throughout the several Federal
Reserve Districts, based upon statistics for the
manths of June and July, as contained in the forth-
coming issue of the Federal Reserve Bulletin,

The output of industry declimed substantially in June to a level
close to that of a year ago, reflecting reduced activity both in mines

and in fdoteries.ffhe value of building contracts awarded was the largest for
any month on record. The general level of prices remained practically un-
changed.

Production.- Production of iron and steel and automobiles declined
considerably in June and cuftailment in these industries continued during
the early part of July. There were also decreases in June in silk de-
liveries,”sugar refining, and production of lumber, copper and anthracite
coal. Cotton and woolen mills contimied active for this season of the

¥
year, and consumption of raw cotton was larger than in any previous

June on record. Meat packing, shoe production, and the manufacture

of building materials showed increases. Production of manufactures,

as a group, was slightly larger in June than in the same month of 1926,
but output of minerals, owing largely to decrcased production of boal, was
in smaller volume than a year ago. The value of building contracts
awarded in June was larger than in any previous month on record, owing
chiefly to the steady increase within recent months of contracts for
public works and public utilities. Awards were particularly large, as

compared with previous months of this year and with June of last year,
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in the New York and Chicago i‘edefai reséfve distbidtsi Contracts were

a'évai'ded during the first iqalf of July in practically the same volunme gs

ip the corresponding period of last year. ‘
| On the basis of conditions on July 1 forecasts of the Department

of Agriculture indicate increases as compared with the 1926 harvested

praduction in the output of wheat, oats, barley, rye, hay and potatoes,

and decreases .in corn, tobacco, and the principal fruit crops. Cotton

for which no production estimate was given, shows a decrease of 12 per

cent in acreage planted, while the total area planted to all crops shaows

a reduction of 2 per cent. A reduction of 371,000,000 bushels in the

estimated production of corn, compared with 1926, indicates the smallest

crop since 1901.

Irade. - Wholesale trads in most leading lines increased slightly
between May and June, while retail trade showed less than the custonmary
seasonal d.ecline; Sales of department stores were in about the same
volume as a year ago while those of mail order houses and chain stores
were larger. Sales of meat, dry goods, and hardware at wholesale were,
smaller than in June of last year, while sales of groceries, shoes, and
drugs were about the same in volume. Inventories of department stores
declined further ,to a level about 3 per cent below that of June, 1926,
Stocks carried by wholesale firms a}xowed no change for the month and T
wgre smaller than a year ago.

Daily-average freight~car loadings failed to show the customary
seasonal increase between May and June and were in smaller volume from
ea,riy in May to the middle of July than during the corresponding period

of last year. Shipments of almost all groups of cormcdities have been

|
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smaller than a yecar ago. The largest declines occurred in the shipnents
of -coal and coke. |

,_P;r_i_c_’:_gg.l =  The general level of wholesale cormodity prices,

* according to the Bureau of Labor Statistics index, continued practically
the same in June as in the two preceding months. The prices of agricultural
comnodities as a group declined slightly while the average for the non-
agricultural group remained practically unchanged. There were declines
between May and June in the prices of silk, iron and steel, nonferrous
retals, building materials and rubber and advances in grains, cotton,
hides and skins, and anthracite coal. During the first three weeks of
July prices of wheat, bituminous ccal, iron and steel, and rubber declined
while those of livestock, cotton, wool, copper, and hides advanced.

Bank credit. ~ The demand for member bank credit decreased from
the latter part of June to the middle of July and on July 20th the loans
and inveétments of menber banks in leading cities were nore than
$200,000%000 lower than a month before. The decline was principally in
the banks' investment holdings and in loans secured by stocks and bonds.
Loans for commercial, agricultural, and industrial purposes decreased by
about $45,000,000.

Demand for reserve bark credit in connection with settlements
at the end of the fisca.l year and increased currency requirements over the
holiday period earried total discounts for member banks on July 6 to _the
highest level since the first ¢f the year. Thereafter, largely in

consequence of the return flow of currency from circulation, there was
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a decreased demand for menber bank accormodation and on July 20 total
discounts were in scmewhat smaller volume than four weeks earlier. Hold-
9 ings Qf United States securities showed a slight increase during July.

Bonditions in the noney market, after seasonal firmness at the

end of June were easier in July.
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(REVISED DRAFT) e
REGULATION K, SERIES OF 1927
*COLLECTION OF MATURING NOTES AND BILL

SECTION I. STATUTORY PROVISICNS.

V' Section 13 of the Federal Reserve Act authorizes Federal reserve vanks
to receive from their member banks and non-member clearing banks, for collec-
tion, maturing notes and bills and to receive from other Federal reserve
banks for éollection maturing notes and bills payable within the district of
the Federal reserve bank receiving such items. The authority to receive
such items for collection includes the authority to take such steps and
perform such acts as may he necessary to effect collection, and to exercise
such other powers as are reasonably incidental to the collection of such
items,

SECTION 1I. DEFINITIONS.

(a) Maturing Wotes and Bills. The term "meturing notes and bills" is,

for the purposes of thie regulation, hereby {efined to include the follow-
ing classes of items payable within the continental United States:

1. Maturing notes, drafts, bdills of exchange, acceptances, bankers'
acceptances, and certificates of deposit;

2. Drafts on savings accounts with pass-books attached;

3. Checks, drafts and other cash items which have previously been
dishonored or on which special advice of payment or dishonor
is recquired;

4, Maturing bonds and coupons; and

5, All other evidence of indebtedness except checks and bank drafts
which cannot be collected at par in funds acceptable to the col-
lecting Federal reserve bank; vrovided that any Federal reserve
bank may require any devpositing member bank to show to such Fed-
eral reserve bank's satisfaction that special conditions exist

" which make it promer for said TFederal reserve bank to handle
as collection items of the character normally coliected by
the Federal reserve bank as cash items,
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(b) NON-MEMBER CLEARIKG BANK. The term "non-member clearing bank®

is defined to mean a non-member bank or trust company which maintains with
v thg Federal reserve bank of the diétrict in which it is located a balance
sufficient to gualify it under Section 13 of the Foderal Reserve Act to send
cash items to the Federal reserve bank for purposes of exchange or collection
under Regulation J.
(c) CASE ITZSS. The term "cash items! is defined fo mean checks,
" drafts, and other items which are collectible pursuant to the terms of Regula-
tion J.

(&) COLLECTION ITEYS. The term "collection items" is defined to mean

1
maturing notes and bills which are collectible pursuant to the terms of Regu-

lation X.

SECTICN III. GENERAL REQUIREMENTS.

The TFederal Reserve Board, desiring to afford to the public and to the
various banks of the country a direct, expeditious, and economical system for
the collection of maturing notes and bills, has arrarged to have all Federal
reserve banks collect maturing notes and bilis on a uniform pasis and o the
terms and conditions hereinafter prescriﬁed.

SECTION IV. ITEMS RECEIVED FOR COLLECTION.

(a) Each Federal reserve bank will receive from its member banks and .
from non-member clearing banks in its district for collection maturing notes
and bills payable in the continental United States. |

(v) Each Federal reserve bank will receive from other Federal reserve
banks for collection maturing notes and bills payable within its own district,

(c) Ih order to eliminate unnecessary delay and expense and further to
increase the efficiency of the collection service herein provided, each Fed-
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banks in its district to scnd maturing notes and bills for its account direct
to the Federal reserve bank of the district in which such items are payable; ‘
and each Federal rescrve bank will receive from -~mber banks and non—momber.
clearing banks in other districts maturing notes and bills payable within its
owa district, for collection and credit to the account of the Fedezlal rescerve
tank of the district in wiich the sendin; bank is locgted.

(d) o Federal reserve bank shall rcceive for'coller‘:tioln any check
or bank draft drawn on or payable by a non-member bank which cannot be col-
lected at par in funds acceptable to thec Federal reserve banlt of the district
in which such non-member bank is located, or any item payable outside of tae
continental United States.

SECTION V. TERHS OF COLLECTION.

. The Federal Reserve Board hereby authorizes the Federal lreserve
banks to handle such maturing notes and bills subject to the following
terms and conditions; and each member bank znd non-member clearing bank
which sends maturing notes and bills to any Federal reserve bank for
collection shall by such action be deemed: (a) to have agreed to all the
terms ond conditions of this regulation; (d) to have warranted to the Fed-
eral reserve banks that it has authority to empower the Federal rcseyve
banks to handle such items in the manner hereinafter provided; (c) to have
agreed to indemnify any Federal reserve. bank for any loss resulting from the
failure of such sending bank to have such.milority; and (d) to have guar-
anteed all prior endorsements on such items whether or not a specific guar-

anty is incorporated in the endorsement of the sending bank.
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1. Federal reserve banks will act only as the collecting agents of thé
sending banks and will be responsible only for due 7liligence and care in for-
warding or presenting such items and for its guaranty of prior eadorsements.

2. Federal reserve banks may present or forward such items direct to
the banks 6n which they are drawn, at wahich they are pavable, or through
which they are collectible, for payment in cash, bank &raft, or solvent
credits; or present them direct to the nerson, firm or corvoration on which
they are drawxn, for péyment in cash or check; or, if the item is not payable
in a2 city in which there is z Tederal reserve banizr or a braanch of a2 Federal
reserve bank, then they may, in their discrction, forward them to another
agent with the same authority that they have to present or forward them for
payment.

3. Items payable in ancther district will be forwarded for collec-
tion to the Federal reser&e bank of such district or to a branch of such
Federal reserve bank; cxcept that items with a definite maturity, payable
in another district, may be forwarded direct to the place of payment in such
other district when it is necessary to do so in order to reach the place of
payment by maturity, and sight or demand drafts with documents attoched, pay-
able in another district, nay be forwarded direct to the place of payment

J when the collecting Federal reserve bank is specificelly requested to do so.
A1l such items will be handled on the terms and conditions herein prescrived.

4, ZExcept as herein provided, Federal reserve banks saall be held
liable only when they have receiyed actual payrent in cesh or in the final‘
proceeds of any bank draft or check received in remititnce.

SECTION VI. CREDIT FOR PROCEEDS.

No Federal reserve bank shall credit the reserve account of any
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merber bank or the account of any non-member clearing bank or aay other Fed-

eral reserve bank with the amount of any maturing note or bill until payment

in actually and firnally collected funds has been received by the collecting

Federal rescrve banlk,

SECTION VII. CHARGES FOR COLLECTION.

(2) CEARGES BY FEDERAL RISERVE BANKS. XNo charge shall be zade by any

Federal reserve bank for the service performed by it ia the collection of

riaturing notes and bills, except that:

1.
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Any charge made by another collecting agent shall be
charged to the baﬁk frorm which such itens were received
or shall be deducted and credit given for the actual net
procecés;

The actual sxpeanse of registration, insurance, or transnmor-
tation of maturing nctes and “ills forwarded to otler
points for cclicction may b2 char;sd to the bank from
which suchk iteme were received or xay ve deducted and
credit given for the actual net jrocecis;

All telegraph and telenhonc charges in Sonncction with the
colloction of maturing notes and %ills may be chorged to
the bank from which cuclt itexs were rcceived; and

A service charge of fiftcen cents per item »on all maturing
notes ~nd »1lls returncd unpeid asd unprotssted shall De
czurged to tho bLank from which suck items werc received
for collection, Tuais charge shgll 20t be madd on items

that 2re protested.
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(v) CHARGES BY COLLECTING AGENTS. Any member bank or non-rerber

tank selected by a Federal rescrve bank as an agent to collect maturing
notes and bills received under the terms of this regulation, may make a
1}easonab1e charge for its service in handling such maturing notes and bills;
except that no such charge shall be made for handling checks and bank drafts.

SECTION VIII. OTHER RULES AND REGULATIONS.

All Federal reserve banks shall also promulgate rules and regula-
tiong identicel in terms, not inconsistent with the provisions of the law
or of this regulation, governing the details of the collection of maturing
notes and bills by such Federal reserve banks . Such rules and fegula-
tions shall be binding upon any member or non-member clearing bank which
sendg maturing notes and bills to its Federal reserve bank or any other

Federal reserve bank for account of its Federal reserve banke
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FEDERAL RESERVE BOARD

WASHINGTON
X-4912

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

July 28, 1927.

’ CONFIDENTIAL

SUBJECT: Code word to be used by Federal Reserve Bank of New York
in advices re Investments in Sterling Bills,

Dear Sir:

In order to reduce the length of telegrams between the Fed-
eral Reserve Bank of New York and other Federal reserve banks in con-
nection with participation in the Bank of England account, it has been
suggested that an additional code word be supplied from the Federal
Reserve Telegraph Code.

The Board has approved this suggestion, and effective at once,
the. following code word will be used between the Federal Reserve Bank of

New York and other Federal reserve banks in connection with these trans-
actions:

KLICKED: Please make following entries for invest-
" ment in Sterling bills made for our account
by the Bank of England: Debit "Investments
through foreign banks" § with
correspending credit to "Due from foreign
banks~-Bank of England". In addition to deily
accrual our telegram we credit you
. through settlement today $ your
share earnings up to and including today.
We will credit you tomorrow and daily until
further notice § your share of
daily accrual.

This code word should be inserted in the Federal Reserve
Telegraph Code following the supplemental code word "KLICK" at the
bottom of rage 1Z1.

There are enclosed herewith a sufficient number of extra
copies of this letter to enable you to insert this code word in all
of the code books in the possession of your bank.

Very truly yours,

J. C. Noell,
Assistant Secretary.

To Governors of all F. R. Banks.
Digitized for FRASER
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FEDERAL RESERVE BOARD
STATEMENT FOR THE PRESS
For immediate release. July 28, 1927.
4:00 o'clock p.m.
The Federal Reserve Board announces that it has approved
an application of the Federal Reserve Bank of Kansas City for

permission to establish a rediscount rate of 3 1/2 per cent on

all classes of paper of all maturities, effective July 29, 1927.

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



.- ‘ (COPY) %4915

)

XY
CSE

CONFIDENTIAL Date: August 3, 1927, -

Subject: Revision of Board's Regulations.
To The Law Committee

From Mr. Wyatt - General Counsel.,

After careful consideration of the comments and suggestions submitted
by the Governors‘and Chairmen of the Federal reserve banks pursuant to the
Board's letter of June 21, 1927 (X-4878), I respectfully recommend that the
revised draft of the regulations which was apgroved tentatively by the Board
on June 21, 1927, be finally approved and promulgated at the earliest possidle

date with the changes rccommended bélow,

REGULATION A.

Section IV(b) - Financial Stabtemcnts.

I respectfully recommend that subdivision 2 of this subsectioﬁ
(i.e., next to the last paragraph on page Z) be restored to the form in which
it appeared in the 1924 regulations,

In the draft tentatively approved by the Board on June 2lst, it was
proposed to change this paragraph so as to requirc financial statements in all
cases where the aggregate obligations of the borrower disccunted and offered
for rediscount at a Federal reserve bank by a particular member bank amounts
to $1,000 or more. Several of the Federal reserve bapks object seriously to
this change and argue that it would cause unnecessary and unjustifiable incon-
venience to them and to their member banks, while other Federal reserve banks
favor the change. The regulations of 1924 exprestly provide that, "A Federal
reserve bank may, in all cases, require the financial étatgment of the borrower
to be filed with it." Under this provision of the old regulations, those
Federal rescrve barks which desirc financial statements with reference to all
borrowings amounting to $500 or $1000 have a perfect right to require such

statements, and it would seem unnecessary for the Bpard to compel the other
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Federal reserve banks to rcquire firancial statements under such circumstances
when they consider it unnccessary and irmpracticable to do so.

The replies to the RBoard's letter of June 21, 1227, coatain no
serious objections to the other proposed changes in Regulation A, except
that the Federal Reserve Banlks of Richmond and Dallas object to paragraphs
(c) and (d4) of the proposed new Section IX regarding the rediscount of paper
acquired from non-member banks. The Federal Reserve Bank of Richmond objects
tc paragraph (c) on the ground that it "will further add to the many scrvices
which wc perfomm, directly or indircctly for non-member banks, which have the
effect of keeping them cut of the System and can only do harm: and not good";
while the Federal Reserve Bank of Dallas expresses the opinion that it 1s not
essential and detracts from the dignity of the regulations. Both object to
paragraph (d) cn thé ground that the Federal Reserve Act cxpressly authorizos
Federal reserve banks to rediscount eligible paper for Federal Intcrmeciate
Credit Bgnks. However, it does not authorize them to rediscount for member
banks paper beariné the signature or endorsement of Fecderal Intcrmediate
Credit Banks, which arc technically non-member benks. (Sece ruling on page
253 of the 1926 Bulletin). Both paragraphs (c) and (d) could be omitted if
the Board so desires.

REGULATION B,

It is not proposed to make any changes in this regulation.

REGULATION C.

It is not proposed to make any changes in this regulation.
<
REGULATION D.

Section II(d) - Definition of Savings Accounts.

I respectfully recommend that this section be restored to the form
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in which it appcared in thc Regulaticns of 1924.°

My rcasons for this recormmendation ray be su.anarized briefly as
follows:

(1) The suggesited changes are not neceséary, since a strict en-
forcement of the o0ld regulation would enable the Board to check, if not end
altogether, the existing tendency to evade the reserve requirements through
the device of classifying as "savings accounts" deposits which arc subject to
check or for any other reason are not bona fide savings deposits,

(2) By ruling on each question as it arises, the Board can build
up gradually a series of administrative rulings which would accomplish the
purpose of the proposed changes without the shock to the member banks which
might result from drastic changes in the regulations without previous notice
to the member banks and an opportunity to be heard.

(3) Such a method of correcting the existing abuses would give the
Board the advantage of such further information on this general subjcct as
might be obtained as a result of the study being made by the Federal reserve
‘banks, the Federal Reserve Agents and the Federal Advisory Council pursuant
to0 the Board's circular letter of‘June 24,.1927 (X-4888).

(4) Such a gradual and orderly method of correcting the existing
abuses would be obviously fair and less likely to prejudice the Board's casec
in the courts, if the Board's rulings should be tested there.

(5) In an& test suit which might arise out of g specific ruling in
an individual case the complainant would naturally be a bapk which was at-
tempting to evade the requircments of the law and this would give the Board
a distinct tactical advantage. |

(6) The oxisting definition of “savings accounts" has been in force
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for over twelve years and would stund o much botter chaice of being upheld
by the courts than a new definition recently adepted. An interpretation of
the law by an administrative officcr or body of the Sovermaent which has
long been in force and has been geonerally accepted by thae public will de up-
held by the courts unless it is clearly orrorncous.

(7) Tre enfcrcement of a rcgulation or ruling classifying as de-
mand deposits the so-called M"special savings accounts" prevelent in California
would so seriously affect the caranirgs of soveral of the larger Califoruia
‘banks that it would be only fair tc nctify them and give them an opportunity
to be heard before adopting such a regulation or ruling.

(8) Moreover, such banks would be almost cortain to test the le-
gality of suck a ruling or rogulation in tho courts; and it is cxceedingly
important for the Board 4o be in the best possitle tactical position when it
undertakes to enforce such a regsulation or ruling.

The proposed substitute definition of "savings accounts" preparocd
at the direction of the Bcard and traunsmitted to the Federal rescrve banks
in the Board's letter of Juge 21, 1927, ccatemnlated suck drastic change and
is of such doubtful legality thet it is strongly objected to by most of the
Federal reserve uanks. Upon further reflection and study, I am of the opinion
that the proposcd restrictions on the charactor of the depositers and the
size of thc deposits woulld cxceed the Ecard's lawful powers and could not be
sustained in the courts.

Section II(e) - Definjtisn of Timc Certificates of Deposits

I respcctfully rocommend that this section be restered to the form
in which it appcared in the Regulations of 1924.
The reasons for this rccommendationare the sam: as thosc given
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Section III(a)- Paragraph Regarding Trust Fuads.

In order to make the language of this section conform more :easly
to that of other portions of the regulation, I respectfully recommend that
the word "carry" be changed to "maiatain" and that the word "“carried" be

changed to "maintained".

Section IV-Penalties for Deficiencics in Resocorves,

I respectfully recommend that this section bz changed t read as

follows:

'"SECTICN IV, PINALTIES TOR DEFICIENIIES IN RESERVES

"Inasmuch as it is essential that the law with respect to the
maintenance by member banks of the required minimum rescrve balaances
be strictly complied with, the Federal Reserve Board, under authority
vested in it by Section 19 of the Federal Reserve Act, hereby pre-
scribes the following rules governing pcnalties for deficiencies in
reserves.

"(a) Banks in cities whore Fedeoral recerve banis or
orauiches thereof are located.

"1l. Deficiencies in reserve balaices of member banks in
cities where Federal rescrve banks or branches thercof are located
will be computed on the basis of average daily net deposif balances
covering semi-weckly pericds. Such computations chall te mad: as
at the close of business on days to be fixed by the Federal roserve
banks with the approval of the Federal Rescerve Board.

"2, Penalties rfor such deficicncies will be asscssed
mo:tnly on the basis of average daily deficiencies during each of
the semi-weekly periods ending in the preceding calendar month.

"3. Such ponalties shall be assessed at a basic rate of
2 per cent per zanum acove the Federal reserve bank discount rate
oa ninety day commercial paper 11 efiect on the rfirst day of the

calendar month in which ths deficieacies occurred.

"4, Vhren a member bank in a city where a Federal reserve
bank or branch thoreof is located has an average deficiency in re-
serves for twelve consccutive semi-weekly periods, there shall be

f
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asscssed, in addition to the penalty at the basic rate, a progressive
pezalty on semi-weellly deficioncies occurring thereafter, until such
member bank has maintained the renuired average rcserve for eight
consecutive semi-wcekly meriods. Such progsressive nenalty shall be

at the rate of 1 per cent per snnum for the first calendar month in
waich same ig effective,and shall increase at the rate of 1 per cent
per annum for esach consscutive calendar ronth thereafter in which the
bank'!s reserve deficiencies are subject to the progressive penalty;
provided that the raximur penalty charged shall not exceed 10 per cent
Per annun.

’ "(b) Banks in rceserve cities wherc there are ao Federal
reserve bquts or brarchos.

"l. Deficiencies in ressrve balances of member banls ia rcserve
citics where there are no Foderal reserve vanks or brauches thercof
will be corputed on the basis of average daily net deposit balances
covering weekly periods. Such conputations shall e made as at the
close of business on days to be fixed by the Federal reserve bans
with thc approval of the Federal Rescrve Roard.

"2. Peralties for such deficisncies will be asscssed montaly
on the basis of average daily deficiencies during each of the veekly
periods ending in the preceding calendar month.

"3, Such penalties shall be assessed at a basic rate of 2 per
cent per annwm above the Federal reserve bank discount rate on ainetly
day cormmerciszl paper, in effect on the first day of the calendar
month in which the deficiencies occurred.

"4, Then a member tank in a reserve city where there is no
Federal reserve bank or branch thereof has an average deficiency in |
reserves for six consecutive weekly periods, there shall be assessed,
in addition to the penalty at the basic rate, a progressive penalty
on weekly deficiencies occurring thereafter, until such member bank
has maintained the required average reserve for four consecutive
weckly periods. BSuch progressive penalty shall be at the rate of
1 per cent per anaum for the first calendar month in which same is
effective, and shall increase at the rate of 1 per cent per annum
for cach consecutive calcndar mornth thercafter in which the bank's
rescrve deficiencies are subject to the progressive penaliy; provided
that the maximum penalty charged shall not exceed 10 per cent per
annum,

"(c) All other member banks.

"1, Deficicncies in reserve balances of other member banks
will be computed on the tasis of average daily net deposit balances
covering semi-monthly periods. Such computations shall be made as
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at tha close of business oa days to de fixed Tty the Federal rec-
serve banks with the approval >f the Federal Reserve Board.

"2. Penalties for such deficiencics will be assessed moath-
ly on the basis of average daily deficizneics during each of the
semi-monthly periods ending in the preceding calendar moxnth.

"3. Such penalties shall be assessed at a basic rate of 2
per cent per annum absove the Federal reserve bank discount rate on
ninety day commercial paper, in effect on the first day of the
calendar month in which the deficiencies occurred.

"4, When a member tank of this class has an average de-
ficiency in reserve for three conseccutive sami-monthly periods,
there shall be assessed, in addition to the penalty at the basic
rate, a progr:zssive penalty on semi-monthly reserve deficiencies
occurring thereafter, until such member bank has maintaired the re-
quired average reserve for two coasecutive semi-monthly periods.
Such progressive penalty shall be 2t the rate of 1 per cent per annum
for the first calendar month in which same is effoctive and shall
increase at the rate of 1 per cent per amnnwua for, each consecutive
calendar ronth thereafter in which the bank's reserve deficiencies
are subject to the progressive penalty; provided that the maximum
penalty charged shall not excecd 10 per cent per annum. .

"(d) Waiver of Penalty.

v "The Federal Reserve Board reserves the right to waive the pro-
gressive penalty herein prescribed in any specific case when in its
discretion it considers it advisable to do so, upon the recomuendation
of the Federal reserve bank of the district in which the particular
member tank affected is located.

"(e) Continucd Deficiencies.

"Whenever any member bank is subject to the maximum penalty
of 10 per cent, the Federal Reserve Agent shall prommptly report the
fact to the Federal Reserve Board with a recommendation as to whether
or not the Board should:

"l, In the case of a National bank, direct the Comptrollsr of
the Currency to tring suit to forfeit the charter of suck National
vank pursuant to Section 2 of the Federal Reserve Act; or

f
- "2, In the case of a State member tank, institute proceedings
to require such bankx to surrender its stock in the Federal reserve
bank and to forfeit all rights and rrivileges of membership pursuant
to Section 9 of the Federal Reserve Act; or

"2, In either case, take such other action as the Federal
Reserve Agent may recormmend or the Federal Reserve Board may consider
advisable.
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I recommend this, because it is substantially the draft ag¢reed voon
informally at a conference following the meeting of the Ovnen Market Committee
on July 27th, at which five members of the Feleral Reserve Board and repre-
sentatives of some seven or eight Federal reserve banks were present, and be-
cause it is believed to be a compromise which will correct the sbuses which
the Board has in mind and at the same time meet with the least opwosition cn
the part of the Federal reserve banks and the member banks.

On this subject, the varying opinions and shades of oninion are
almost as numerous as the Federal reserve banks. Some favor the provisions
contained in the tentative draft of the regulations with varying modifications;
some favor the alternative draft enclosed in the Board's letter of June 2lét.
with varying modifications; and some favor a draft along the general lincs of
that quoted above. No two agree on all details.

If I may be permitted to record my own personal views, I will say
that I prefer the draft contained in the tentative draft of fhe regulations
submitted with my memorandum of June 15, 1927; because I believe it is entirely
workable and is most nearly in accordance with the intent of the law,

In view of the broad power and discretion vested in the Board in
the matter of prescribing regulations and penalties regarding deficiencies in
reserves, however, I am of the opinion that it is entirely within the Board's
lawful power to adopt any one of the three altefnative drafts of this section
now before the Board or to leave this section of the regulations in the form
contained iﬁ the edition of 1924. The question involved is really a question

of policy, and the ultimate responsibility rests with the Federal Reserve Hoard.
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Mr, Smead has sugscstoed tae inscortiscu oi thie following new sub-

scetion imaediately after subscction (d) of thie cbove draft of Section IV:

-

"(e) Notice to Diractors of Benke Stbject to Progressive
Penalty.

"As soon as ary tank hos teen continuously deficient in
reserves for a sufficient length of time to subject it to the
SreSSive ?ennlty, the Federal Reserve Agent shall address a
B
\:

.

this regulation reg rd* iy the mrin tbnﬁhce of reserves and tne
perscnal liability of the directors permitting violations of the
law",

I believe that fhis provision not only vould eccomplish much in tac
matter of corrccting coutinvous deficiencies in resorves, but also would Te
nelpful in preventing the insolvency of banks by giving the dirsctors timely
notice of the development or bad situaticas. I did not incorporate it in the
above draft of Sectior IV, tccause it is an entirely new suggestion and had
not been submitted to the Tederal reserve banlis., Governor Crissinger, however,
has telegraphel all Fedural Ruserve Agents for their views on this suggestiorn;
and I recommend thot it e inserted in the Regulation, unless the Federal
Reserve Agents railse valid objections to it.

I the above guoted sub-sectiorn is inserted in Section IV, sub-

section (e) of the above draft snould be redesignated as sub-section (f).

Section V-Ioans and Dividends While Ressrves are Teficient

I respectfully recommend that the last sentence cf this sadction as
contained in the Regulations of 1924 be restored, with apnropriate changes ia
phrascology, unless the dralt of Sectiou IV contained in the tentative draft
of the regulations submitted with ry memorandum ﬁf June 18th 2o adopted.

The elimination of this senteunce was originally svggested in order

to harmonize this section with the proposal to assess penalties for deficicncies
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in reserves of all member barks on an asctual daily bacsis instead of an

average weekly or semi-mounthly bta$is; and it should be restored unless that

proposal is adopted.
I also recommend that the new language provosed to be added at the
end of this section be retained.

REGULATION E.

It is not proposed to make any changes in this regulation.

. REGULATION F.

Section VIIT - Funds Awaiting Investment or Distribution.

In order to correct certain clerical errors, I recommend that the
following changes be made in this section:

(1) Transfer the footnote appearing at the bottom of page 26-a to
the bottom of page 26;

(2) Transfer the reference to said footnote from the end of sub-
secticn (c) to the end of subsection (b);

(3) In the eighth line of subscection (c), change the reference from
"Subsection (a)" to "Subsection (b)“l

Thesc are the only changes which I recommend in the entire regulaticn,

I desire to call attention to the fact, however, that the Federal
Reserve Banks of Boéton, Philadelphia, and Cleveland object to subsection (c)
of Section VIII, which would requirebbanks depositing trust funds in other
banks to obtain from. such other banks a deposit of securities to protect the
trust estates. B | ¥

Mr. Carrick of the Federal Reservc Bank of Boston calls attention

to the fact that it would impose upon national banks a condition which does not
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apply to trust companics, other corporate fiduciaries, or to personal fi-
duciaries.
The Federal Reserve Barnk of Philadeclovhia objects very strongly to
this provision, on the ground that it would be burdensome to naticnal banlzs
in Pennsylvania to comply with this provision, in view of the fact that the
rules prescribed by the Commissioner of Banking in that State require all un-
invested trust funds to be deposited with other bauks, and Pennsylvania trust
companies are not reguired to odbtain a deposit of sccurities to protect the
trust estates. The Fedcral Reserve Bank of Philadclphia feels so strongly
about this that it has requested a hearing before tﬁe Board or the Law Committee
before this provision of the regulations is adopted. I respectfully recommend
that the hearing be granted, but, that this secticn of the regulation be adopted.
The Federal Reserve Bank of Cleveland objects to subsection (c¢), on
the ground that, notwithstanding the rules of thc Commissioner of Banking of
the State of Pennsylvania, national banks should not be permitted to deposit
uninvested trust funds in other banks but should be required to comply stricily
with the provisions of Section 11(k), which, in the10pinion of the Federal Re-
serve Bauk of Cleveland, affords greater protection to the trust estate than the
proposed subsection (c) or the rules promulgated by the State Banking Department,

REGULATION G.

I have heretofore recommended, and the Board has tentatively aporoved,
the complcte elimination of cold Regulation G dealing with loans by national
banks on farm land and other :eal estate; since this is a2 matter within the
Jjurisdiction of the Comptroller of the Currency.

I now recommend that old Regulation K governing Edge corporations be

' redesignatcd as Regulation G and inserted at this place, and that the designa-

tion and location of 0ld Regulation M be permitted to remain unchanged.
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REGULATION H.

Section I - Banks Elicible for Momborship.

In order to avoid confusion, I respectfully rcecormernd that the
nunbering of the first tvo parcgrephs of this secticn be restored to the forn

existing in the 1924 Reguletions.

Section IV - Conditions of Menbership.

spectfully recommend tha is scction be change read as
I respectfully reco that th t Lo} ged to d

followg:

"SECTION IV. CONDITIG:g Q. MEMBERSHIP

"Pursuant to the authority contained in the first para-
graph of Section 9 of the Federal Reserve Act, vhich provides that
the Federal Rescrve Board may pernit applying banks to become members
of the Federal Rescrve Systen tsubject to the provisions of this Act
and to such ccnditicns of merbership as it may prescribe pursuant
thereto!, the Federal Rescrve Board will prescribe for cach benk or
trust company hereafter applying for admission to the Federal Re-
cscrve System such conditions of membership pursuant to the provisions
of the Federal Rescrve Act as the Board may consider necessary or
advisable in the particular case, and such bank or trust company
will be required to agree tc such conditicns of membership pricr to
its adnission to the Federal Reserve System."

This follows substantially the form of the corresponding varagrapi
of every edition of the Board's regulations on this subject prior te the cditicn
of 1924 and gives the Board exactly the same power with respect to prescribing
nditions of membership as it has under the corrcéponding provision of the
Regulaticns of 1924, Qxcept t0 the extent that such power has becn restricted
by the amendrments contained in the McFadden Act.

The incorporation in the Rogulations of 1924 of ﬁhe text of tie con~
ditions of membershin most usually prescribed was greatly misunderstocd and re-
sulted in much criticism on the part of the National Association of Supervisors

of State Banks, which criticism in turn led to the restriction of the Board's
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power by the amendments coatained ia the licFadden Act. Tne cuntinucd ap-
pearance of these conditions of morbership in the Eoard's rczgulavions was
again the subject of criticism during tune nceting of tne Natiomal Association
of Supervisors of State Banks recently hcld in Richmond; aad I am convinced
that it would be highly desirable for the Board to clininate from the regula-
tions the text of these conditiocns of membership. Such conditions i mwmber-
ship could be set out in circular letters addrcssed 0 the Federal reserve
banks and in this way rade available to any banks conterplating applying for
adrnission to the Federal Reserve Systen,

Section V - Pernission necessary prior to make changes in assets or scope of
functions.

I resvectfully recormend that this section be eatirely celiminated
from the regulation and that the following sections be renumbered accordingly.

The elinmination of this section would not deprive the Board of any
power which it now has under the sco-called general conditicn of membershipn, and
woﬁld materially reduce the nmisunderstanding and criticism of the Board!s
practice in prescribing conditions of membershir.

I believe the theory of this séction t0 be sound; but, in view of
the Board's experience in attompting to enforce it sincc 1524, I em coaviaced
that it is impracticable and cannct be enforced. In my‘Opinion, hercIiore,
there is everything to bc gained and nothing to be lost by eliminating this

section from the regulation.:

Section VIII - Examinations and Reports.

I respectfully reccomend that the second paragraph of this section
be restored in the form in which it appearcd in the Rcgulations of 1924, unless
Digitized for FRASER
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the Board intends to reguire regilar examinaticns of alb’member banlks
at some time in the near future.

Heretofore I have suggested the elimination >f this varagraph
from the regulation; because I understood that the Federsl Reserve Board
was contemplating a drastic change in the manner of examining State member
banks. No such change has been made, however, and, in view of the fact that
several of the Federal reserve banks continued to object seriously to the

elimination of this psragraph, I think it should be retazined, unless the

Board intends to meke an early change in the matter of examining State member

banks.
REGULATION I.

Sections I{e) and II(e)-Certifying Increasses and Decreases of Federal Reserve
Bank Stock.

In order to make the regulation conform to the present practice, as
esteblished by the Board's letter of January 9, 1925 (X-U239), I respectfuily
recommend that, in both Section I(e) and Section II(e), the sentence reading
as follows:

"Such certifications shall be made gquarterly as of the
last days of December, March, June and September of
each year"

be changed to read:

"Such certifications shall be m~de semi-annually as of
the last days of June and December of each year".

REGULATION J.

I recormend no changes in Regulation J except the slight change
incorporated in the draft of the regulations tentatively aporoved by the

Board on June 2lst.

O0ID REGULATION X.

I respectfully recommend that the designation of old Regulation K
dealing with Edge Gorporations be changed to Regulation G and that this
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regulation be trancferredi to the nlaze formerly occupizd by old Regulation 73,
which is to be discontinued.

I also respectfully recommend that, before finnl aomroval of ‘the

¢ consiiceration to the arend-

<4

revised draft of this re;ul-stioun, th: RBoard gi
ment to Section XTI requested by the First Federal Foreign Tnvestment Trust in
a letter addressed to the Board by Mr. B. F. Crstle under antv of July 29, =ud

submitted to the Board in my memoranium of Auvzust 1.

NEW REGULATION K.

I respectfully recommend that there be insertud at this place the
proposed new regulnticn K dealing with non-cash collecticns.

Owing to the fact that the tentative dr~ft of this regulation sent
to the Federsal reserve b-nks in the Beard's letter of June 21st uad been hast-

¥y prevarsd on very short notice, the banks criticized many of its fdeteails,

With the very material assistance of Mr. E, F. Strater, Chairmen of the Stand-
ing Committee of Collections and other officers of the Fedoral Reserve Bank of
Cleveland, I have prepared a complete new draft of this regulation, which I be-
lieve will meet practically 211 of the criticisms except those made by Governor

Young.

e

The proposed new draft of the reogulasion on nor-casih collectious is
attached hereto, and I rospectfully recormicnd thint it be adopted in the form
now submitted. ”

Governor Youngz, however, has very sarious objections to certain fea-
tures of this new regulation; snd I respectfully rccomend that, before firnally
adopting it, the Board give special considerntion to *is criticisms, and to a
reply thereto whick hns tgen prepared dby Mr, F, J. Zurlinden, Deputy
Governcr cf the Falderasl Rescrve Bank of Clevelsand. Irn uy opinion, Gev-
ernor Young's objesctions are not valid; but, in view of his earnost insis-

g
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REGULATION L.

It is not preoposed to make any changes ir this rezulation,

REGULATION M,.

It is not proposed to maze ~ny chang:s in tiis regulation, except
that it was originally proposcl to rcuaesignate it as Regulation G snd insert it
in the place formerly occupied by the old Regulaticn G, waich is to be liscon-
tinued. I now rocormend that the originnl designation of Reguletion M e an-
changed =nd that the regulation be incorporated in the complete edition of the

Board's Regulations irmeliately after Regulation L.

CONCLUSION,

For the Boardi's further information, I respectfully submit hercwith
the replies of the Governors =and Cheirmen of all Federal reserve banks to the
Boerd's letter of June 21, 1927, submitting the draft of the reculations tenta-
tively approved on that date for their further criticism and comment. In tlis
memoranduna, I have attempted to call attention to 211 importent criﬁicisms which
would not be met by thé changes hicrein recommended; but I have not attemnted to
call attention to =ll minor criticisms or nev suggestions submitted at tiiis late
dnte.

I am firmly convinced that, with the changed herein recormended, the
iraft of the regulations tentatively approved by the Board on June 21 is as good
a set of regulations and will prove to be as satisfactory as any set of reg-
wlations which could be produced after another six months of suzgestions,
corments, criticisms, and revisions., It will require the test of experience

resulting from actual operation to produce further material improversnts in
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this draft of the rezulations,

In conclusion, I again take the liberty of calling the Board's
attention to the irmortance of amenling the regulations so as to maize then
conform to the amendments contcined in the McFadlen Act at the earliest
nossible date. The delay in Joinz this has alrealy brought uron the Board
serious criticism during the rccent meetiny of the Nationnl Association of
Supervisors cf State Banizs, anl a further lelay is very likely to bring
further eriticism,

-

Respectfully,

Walter Wyatt,
Genernl Counsel.
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(REVISED DRAFT) -
REGULATIOLN X, SERIES OF 1927
*COLLECTION OF MATURIWG NCTES AXD BILLS

SICTION I. STATUTORY PROVISIONS.

Section 13 of the Federal Reserve Act authorizes Federal reserve banks
to receive from their member banks and non-member clearing banks, for collec-
tion, maturing notes and bills and to receive frcm other Federal reserve
banks for collection maturing notes and bills payable within the district of
the Federal reserve ban receiving such items. The authority to receive

~such items for collection includes the authority to take such steps and
perform such acts as may be necessary to affect collection, and to exercise
such other powers as are reasonably‘incidental to the collection of such

items.

SECTION II. DEFINITIONS.

(a) Maturing Hotes and Bills. The term "maturing notes and bills" is,
for the purposes of this'Eegulation, hereby cefined to include the follow-
ing classes of items payable within the continental United States:

1. Maturing notes, drafts, bdills of exchange, acceptances, bankers'
acceptances, and certificates of deposit;

2. Drafts on savings accounts with pass-books attached;

2. Checks, drafts and other cash items which have previously been
dishonored or on which special advice of payment or dishonor
ig required;

4, Maturing bonds and coupons; and

5. All other cvidouce of indebtelness excent checks and bank draftis
waich cannot be collected at par in funds acceptable to the col-
lecting Federal reserve bank; provided that any Federal reserve
bank may require any depssiting membor bank to show to such Fed-
eral reserve bank!'s satisfaction that special conditions exist
which make it proper for said Federal reserve bank to handle
as a collection item any item of the character normally handled

oy the Federal resecrve bank as a cash item.
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(b) NON-YEMBER CLEZARING BA'R., The term "ncn-member ciearing bank®
is defined to mean a non-member bank or trust ccwnany which maintains with
the Federal reserve bark c¢f the district in which it is located a balance
sufficient to ua}ify it under Section 13 of the Federal Reserve Act to send
cash items to the Federal reserve bank for murncses of exchsnge or ccllection
under Regulation J.

(c) CASH ITZS. The torm "cash items" is dzfined tc asan checks,
drafts, and other items which are collectible pursuvant tc the terms of Regula-
tion J.

\ - ™ - . R L . . - .
(d) COLLECTION ITHEIS., Tne term "ccllisction items" is dsfined to nean

maturing notes and bills which are collectible wursuant to the terms of Regu-
laticn K.

SECTION IIT. GENERAL REQUIREMENTS.

The TFederal Reserve Board, desiring to afford to the public and to'the
various banks of the country a dirsct, expeditious, and economical system for
the collection of maturing notes and oills, has arranzed to Le2ve all Tederal
reserve banks collect maturing nctes and bilis cn a uniforr basis and o the
terms and conditions hasreinafter prescribed.

SECTICN IV, ITEMS RECEIVED FOR COLLECTICN.

(a) Bach Federal reserve bank will receive from its member bvanxs and
from non-member cleariag banks in its district for collection maturing notes
and bills payable in the continental United States.

(b) Each Federal reserve bank will receive from cther Federal reserve
banks for collection maturing notes and bilis pavable within its own district.

(c) order to sliminate unnecessary delay and expense and further to
jncrease the efficiency of the collection service herein provided, each Fed-

eral reserve bauk will authorize 2ll member banlks and non-membver clearing
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banks in its district to scud .eturing aotcs and bills fer its accourt d;rect
to the Federal rescrve bank cf the district in which such items are payable;
and sach Federal rioscrve bank will receive from -cwber baoniks and non-murber
clearing banks in cther districts maturing notes and bills rtaysble Within-its
owa dietrict, for collecztion and credit to the account of the Federnl res:rve
tank of the district in wiich the sendin,; dank is loceted,
(d) Yo Feceral reserve benk shall roceive fer collection any check

or bank draft drawn on or payable by & ncn-member bank whizh cannot be ccl—;
lected at par iz funds acceptable to the Federal reserve banlk of the district
in wkich such non-member. hank is located, or an& item payable outsidc of t'we

continental Tnited States.

SECTICH V. TZRY¥S OF COLLECTIOK.

The Federal Resorve Board hereby authorizes the Federal reserve
banks tc handle such maturing notes and bills subject to the following
terms and conditions; ard each member bank znd non-member clearing bank
which sends maturing notes and bills to any Fedcral reserve bank for
collection shall by such action be deemed: {a) %c have agreed to all the
terms and cénditions of this regulation; (b) to have warranted to the Fed-
eral reserve banks that it has authority to empower the Federal roserve
banks to handle such items in the manner hereinafter provided; (c) to have
agreed to indemnify any Federal reserve bark for any locss resulting from the
failure of sﬁch sending bank to have such.uuiority; and (d) to have guar-
anteed all prior endorserznts on such items whether or not a specific guar-

anty is incorporated in the endorsement of the serding bank.
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1. .Fe&eral reserve hanks will aci ouly as the collecting agents of the
sending banks and wilil e responsidble only for due iiligence and caré‘in for-
yayding'ér prasenting such iters sad for its guaranty »f »rior =2ndorseuenis.

2+ TFederal reserve banks may vreseni or forward such items dirsct tc
the banks on waica taey are drewa, at which they sre payable, or through
which they are collectible, for payment in cash, baak iraft, or solvent

credits; or present them direct to the werson, firm or cormoration on which

Ll

they are drawn, for payment in cash or chack; c¢r, if the item is no%t payable
in & city-in waich tanere is z FTedoral roserve bank nr 2 Eraxch of a Pederal
reserve bank,'then they may, in their discretion, forward them to ancther
agent with the same authority that they have tc present or forward them for
payment.

3. Items payable ir another district will be forwarded for collec-
tion to the Federal reserve bank of such district or to a branch of such
Federal reserve bank; except that items with a definite éaturity, payauvle
in another district, wmay be forwarded direct to the place of pajymcnt in such
6ther district when it is necessary to dc sc in order to reach the place of
payrent by meturity, and sight or demand drafts with documents attached, psy-
able in another district, may be forwarded direct to the place of payment
when the collecting Federal rescrve bank is spocificnlly requestad to do so.
A1l such items will be hnondled on ﬁhe terms and conditions hereia vrescrived.

4, Excent as horein provided, Federal reserve hanks shall be held
liable caly when they have received actuil payrent in cash or in ths final

proceeds of any bank draft or checik received iz remittance.

SECTION VI, CEEDIT FOR PRCCEEDS.

i No Tederal reserve bank shall credit thz raserve account of aay
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zerber beak or the account of any non-uemder cloering vrax 2 wy other Fed-
eral reserve Yanit with th2 omowat of aar mrturiar astz cr bill ~wtil »ayment
ia actually aad firally collected funds has “Seon received by th: collecting

FTedersl rescrve banl,

SECTICY VII, CHARGES FOR COVLICTION.

(2) CEARGEZS BY FZDERAL RISEEVE 3BAFKS. ~ Yo. chacge sh:ll Le rale Sy any
Federal reserve bank for the service parforria By it ia tae ocliection of
raturing notes and Hills, orxecept thatb:

1. Ay charge rade M anotler collestisg agent shall %e
charged to the bank from whkich susa iteus wers recelved
or shall Ve deducted and crsdit givea ior the actnal nst

' proceedg; ,

2. .The actual expease o1 registratior, iasurance, or traasdor-
tetion of maiuring nctes and bills forwarded tc otler
points for zoilecticn nay be charg:d to the dbazk from
which such isers were recsived or mey be daducted and
creait given for the acturl net procesds;

3. All tclograph and telenionc charges in eoancction with the
colloction of maturing notes and bills awy de churied to
ths baulr from whieh cuel: iteme wore recsived; and

4., A sarvice charge of fiftosn certs ror itew on all maturing
notes ~nd bilie returncd urpaid #nd unprotested sarll be
caneged to tho Sank from whiel: such iksms Fere receiv:d
for collection. Tals charge shall znct bo radd on itsue

thet ore nrotozted.
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(o) CHARGES BY COLLECTING AGENTS. Azy rember ba.k or aon-rerber
tark selected by a Federal réscrve bank as an agert to collect matufiag
notes and Hills roceived under tiae teriis of ﬁhis regulation, may make a
'}eésonable charge for its service in handling such maturing notss and bills;
except that no such charge shall be made for handling ckecks nnd bank drafts.v'

SECTION VIII. OTHFR PULES AND REGULATIONS.

Al Feleral reserve tanks shall alsc promulgate rules anl regula-
tions identical ia terms, not inconsistent with the provisions of the law
or of this regulation, governing ths details of the collectiown 6f maturing
notes aad bills by such Federal reserve banks . Such rules and regula-
tions shall be binding upon any merber or noa-member clearing bank which
sends raturing notes and bills to its Federal resérve bank or any other

Federal reserve bank for account of its Federal rescrve bank.

!
1
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EXCERPT FROM MEMORANDWM FROM
COUNSEL OF FEDERAL RESERVE BOARD

Avgust 3, 1927.

REGULATION D.

Section II(d) - Definition of Savings Accounts.

I resvectfully recommend that this section be restored to the
form in which it anveared in the Regulations of 1924,

My reasons for this recommendation may be summarized briefly
as follows:

(1) The suggzested changes are not necessary, since a strict
enforcement of the old regulation would enable the Board to check,'if
not end altogether, the existing tcrndeoncy to evade the reserve reguire-
ments through the device of classifying as "savings accounts" deposits
which are subject to check or for any other reason are not bona fide
savings deposits.

(2) By ruling on each question as it arises, the Board can
build up gradually a series of administrative rulings which would ac-
complish the purpose of the proposed changes without the shock to the
member banks which might result from drastic changes in, the regulations
without previous notice to the member banks and an opportunity to be

heard.
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(3) Such a method of correcting the existing abuses
would give the Board the advantage of such further information on
thig general subject as might be obtained as a result of the study
being made by the Federal reserve banks, the Federal Reserve Agents
and the Fédcral Advisory Council pursuent to the Board's circular
letter ofijune o4, 1927 (x-Le8s).

l(h) Such a gradual =nd orderly method of borrecting the
existing abuses would bc obviously fair =nd less likely to prejudice
the Board's case‘in the courts, if the Board's rulings should be
tested th.o.re.

(5) In any test suit which might arise out of a specific
ruling in an individual case the complainent would naturally be a
bank which was attempting to evade the requircments of the law and
this &duld give the Board a distinct tacticel advantage.:

(6)‘ The existing definition of "savings accounts" has been
in force for over twelve years and would stand a much better. chance
of being upﬁcld by the courts than a new definition recently adopted.
An‘interprctation of the law by an administrative officer or.body of
the Government -hich has long been in force and has been generally
Aaccepted by the public will be upheld by the courts unless it is

clearly erroneous.
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(7) The enforcement of a regulation or ruling classifying
as Qemand deposits the so-called "special savings accounts' prevalent
in California would so. seriously affect the earnings of several of
the larger California banizs that it would be only fair to notify them
and give them an opportunity to be heard before adopting such a regu-
lation or ruling.

(8) Moreover, suck banks would be almost certain to test
the legality of such a ruling or regulation in the courts; and it is
exceedingly imvortant for the Board to be in the best poésiblevtécti—
cal vosition vhen it undertakes to enforce such a regulation or ruling.

The proposed substitute definition of "savings accounts"
p}epared at the direction of the Board and transmitted to the Féderél
reserve banks in the Board's letter of June 21, 1927, cbntemplated
such drastic change and is of such doubtful legality that it is
strongly objected to bty mést of the Federal reserve banks. Upon
further reflection and study, I am of the opinion that the proposed
restrictions on the character of the depositors and~the size of the
deposits would é&ceed the Board's lawful powers and could not be sus-
tained in the courts.

Section II(e) - Definition of Time Certificates of Deposits.

I resnectfully recommend that this section be restored to
the form in which it appeared in the Regulations of 192L,

The reasons for E?is recommendation are the same as those given
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for the recommsendation re¢garding the definiti.n 7 "savianzs accounts".

Section III(a)- Paragtaph Regarding Trust Fuads.

In order to malte the language of this section conform more nearly
to that of other portions of the regulatiosn, I respeétfully recommend that
the word "carry" ve chanced to "maintain" and that the word "carried" be

\

changed to "maintained".

Section IV-Penalties for Deficiencics in Reserves,

I respectfully recommnend that this scction be changed to read as
follows:

"SECTION IV. PENALTIES FOR DEFICIEVCIES IN RESERVES

"Inasmuch as it is essential that the law with respect to the
maintenance by member banks of the required minimum reserve balances
be strictly complied with, the Federzl Reserve Board, under authority
vested in it by Section 19 of the Federal Reserve Act, hereby pre-
scrives the following rules governing penalties for deficiencies in
reserves. '

"(a) Banks in cities viore Federal reserve banks or
branches thoreof are located.

"1, Def{biencies in reserve balancos of member banks in
cities where Tedefal rescrve banks or branches thercof are located
will be computed on the basis of average dnily net deposit balances
covering semi-weckly periods. Such computaticns shall be made as
at the closc of business on desys %o be fixcd by the Federal reserve
bauks with the approval of the Federal Reserve Board.

"2. Penalties for such deficiencies will be assessed
montaly on the basis of average daily deficiencies during each of
the seri-weekly poriods cnding in the preceding calendar month.

"3. Such penalties shall be assessed at a basic rate of
2 per cent per aanum apove the Federal reserve bank discount rate
on rinety day conuercial paper in effect on the first day of the
calendar month in which the deficieacies occurred. "

"4, Then a memoer tank in a city where a Federal reserve
bank or branch thoresf is located has an average deficiency in re-
serves for twelve consccutive semi-weekly periods, there shall be
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assessed, in addition to the penalty =2t the basic rate, a progressive
pesalty on semi-woellly deficisncies occurring thereafter, until such
member bank has maintnined the required average rcserve for eight
consecutive semi-wceitly periods. Such prosressive penralty shall be

at the rate of 1 per cent per znnum for the first calendar month in
which same is effective,and shall increase at the rate of 1 per cent
per annum for each consecutive calendar nonth thereafter in which the
bank!s reserve deficiencies are subject to the progressive penalty;
provided that the tmxirun pnnalty charged shall not exceed 10 per cent
per annun,

"(b) Buanks in reserve cities wherc tnere are no Federal
reserve vanks or branches.

"l. Deficieancies in reserve balances of member banks ia reserve
cities where there arc no Federal reserve banks. or branches thercof
will be corputed on thce basis of average daily net deposit talances
covering weekly periods. Such computaVLOhs snall be made as at the
close of business on days to be fixed by tho Federal reserve banis
with thc approval of the Federal Reserve Roard.

"2, Peralties for such deficizncies will be asseased montaly
on the basis of average daily deficiencies during each of the veelly
periods ending in the preceding calendar month.

"3. Such penalties shall be assessed at a basic rate of 2 per
cent per annum sbove the Federal reserve bank discount rate ox ninety
dey cormmercizl paper, in effect on the first day of the calendar
month in which the deficiencics occurred. :

"4, When & member tank in a reserve city where there is no

Federal reserve bank or branch thereof has an average deficiency in
rescrves for six congecatlwﬂ weekly periods, there shall be assessed,
in addition to the pgnalty at the basic rate, a progressive penalty
on weekly deficiencies occurring thereafter, until such member bank
has maintained the reguired average reserve for four consecutive
weckly pericds. Such progressive penalty shall be at the rate of

1 per cent per au: sum for the first calendar month in which same is
effective, and shall incresse at the rate of 1 per cent per annum
for each consecutive calcndar month thercafter in which the bank's
rescrve deficiencies are subject to the progressive penalty; provided
hat the maximum penalty charged shall rot exceed 10 per cent per
annum.

"(c) All other member banks.

"1, Deficiencies in reserve bdalances of other member banks
will be computed ou the tasis of average daily net deposit balances
covering semi-monthly periods. Such cozputations shall be made as
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at th2 close of business on days to de fixed by the Federal re-
serve banks with the approval >f the Federal Reserve Board.

"2.. Penalties for such deficiencies will be assessed moath-
ly on the basis of average daily deficicncices during each of the
semi-monthly periods ending in the preceding calendar month.

"3. Such penalties shall be assessed at a basic rate of 2
per cent per annum above the Federal reserve bank discount rate on
ninety day commercial paper, in effect on the first day of the
calendar month in which the deficiencies occurred..

4., When a member btank of this class has an average de-
ficiency in reserve for three consccutive semi-monthly periods,
there shall be assessed, in addition to the penalty at the basic
rate, a progrcossive penalty on semi-monthly reserve deficiencies
occurring thereafter, until such member bank has maintained the re-

. quired average reserve for two consecutive semi-monthly periods.
Such progressive penalty shall be at the rate of 1 per cent per annum
for the first calendar month in which same is effective and shall
increase at the rate of 1 per cent per annum for each consecutive
calendar month thereafter in which the bank's reserve deficiencies
are subject to the progressive penalty; provided that the maximum
penalty charged shall not exceed 10 per cent per annum..

"(d) TWaiver of Penalty.

"The Federal Reserve Board reserves the right to waive the pro-
gressive penalty herein prescrited in any specific case when in its
discretion it considers it advisable to do so, upon the recommendation
of the Federal reserve bank of the district in which the particular
member tank affected is located.,

"(e) Continyed Deficiencies.

"Thenever any mer>er bank is subject to the maximum penalty
of 10 per cent, tho Federal Reserve Agent shall promptly report the
fact to the Federal Reserve Board with a recormendation as to whether
or not the Board should: ‘

1. In the case of a National bank, direct the Corptroller of
the Currency to bring suit to forfeit the charter of such National
bank pursuant to Section 2 of the Federal Reserve Act; or

"2, In the case of a State member bank,. institute proceedings-
to require such bank to surrender its stock in the Federal reserve
bank and to forfeit all rights and privileges of memrbership pursuant
to Section 9 of the Federal Reserve Act; or

"3, In either case, take such other action as the Federal
Reserve Agent may recormmend or the Federal Reserve Board may consider
advisable.
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I recommend this, because it is substantially tne drart agreed upon
informally at a conference following the meeting of the Open Market Committee
on July 27th, at which five members ¢f the Fe&e:al Reserve Board and repre-
séntatives of some seven or eight Federal reserve barks were present, and be-
cause 1t is believed to be a compromise which will correct the abuses which -
the Board has in mind and at the same time meet with the least opnosition on
the part of the Federal reserve banks and the member banks,

On this subject, the varying opinions and shadés of opinion are
almost as numerous as the Federal reserve banks. Some favor the provisions
contained in the tentative draft of the regulétions with varying modifications;
some favor the alternétive draft‘enclosed in the Board's letter of June 21lst,
with varying modifications; and some favor a draft along the general lines of
that quoted above. No two agree on all details.

If I may be permitted to record my $wn personal views, I will say
that I prefer the draft containea in the tentative draft of the regulations
submitted with my memorandum of June 16, 1927; because I believe it is entirely
workable and is most ﬁearly in accordance with the intent of the law,

In view of the broad power and discretion vested in the Board in
the matter of prescribing regulations and penalties regarding deficiencies in
reserves, however, I am of the opinion that it is entirely within the Board's
lawful power to adopt any one of the threc alternative drafts of this section
now before the Boafd or to leave this section of the regulations in the form
contained in the editiﬁn of 1924. The question involved is really a question

of policy, and the ultimate responsibility rests with the Federal Reserve Dard.
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1, Smead has suggsested the inscertion of the following new sub-
scction imaediately after subsection (d) of the above draft of Section IV:

"(e) Notice to Directors of Bcnks Subject to Progressive
Penalty.

"As soon as any bank has bteen continuously deficient in
its reserves for a sufficient length of time to subject it to the
progressive penalty, the Federal Reserve Agent shall address a
letter to each director of such bank calling attent ion to the
situation and advising him of the requirements of the law aud of
this regulation regarding the maintenance of reserves and the
personal liability of the directors permitting violations of the
lawh,

I believe that tais provision not only vould accomplish much in the
matter of corrccting continuous deficiencies in reserves, but also would be
uelpful in preventing the insolvency of banks by giving the directors timely
notice of the development of bad situations. I did not incorporate it in the
above draft of Section IV, tecause it is an entirely new suggestion and had
not been submitted to the Federal reserve baiks. Governor Crissinger, however,
has telegraphed all Federal Reserve Agents for their views on this suggestion;
and I recommend that it be inserted in the Regulation, unless the Federal
Reserve Agents raise valid objections to it.

If the above quoted sub-section is inserted in Section IV, sub-

section (e) of the above draft should be redesignated as sub-section (f).

Section V-Icans and Dividends While Reserves are Teficient.

I respectfully recommend that the last sentence of this séction as
contained in the Regulations of 1924 be restored, with appropriate changes in
pnraseolozgy, unless the draft of Section IV contained in the tentative draft
of the regulations submitted with my memorandum of June 16th ig adopted.

The elimination of this sentence was originally suggested in order

to harmonize this section with the proposal to assess penalties for deficiencies
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in reserves of all member banks on an actual daily basis instead of an

average weekly or semi-monthly basis; and it should be restored unless that

proposal is adopted.
I also recommend that the new language proposed to be added at the

end of this section be retained.
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EXCERPT FROM MEMORANDUM FROM
COUNSEL OF FEDERAL RESERVE BOARD
Aogust 3, 1927.

REGULATION H.

Section 1 - Banks Eligible for Membership.

In order to avoid confusion, I respectfully recommend that the
numbering of the first two paragraphs of this section be restored to the form

existing in the 1924 Regulations.

Section IV - Conditions ¢f lembership.

I respectfully recommend that this section be changed to read as

follows:

"SECTION IV. COKDITIONS OF MEMBERSHIP

YPursuant to the authority contained in the first para-
graph of Section 9 of the Federal Reserve Act, which provides that
the Federal Reserve Eoard may permit applying banks t0 become members
of the Federal Reserve System 'subject to the provisions of this Act
and to such conditions of membership as it may prescribe pursuant
thereto'!, the Federal Reserve Board will prescribe for each bank or
trust company hereafter applying for admission to the Federal Re-
serve System such conditions of membership pursuant to the provisions
of the Federal Reserve Act as the Board may consider necessary or
advisable in the particular case, and such bank or trust company
will be required to agree to such conditions of membership prior to
its admission to the Federal Reserve System."

This follows substantially the form of the corresponding paragraph
of every edition of the Board's regulations on this subject prior to the edition
of 1924 and gives the Board exactly the samc power with respect to prescribing
conditions of membership as it has under the correswonding provision of the
Regulations of 1924, except to the extent that such power has been restricted
by the amendments contained in the lcFadden Act.

The incorporation in the Regulations of 1924 of the text of the con-
ditions of membership most usually prescribed was greatly misunderstood and re-

sulted in rmuch criticism on.the part of the National Association of Supervisors
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of State Banks, which criticism in turn lead to the restriction of the Board's
power by the amendments contained in the KcFadden Act. The continued ap-
pearance of these conditions of membership in the Board's regulations was
again the subject of criticism during the meeting of the National Association
of Supervisors of State Barks recently held in Richmond; and I am convinced
that it would be highly desirable for the Board to eliminate from the regula-
tions the text of these conditions of membership. Such conditions of member-
ship could be set out in circular letters addressed to the Federal reserve
banks and in this way made available to any banks contemplating applying for
admission to the Federal Reserve System.

Section ¥ - Permission necessary prior to make changes in assets or scope of
functions.

I respectfully recommend that this section be entirely eliminated
from the regulation and that the fbllowing sections be renumbered accordingly.

The elimination of this section would not deprive the Board of any
power which it now has under the so-called general condition of membership,
and would materially reduce the misunderstanding and criticism of the Board's
practice in prescribing conditions of membership.

I believe the theory of this section to be sound; but, in view of
the Board's experience in attempting to enforce it since 1924, I am convinced
that it is impracticable and cannot be enforced. In my opinion, therefore,
there is everything to be gained and nothing to be lost by eliminating this

section from the regulation.

Section VIII - Examinations and Reports.

I respectfully recommend that the second paragraph of this section
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be restored in the form in which it appeared in the Regulations of 1924, unless
the Board intends to require regular examinations of all State member banks
at some time in the near future.

Heretofore I have suggested the elimination of this paragraph
from the regulation; ‘because I understood that the Féderal Reserve Board
was contemplating a drastic change in the manner of examining State member
banks. TNWo such change has been made, howevef, and, in view of fhe fact . that
several of the Federal reserve banks continued to object seriously to the
eliﬁination of this paragraph, I think it should be retained, unless the
Board intends to make an early change in the matter of examining State member

banks. -
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FEDERLL RESERVE ICARD
STATELENT FOR THE PRESS.
For immediate release. August 3, 1927.

3:00 o'clock p.m.

"The Federal Reserve Board announces that it has approved
an application of the Federal Reserve Bank of St. Louis for
permission to establish a rediscount rate of 3 1/2 per cent
on all classes of paper of all maturities, effective August

4, 1927.
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October 5, 1926.

TEE MERITS OF PAR CLEARANCE.

The par clearance of checks by Federal reserve banks is conducted
pursuant to the express provisions of the Federal Reserve Act, which have
been construed by the Supreme Court of the United States to mean that -

(1) Federal reserve banks are required by law to receive

and collect at par all checks drawn upon member banks
of the Federal Reserve System;

(2) Federal reserve banks are authorized to receive and

collect checks drawn upon nonmember banks, if such
checks can be collected at par;

(3) Member banks are required by law to remit at par for

checks drawn upon themselves and presented to them

for payment by Federal reserve banks;

' (4) If nonmember banks remit at 211 for checks forwarded
to tHem by Federal reserve banks they must remit at
par; and

(5) Federal reserve banks are prohibited by law from paying
exchange.

The above principles are definitely established by the decisioms
in the cases of American Bank & Trust Co. v. Federal Reserve Bank of Atlanta,
262 U, S. 6U43; Farmers & Merchants Bank v. Federal Reserve Bank of Richmond,
262 U. S. 649, and Pascagoula National Bank v, Federal Reserve Bank of At-
lenta, 3 Fed. (2nd) 465, 11 Fed. (2nd) 866, 46 Sup. Ct. 637. Neither the
Federal Reserve Yoard nor the Federal reservq banks, therefore, have any
option in the matter and cannot permit banks to deduct exchange when remit-
ting for checks presented by Federal !esefve banks.

TRADITIONAL POLICY OF THE UNITED STATTS.

When Congress passed the Federal Reserve Act and amendments
thereto authorizing Federal reserve banks to collect checks at par, its
action was based upon a policy of the United States govermment which had
been thoroughly tested by experience and had been found to be sound, namely,
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the policy of the Government to secure at all times acceptability at par
for zll forms of money or recognized substitutes therefor.

This policy had its inception at the time of the Tormation of the
United States and has been adhered to since that time. Owing.to the confusion
arising from the various kxinds of currency in use and the varying discount
at which many of them circulated at the time the Union was formed by the
several States, the States surrendered to the United States under the Con-
stitution the sole right to coin money =nd to provide a uniform standard
of value. By eoppropriate legislation United States coinage was crerted =nd
immediately became everywhere acceptable at face value.

Again, in 1853 the confusion that had long prevailed in our bank
note currency, then an importont medium of exchange, caused Congress to leg-
islate on the subject. One of the difficulties with this currency was that
most notes issued by country banks did not circulate at var because the issu-
ing banks deducted exchange in vayirg them when sent for redemption by city
banks. The National Bank Acts of 1863-65 cured this difficulty by taxing
out of existence notes of the State banks and by creating national bank
notes which every national bsnk was required to rcceive at ﬁar znd which
were, tﬁerefore, everywihere accepted at face value.

Fifty years later, in 1913, when the Federal Ressrve Act was under
consideration, the use of checks as o medium of éxchange had increased
enormously. Indeed, the ease and economy with which funds can be transferred
and debts settled by checks has been a large factor in the rapid growth of
American business and banking. Congress, therefore, in establishing a new
and country-wide banking organization followed the traditional policy of
the United States and made provisions whereby checks might be paid at par,

thereby insuring a wider acceptability for such checks.
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Ninety-seven pcr cent of all payments in this country are now made
with checks and thc demands of 2 small number of banks in the smaller cities
and towns that they be permitted to maintain their "t011 gates on the highways
of commerce".through thie charging of exchange on checks sent them for col-
lection by Federal reserve banks, is diametricnlly opposed to the national
volicy of securing the free circulation =t par of 211 forms of money or
recognized substitutes therefor. If heeded, it would greatly discourage

the maintenance of deposits in banks which persist in making such charges.

BENEFITS OF PAR CLEARANCE TO THE PUBLIC.

The benefits which accrue to business men and to the public general-
ly under the par clearance system as conducted by the Federal reserve banks
mey be summarized briefly as follows:

(1) It enables the business man to get 100 per cent payment
of his invoices in the most convenient and expeditious
manner, This means that when he receives a $100 check
for a $100 invoice he gets $100 for it, not less.

(2) It has made the check of the business man, be he mer-
chant, manufacturer, or farmer, a much more satisfact-
~ory and acceptable means of payment for all purchases,
even in distant cities. It has relieved him from having
to purchase drafts or carry bank balances at distant
places in order to make distant payments.

(3) It has reduced to a minimum the time required to collect
checks, thereby making the proceeds of a check available
to its owner much sooner than formeyly.

(4) It results in = much more expeditious handling of checks,
thus nroviding prompt advice and return of dishonored checks,
and minimizing the chance of loss through bank failures.

EVOLUTION OF THE USE OF CEECKS.

In the earlier and more primitive days, ccrmercial transactions
were conducted through barter or the exchange of one kind of goods for
another. When money came into use it was necessary for a purchaser of
goods to transport the money with which to settle his obligations
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to the place of payment or to have it transported b& the primitive methods
then available. Later, owing tosthe hazard and expense of the physical
shipment of money by an individual, banking institutions undertook, for
a consideration, to provide the purchaser of goods with a draft drawn upon
a banking institution in a financial center which would be acceptable to
the seller of the goods in lieu of cash. To compensate his bank or banker
for the expense and hazard of establishing a credit balance in New York or
some other financial center the purchaser paid a stipulated sum of money
for the draft in addition to its face value.
| At this stage of banking practice checks were practically worth-
less as media for settlement of obligations except within the community
where the drawee bank was located, because there was no satisfactory means
of collecting such checks. |

Banks and bankers made some profit from the sale of drafts to

be used in payment of debts; but they observed that, in order to avoid the

expense of purchasing exchange drafts, the public continued in a large

measure to pay its debts in cash, and that this practice caused large

amouynts of money to be hoarded and not deposited in banks. Banks and bankers

also observed that if the use of checks became general they could greatly

increase their own deposits and, through the use of checks drawﬁ on banks

in other places, could build up balances in guch piaces without the expense

of shipping currency. The banks, throughout the country, therefore, under-

took to encourage the public to deposit its money in banks and to use bank

checks in payment of debts. They taught the public that checks of individuals,
. firms, and corporations could be used as a means of discharging their ob-

ligations everywhere in a manner convenient to themselves and satisfactory

to their creditors. Bank checks, therefore, originated, as instruments
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designed for the benefit of banks; since their use cnabled banks to facilitate
their own operztions, to eséape the cost of currency transfers, and to obtain
vast amounts of deposits which had hitherto been hoarded.

Finally, under the encouragement of banks and bankers, the practice
developed of using checks upon the local bank in settlement of transactions
with non-residents. At first this practice was confined to settlements with
residents of nearby communities; but gradually the practice spread until
the check became the almost universal medium of settlement,; regardless of
the distance between the pdrties to the transactioh., At the present time,
in this country, 97% of all payments are rnde by means of bank checks.

CRIGIN OF "EXCHANGE CHARGES."

Up to the time when the usé of bahk drafts was in most instances
abandoned for thé use of checks, the cost of the draft was borne by the
purchaser of the draft and not by the person to whom it was sent. When
checks came into general use, banking institutions which had formerly secured
revenue from the sale of drafts to their customers, reversed the process
and deducted so-called "exchange charges" when remitting to out of town
banks for checks drawn on themselves. And they did this in spite of the
fact that they had the use of their depositor's money during the additional
time when his check was travelling to the payce in a distance place and
back to the drawee bank for paymént.

When a bank receives a general deposit from one of its customers
it receives a loan, either without interest or at a very low rate of interest;
and, if the purpose of the deposit is to create or maintain a‘checking account,
the bank, in return for the use of its customer's money, undertakes to honor

checks drawn against such deposit as and when presented. Under the common
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law itlis obligated to pay such checks in cash when presented at the bank,
but not to remit the proceeds to distant placds. Then checks were sent in
through the mails from distant places, therefore, the banks claimed that
in remitting the proceeas to such places they performed o service which
they were not obligated to perform and that they were entitled to compen-
sation therefor. It wés for this alleged service that they deducted the
go-called "exchange charge."

In the 0ld anld more prinitive days of banking there was some justi-
fication for this chorge, ecauss it was sometimes necessary for banks to
ship cash in payment of such checks; As the banking business developed,
however, this necessity was avoided through the maintenance of accounts in
corresponient banks against which drafts could be dravn in payment of
such checks. The banks, however, continued to irpose exchange charges,
atterpting to justify this practice on the theory that it was sfill necessary
for the paying bank to incur expense in shipping currency from its vaults
to maintain its balance with its correspondent banks. At one time this was
true, but o mecans was/?gigd to avoid this recessity. The rural banks adopted
the practice of establishing credit balances in recognized financial centers
by depositing drafts on other institutions in wﬁich they had credit balances
or by sending to the financial center thé checks which had come to them on
banks in the financial centers or nearby places. The banks in the financial
centers became in effect clearing houseg for the country banks, and
their transactions with the country banks were largely, if not wholly,

confined to paper items in lieu of currency,
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"EXCEANGE CHARGES" NO LONGER JUSTIFIED

At this stagq of the develo;ment, practically the only necessity
for shipment of currency was between banks in the financial centers, and
the cost of these shipments was not charged to the country banks as such,
but was absorbved as part of the operating expense. of the banking institutions
in the financial centers. As the practice existed even prior to the
passage of the Federal Heserve Act, therefore, the nécessity for a
country bank to make currency shipments had practically disappeared, and
if its operations resulted in its correspondents in financial centers
being required to make currency shipments, no part of the expense incurred

by such correspondents was charged as such tc the country bank.

After these improvements and economies were adopted it was
actually less expensive for a bank to remit by draft for checks Qrawn
on it than it was to pay such checks in cash over the counter. They
were required to maintain less idle cash on hand, and the writing and
mailing of remittance drafts involved :much legs actual labor than the
counting out and paying of cash over the counter, especially since a
number of checks could be remitted for with a single draft.

The exchange charge was, therefore, neo longer justified but

it still persisted as a sort of petty graft basad upon an obsolete practice.
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CHECK COLLECTIONS UNDER FEDERAL RESERVE SYSTEM.

Upon the establishment of, the Federal reserve banks, even the
necessity of currency shipments by the barks in financial centers at their
own expense was eliminated, for the reason that most of the banking institutions
locatel in the financial centers became nmembers of the Federal Reserve System
and were oentitled to make settlement through the ?ederal reserve bank in their
district with any banking institution in the ¥nited States wherever located
by means of what is known as the Gbld Settlement Pund. This fund was created
by having eﬁch Federal reserve bank deposit gold at the Treasury Department
irn Washington, receiving therefor a book credit to which is debited or
creditedtzz/closc of each day;s business, upor telegraphic advice from the
Federal reserve banks, the ne£ balances due to or from each other Federal
reserve bank., By this means the daily transactions between Federal reserve
banks, both on their own account and for the account of their member banks,
are settled by a mere book traonsfer of title to gold, without the physical
shiprent thereof.

It is not overstating the fact, therefore, to say that all expense
and hazaid formerly incurred by private banking institutions in remitting
to distant points for checks drawn on thgmselves have been virtually elimi-
nated., Even the expense of making remittances to the Federal reserve bank
is largely, if not whoily, absorbed by the Federal reserve bank, which
furnishes drawee banks with stemped, seif-addressed envelopes in which
to remit exchange drafts., Where drdwee banks elect to remit in cash,
rather than by exchange draft, the Federal reserve banks assure all risk

and pay all expenses of suck shijprents.
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LESS EXPENSIVE TO REIIT FOR QUT OF TOWN CHECKS THAN
TO PAY CHECKS ACROSS COUNTER.

Not only has the expense of making remittances been eliminated,
but, through the centralization of the collecting functions in the Federal
reserve banks, certain further economies have been effected. Under the
0ld system each bank received every day numerous cash letters from other
banks containing checks on it sent for payment. For each cash letter
the drawec bank had to write a separate remittance draft and mail same
to the sending bank. Since the establishment of the Federal Reserve Col-
lection System practically all of the checks coming to a bank which remits
at par come through the Federal reserve bank in a single cash letter and
can be paid with a single remittance draft drawvn either against funds
which the bank is required by law to maintain on deposit with the Fed-
eral reserve bank as reserves or against funds which it maintains with
other banks for other purposes. In this way the actual labor of pay-
ing checks received through the mails has been reduced to an absolute
minimum and is much less than the labor and expense of paying them in
cash across the counter, as the bank contracts to do when it opens a
checking account for one of its customers.

It is perfectly obvious, therefore, that banks no longer
incur expenses or perform valuable services when they remit for checks
sent to them through the mails, butticy actually discharge their ob-
ligations to their customers with less labor and less expense to them-

selves than when they pay such checks across the counter.
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BETTER TO REMIT THROUGH FEDERAL RESERVE SYSTEM THAN THROUGH
OTHER CHANNELS. ,

That it is better from the bank's own standpoint to remit at par
through the Federal Reserve System than to r-mit through other channels
has becen rccognized and frankly admitted by some nonmember country banks
which have tried both systcms; as appears from letters received by Fed-
eral reserve banks.

One such country bank, having = capital of $30,000 and a surplus
of $20,000 and located in a town with a population of 1075 people, wrote
to its Federal reserve bank requesting that its name be restored to the
par list, saying:

"Beginning this date, we will par all items on our bank
and will ask you to place us on the par list again,

as we find the extra trouble we have is worth more
than the exchange we have been getting."

Another small bark with a capitsd of $25,000 and a surplus of
$33,720, and located in a town with a population of 516 people, wrote as
follows, to its Federal reserve bank requesting that it again be placed on
the par list:

"We are again taoking up the mattep with you in reference
to handling at par items received by you drawn on this
bank, and in that connection we find that the change we
mode has created guite an 2dditional amount of. work on
tHe employees of our banlk, and in view of the foct that
our business is rapidly incressing we have decided to
par all items sent us by you dArawn on this bank, and
until further notified by us we will remit at par to
you for 2ll items sent us from the Federzl Reserve Bank."

Still another small bank with a capital of $25,000 and a surplus
of $14,000 and located in = town with a population of 500 in requesting

that it again be placed on the par list says:
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"Please place us back on the par list. After trying out
the par proposition and r-ceiving so many cash letters
from all over the country, I think the par system much
better."

These letters were unsolicited and were taken from the routinc cor-
respondence of Federal rescrve banks. Further illustrations could be
produced in great numbers; but the above are sufficient to indicate the

trend of enlightened banking thought.

NO NET PROFIT IN EXCHANGE CHARGES.

In order that a profit might be made out of exchange charges under
the o0ld system of collecting checks it was necessary for country banks
to avoid tHe payuent of exchange on checks deposited with them for ¢ollec-
tion by their cdustomers, for if the country bank had to pay exchange on
these items the amount they would have to pay would offset the amount they
would collect. ' Country banks could not ordinarily charge back to a
customer exchange charges which they had to pay, because when they en-
deavored to gain his account they assured him that he could deposit his
checks for collection and that the bank would replace them to his credit
without any charge for making the collection.

.In order, therefore, to effect a system whereby they could charge
exchange but would be relieved from paying exchange, cquntry banks entered
into agreements with banks located in the financial centers under which
the country banks were permitted to charge exchange on 2ll checks drawn
on then and the banks in the financial center agreed to collect all
checks sent to them by the country banks without charging the country banks

exchange. The country banks were able to effect such an arrangement with
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banks in financial centers only by agreeing to maintain with their city
correspondent balances sufficiently large to compensate the city banks
for the following items:

1. Interest allowed to the country banks on the account.
2. Exchange paid on the checks collected by the city banks.

3. The actual expense of handling the account and collect-
ing the checks.

4. A profit sufficient to make the business worth while to
the city correspondent.

It is very doubtful, therefore, whether the country banks ever

derived a nct profit from such an arrnngceacnt. The exchange charges appeared

a8 a profit on their books; but this was offset by the loss of the use of
the funds maintained on deposit with the city correspondent. True, the
city correspondent paid.interest on this deposit at a low rate - say 2% -
but by investing or lending this money themselves the country banks could
have earhed much more than the exchange charges plus the interest paid
by the city correspondent. Otherwise there would have bcen no profit in

the transaction for the city correspondents

CIRCUITOUS ROUTING AND DELAY IN
MAKING COLLECTIONS.

In order to collect checks which country baﬁks sént them the
city banks had to pay exchange charges in some instances; but they en-
deavored by every possible means to avoid the poyment of such charges.

In endeavoring to avoid the payment of exchange charges the
city banks entered into recivrocal relations with other banks whereby
they remitted to each other at par without charging exchange; but such re-

lations were not universal and banks were constantly getting checks on
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other banks with which they had no such relations. When they rcceived such
checks they did not send them direct to the drawee banks but sent them to
other banks with which they had reciprocsl relations, hoping that suqh other
banks would be able to find a means whereby the checks could be collected
without the payment of exchange charged. This led to the circuitous routing
of checks with all of its attendant evils, including the risk and delay re-
sulting from the fact that such checks often would float about the country
for weeks before they were finally presented for payment. It was partly to
eliminate these evils that Congress authorized Pederal reserve banks to
institute the Federal reserve check collection system, the benefits of
which have been recognized by the overwhelming majority of banks,

It is not probable that there is any country bank which de-
sires to return to the 0ld circuitous routing of checks, to the resulting
delay in the collection of checks, and to the necessity of maintaining large
balances with city correspondents in order that it may not have to pay ex-
change. It is now universally recogaized by informed country bankers that
these old methods and devices of avoiding the payment of ecxchange are more
costly to the country bank than the loss of the amount which it derives from
charging exchange.

If, on the other hand, exchange charggs were pernitted and
checks continued to be collected through the Federal rescrve bénks, all
banks would charge exchange on checks dravn uppn themselves and would be
forced to pay exchange on checks which they receive for coliection. e
result in general would be that no bank would make any pr&fit out of
exchange charges, since the amount a bank would have to pay in exchange
charges would approximately balance the amount which it received from such
charges. The banks might attempt to pass the exchange charges back to
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their depositors; but if they did they would s>on hear from their de-
positors, who hnave greatly benefited by the par collection of checks
and have strongly resisted every attempt to zo back to the old practice.

CONCLUSTION.

There are in omeration in this country at the present
time 27,485 banks exclusive of mutual savings bank. Out of this number
23,584 remit at par and without the deduction of an exc¢hange charge for
checks drawn upon themselves. Of the 23,584 banks which now remit at par,
14,207 are not members of the Fedefal Resérve System dnd they remit at par
voluntarily and not under compulsion of law, fThis is ampie evidence of the
extent to which enlightened bankers have recognized the advantages of the
Federal Reserve Par Collection System,

The practical question whether nonmember country banks
should charge exchange on checks really comes to this: Do the country
banks prefer to cling to »n antiquated banking practice which seems to pro-
duce a small revenue, but actually results in a net operating loss, or are
they among the forward-locking bankers of the country who recognize that
the par clearance system is efficient, economical and profitable, and for
the best interests of the country as a whole? One path leads backward to
the 0ld conditions of chaos, delay =nd expense in check clearances, The
other steps =long with progress and modern banking conditions and provides
a means whereby checks, which play such a2 predominapt part in paying the
accounts and adjusting the balances of the whole country, may be collected
quickly, safely =»nd economically, with a resultant benpefit to every user

of checks of incalculable value and a corresponding benefit to banks.
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FEDERAL RESERVE BOARD
STATEMENT FOR THE PRESS.
For irmediate release. August U4, 1927.

2:30 o'clock p.r.

The Federal Reserve Board announces that it has
approved applications of the Federal Reserve Banks of Boston
and New York for permission to establish s rediscount rate at
each of the barks named of % 1/2 per cent on all classes of

paper of 211 maturities, effective August 5, 1927.
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X-4921
FEDERAL “RESERVE BOARD
STATEMENT FOR THE PRESS
For immediate release. August 5, 1927.

3:00 o'clock pim,

The Federal Reserve Board announces tinat it has approved
an application of the Federsl Reserve Ban: of Cleveland for
permission to establish a rediscount rate of 3 1/2 per cent on

all classes of paper of all maturities, effective August 6, 1927.
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The Governor,

Federal Reserve Board.

Sir:

X-4922

TREASURY DEPARTMENT
Office of the Secretary
WASHINGTON

August 5, 1SR7.

You are herepy advised that the Dcpartment has referred to the Disbursing

Clerk, Treasury Department, for payment, the account of the Bureau of Engraving
and Printing for preparing Federal reserve notes during the period July 1, 1927,
to July 31, 1927, amounting to $119,280.00, as follows:

Boston

New York
Philadelphia
Cleveland
Chicago

St. Louis
Minneapolis
Konsas City
San Frencisco

Federal Reserve Notes, Series 1914

$5 10 $20 $50 $200 Total -
100,000 | 100,000
600,000 350,000 150,000 25,000 5,000 1,130,000
300,000 100,000 50,000 25,000 _ 475,000
100,000 300,000 150,000 5,000 555,000
250,000 100,000 75,000 425,000
100,000 100,000
100,000 100,000
100,000 50,000 25,000 175,000
150,000 150,000 . ,‘ 300,000
1,800,000 1,050,000 450,000 50,000 10,000 3,360,000

3,360,000

sheets @ $35.50 per M « o o « « » « . . $119,280.00

The charges against the several Feder«l Reserve B:nks are as follows:

Boston
New York

Philadelphia

Cleveland
Chicago

St. Louis
Minneapol

is

Kansas City

San Franc

isco

$ 3,550,00
40,115.00
16,862.50
19, 702.50
15,087.50

3,550.00
3,550.00
6,212.50
10, 650.00

$119,280.00

The Bureau appropriations will be reimbursed in the above cmount from the
indefinite appropriation "Preparation and Issue of Federal Reserve Notes, Re-
imbursable", and it is requested that your board couse such indefinite appro-
priation to be reimbursed in like amount.
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Respectfully,

(signed) S. R. Jacobs
Deputy Commissioner.



X-4924,
FEDERAL RBSERVE ZIECARD
STATEMENT FOR THE PRESS
For immediate release. August 11, 1927,

4:00 o'clock p. m.

The PFederal Reserve Board announces that it has
approvéd an application of the Federal Reserve Bank of Dallas
for permission to establish a rediscount rate of 3 1/2 per cent

on all classes of paper of all maturities, effective August 12,
1927.
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X-4925
FEDERAL RESERVE BOARD
STATELENT FOR THE PFESS
For immediate release. August 12, 1927.

5:00 o'clock p.m.

The Federal Reserve Board announces that it has
approved an application of the Federal Reserve Bank of Atlanta
for permission to establish a rediscount rate of 3 1/2 per cent
on all classes of paper of all maturities, effective August 13,

1927.

Digitized for FRASER
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X-L926

FEDERAL RESWRVE BOARD

STATEMENT FOR THT PRESS

For immediate release. Auguét 15, 1927.
2:00 o'clock p.m,

The Federal Reserve Board announces that it has apnroved
an application of the Federal Reserve Bank of Richmond for per-
mission to establish a rediscount rate of 3 1/2 per cent on all

classes of paper of sll maturities, effective August 16, 1927.

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



FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

X-4927

Aug. 16, 1927.

SUBJECT: Expense, Main Line, Leased Wire System,
July, 1927.

Dear Sir:

BEnclosed herewith you will find two mimeo-
graph statements, X-4927-a and X-4927-b, covering in
detail operations of the main line, Leased Wire Sys-—
tem, during the month of July, 1927.

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 Re-
serve Board, Special Fund", Leased Wire System, send-
ing duplicate C/D to the Federal Reserve Board.

Yours very truly,

Biscal Agent.

Enclosures.

TO GOVERNORS OF ALL F. R, BANKS EXCEPT CHICAGO.

Digitized for FRASER
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Federal Reserve Bank of St. Louis
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X-4927-a

-REPORT SHOWING CLASSIFICATION AND NUMBER OF WORDS TRANSMITTED OVER MAIN LINE
OF THE FEDERAL RESERVE LEASED WIRE SYSTEM FOR THE MONTH OF JULY, 1927.

Words sent

by New York
Business chargeable Treasury War Finance Net Federal Per cent of
reported to other Department Corporation Reserve Bank total bank
Trom by banks F. R. Banks(1l) Total Business Business Business Business ( *)

Boston 34,048 2,818 36, 866 3,989 - 32,877 3.96
New York 131,520 - 131,520 6,447 - 125,073 15.07
Philadclphia 33,893 2,539 41,432 3,360 - 33,072 4.59
Cleveland 74, 805 3,563 75,368 3,890 - 74,478 8.98
Richmond 44 817 4,121 42,935 7,315 - 45,123 5.44
Atlanta 56,563 5,757 62,320 4,117 - 58,203 7.02
Chicago 102,141 4,071 106,212 5,673 - 100,539 12,12
St. Louis 74,893 3,929 756,322 4,219 - 74,603 3.99
Minneapolis 34,686 3,890 32,576 2,349 - 36,227 4,37
Kansas City 75,829 3,953 2,812 5,236 - 17,576 9.35
Dallas ' 60,830 6,134 66,964 2,650 - 64,314 7.75
San Froncisco 104,416 4,069 108,485 5,965 - 102,580 12.%
Total 236,441 L4, 374 871,315 51,6R0 - 829,665 100.00

Board : 319,%10 49,150 270,190

1,200,585 100, 83%0 1,099, 855

100.00% §.40% 91.50%

(*) These pcrcentages used in calculating the pro rata share of leased wire expense as shown on the
accompanying statement (X-4927-b).

(1) Number of words sent by New York to other F. R. Banks for their sole benefit charged to banks
indicated in accordance with action taken at Governors' Conference November 2 - 4, 1925.

L. !A
(ﬂ«&l; '

Com
Digitized for FRASER
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REPORT OF EXPENSE MAIN LINE

FEDERAL RESERVE LEASED WIRE SYSTEM, JULY, 1927

X-L4927-b

(&) Includes $204.67 for branch line business over main line circuit.

(#) Includes salaries of Washington operators.

(*) Credit

(2) Received $1,959.82 from the Treasury Department covering business for the month of July, 1927

(b) Amount reimbursable to Chicago.

™

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

Pro .Rata Payable to
Wire Share of Federal
Operators! Operzators? Total Total Reserve
Nome of Bank Salaries Overtime Rental Expenses Expenses Credits Board-
Boston 4260.00 - - $260.00 $846.56 $260.00 $586.56
"“New York 1,130.97 - - 1,130.97 3,221.62 1,130,97 2,090.65
' 'Philadc¢lphia 225.00 - - 225.00 951.24 225.00 756. 24
Cleveland 296.66 - - 296.66 1,919.72 296.66 1,623.06
Richmond 232.00 - - 232.00 1,162.95 232.00 1,135.62(&)
Atlanta 270.00 - - 270.00 1,500.71 270.00 1,230.71
Chicago 4,249.51(3#) - - 4,249,51 2,590.98 4,249.51 1,658.53(*)
St.Louis 217.00 - - 217.00 1,921.85 217.00 1,704,385
Minneapolis 206.86 - - 206.86 934,21 206. 86 727.35
Kansas City 275.64 - - 275.64 1,998.81 275.64 1,723.17
Dallas 251.00 - - 251.00 1,656.77 251.00 1,405.77
San Francisco 370.00 - - 370.00 2,642.28 370.00 2,272.28
Federal Resorve Board - - - '815;352.85 15,352.88 - - -
Total $7,964.64 - $15,352.85 $23,337.52  $21,377.70 $7,98L.64 $15,256.26
_1,959.82(a) _1,658.53(b)
$21,377.70 $13,597.73 °
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD X-4928

Digitized for FRASER

August 16, 19é7.

SUBJECT: Annual Election of Officers and Approval of
Their Salaries.

Dear Sir:

The Federal Reserve Board requests that all Federal
reserve banks whose ty-laws do not set s time for the annual
election of officers or do not provide for the election of offi-
cers at the first meeting of the new board of directors held
after January 1 each year, amend their bBy-laws so that the prac-
tice of electing officers and fixing their salaries at the first
meeting of the new board of directors held after January 1 each
year will be uniform throughout the System.

The Board requests that all salary adjustments of em-
ployees of the Federal reserve banks be submitted to it, as here-
tofore, in time for it to act thereon during the month of Decem~
ber and that adjustments in the salaries of officers of the Fed-
eral reserve banks be submitted to it immediately following the
first meetings in January of the boards of directors at which the
directors fix such salaries, subject to the ppproval of the Board.
It is to be understood that salaries approved by the Board for
officers of the reserve banks will be effective as of January 1.

The Federsl reserve banks will be advised each year of
the form in which the Board will desire salary adjustments sub-
mitted to it.

By direction of the Federal Reserve RBoard.

Very truly yours,

D. R, Crissinger,
Governor,

TO CHATRMEN OF ALL FEDERAL RESERVE BANKS.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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(House Bill No. 353)
AN ACT

To expedite and simplify the payment of checks and to

provide for return of unpaid checks drawn on
closed banks organized under the laws of Ohio
and unincorporated banks which have transacted
business in the state of Ohio.

BE IT ENACTED BY THW GENERAL ASSEMBLY OF THF STATE OF OHIO:

SECTION 1. That when any bank incorporated under the laws of this
state or any unincorporated bank transacting business in this state shall
have presented to it for collection and payment any check drawn upon it
by a depositor in such bank or unincorporated bank, who at the time such
check is presented for collection and payment has on deposit an amount
equal to such check, if before such check is charged to such depositor's
account, such bank or unincorporated bank shall be closed for business
by the superintendent of banks of Ohio or by action of its board of dir-
ectors or by other proper legal action, the superintendent of banks of
Ohio or any one who shall at or after the closing of such bank be legally
authorized to take charge of the liquidation thereof, shall upon taking
charge of the affairs of such closed bank return such check to the person
or banking institution by which it was presented to such closed bank for
collection and payment.

SECTION 2. 1In any case where any bank incorporated under the laws
of this state or any unincorporated bank doing business in this state,
shall have had presented to it for collection and payment a check drawn
by a depositor in such bank or unincorporated bank who at the time of the

presentation thereof for collection and payment has on deposit a sum equal

Digitized for FRASER
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fo the amount of suéh check, if such bank or unincorporated bank shall
charge to the account of such depositor the amount of such check but shall
thereafter be closed for business by the superintendent of banks of Ohio
or by action of its board of directors or by any other proper legal action
before payment shall have been made of such check, tﬂe charging of such
check to such depositor's account shall constitute an appropriation by
such bank or uninéorporated bank of the assets of such bank or unincorp-
orated bank to the payment thereofland shall impress such assets with &
trust in behalf of the éwner of such check and entitle such owner to pay-
ment theresf upon liquidation of the assets of such failed bank as a
preferred claim.

SECTION 3. In any case where any bank incorporated under the laws
of this state or any unincorporated bank doing business within this state
shall have presented to it for collection and payment, a check drawn by
a depositor in such bank or unincorporated bank who at the time such
check is presented to it for collection and payment has on deposit.an
amount equal to such check, if after the receipt thereof such bank or
unincorporated bank shall charge the account of such depositor with the
amount thereof and shall in payment thereof draw a draft upon another
banking institution, which draft shall remain unpaid at the time that
such bank drawing same is closed by the superintendent of banksof Ohio
or by action of its board of directors or other proper legal action, in
such event the assets of such closed bank shall be impressed with a trust
for the payment of such draft, and the superintendent of banks of Ohio or

any one legally charged with the liquidation of such closed bank, shall

Digitized for FRASER
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* , X-14929 14

-3-
pay such draft as a preferred cleim out of the assets of such failed bank.
SECTION 4. In any case where any bank incorporated under the laws
.- of this state or any unincorpgrated bank doing business within this state,
shall have in its nossession the proceeds realized from the collection of
any negotiable instrument by it or by any other collecting agency, at the
time that such bank is closed by the superintendent of banks of Ohio or by
action of its board of directors or by any other proper legal action, or
in any case vhere any such bank shall in payment of such proceeds of col-
| lection draw a draft upon snother banking institution which draft shall
uremain unpaid at the time such bank drawing same is closed, as aforesaid,
gﬁe assets of such bank so closed shall be impressed with a trust in be-
half of the owner of the negotiable instrument the proceeds of which are
held by such bank so closed or payment of such proceeds has been attempted
by such bank so closed by drawing a draft as aforesaid, and the owner of
the negotiable instrument shall be entitled to payment upon liquidation
of the assets of such bank as a preferred claim,

0. C. GRAY,
Speaker of the House of Representatives.

EARL D. BLOOM,
President of the Senate.

Passed April 21, 1927.
Approved May 2, 1927.

VIC DONAHEY,
Governor,

Filed in the office of Secretary of State May 4, 1927.
I hereby certify that the foregoing is a true copy of the engrossed bill,

CLARENCE J, BROWN
Secretary of State.

Digitized for FRASER
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' FEDERAL RESERVE BOARD  y_a931

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

August 18, 1927.

SUBJECT:  Holidays, September, 1927.

Dear Sir:

On Monday, September 5th, Labor Day, there will be no Gold
Settlement Fund nor Federal Reserve note clearing, and the books
of the Board will be closed.

In addition to the holiday mentioned above, the following
Federal Reserve Banks and Branches will observe holidays during
the month of September on the days specified:

Priday, September 9 San Francisco (Admission Day

Los Angeles (in California
Monday, September 12 Baltimore (Defenders' Day

(in Maryland

Therefore, on the dates indicated, the banks affected will
not participate in either the regular 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 &-y in your Gold Fund clearing telegrams,
and make no shipment of Zederal Reserve notes, fit or unfit, for
account of the Federal keserve Bank of San Francisco on September
9th.

Kindly notify branches.

Very truly yours,

E. M. McClelland,
Assistant Secretary.

DQWHMfmFRASE@O GOVERNORS OF ALL FEBERAL RESERVE BANKS.
http://fraser.stlouisfed.org/

Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BOARD

WASHINGTON
August 23, 1927.

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

SUBJECT: Par Clearance Suit Against Federal Reserve Bank
of Minneapolis,

Dear Sir:

In 1925 the First State Bank of Hugo, Minnesota, a non-
member bank, instituted suit in the State court against the Fed-
eral Reserve Bank of Minneapolis for damages alleged to have been
sustained by reason of the action of the Federal Reserve Bank in
attempting to collect at par checks drawn on the plaintiff. The
complaint alleged in substance that the Federal Reserve Bank, in
order to coerce the plaintiff to remit at par during the year 1920,
presented checks over the counter by means of an agent until the
plaintiff finally surrendered and agreed to remit at par, which
it continued to do until October 1, 1924. In May of this year
the case came to trial and a verdict was rendered by the jury
against the Federal Reserve Bank in the sum of $1,229.99. The
Federal Reserve Bank is now preparing to file a brief in support
of a motion for judgment in its favor notwithstanding the verdict
of the jury or, in the alternative, for a new trial,

As a result of the verdict rendered in this case a col-
lection agency is soliciting from other banks in the Ninth District
claims against the Federal Reserve Bank of Minneapolis growing out
of the par collection of checks by the Federal Reserve Bank. For
your information a copy of the circular which is being sent out
by the collection agency in this connection is enclosed herewith.

Very truly yours,

Walter L. Eddy,
Secretary.

Enclosures.
TO GOVERNORS AND FEDERAL RESERVE AGENTS OF ALL FRBANKS

Digitized for FRASER
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(c 0P YY) 8 X~-4932~a,

Harry F. Hart .
Collection Agency.

May 27, 1927.

Gentlemen:

I am taking the liberty of addressing this letter to you
personally, as it pertains to the interest of your bank as well as
to your own interests.

Recently our attention was called to the methods the Ninth
District Federal Reserve Bank of Minneapolis used against certain
State Banks, regarding an exchange fee that these certain State Banks
were entitled to charge on checks drawn on them thru other banks,
They requested all checks to be cleared thru them at par.

Upon the failure of certain State Banks to acquiesce to
this request, the Federal Bank procecded to use pressure to collect
all its checks daily at the bank's counter. This method could be
carried out with great expense to the Federal Reserve Bank, by them
forwarding the checks drawn on your bank, to some agent in your town,
they generally using the Express Agent, who would take the checks to
the bank and present them for collection, demanding payment at a par
rate in cash. This practice was characterized by certain banks as
coercive, and as a measure intended solely to force non-member banks
to accede to the federal bank's regulations and demands, "no matter
how expensive."

Such procedure on the part of the Federal Reserve Bank, we
believe was unlawful, and it has deprived certain banks of profits
annttally which they were entitled to. We know of a great number of
banks who have been deprived of such profits, and we are at this
time making a complete survey of all banks located in the Ninth
District, for the purpose of knowing who are interested in recover-
ing their unjust losses, caused by requests and demands of the
Federal Reserve Bank. '

If your bank is interested, having been deprived of fees
and profits caused by such acts and demands of the Federal Reserve
Bank, kindly answer the enclosed questions and return them to me
at once.

Yours very truly,
(signed) Harry F. Hart

P. S. As you'will notice, we are a bonded Agency, and will give you
protection and service, if permitted to handle your claim.

Digitized for FRASER
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5.

6

74

8.

9.

10.

X-4932-b
(coprpY)

Xindly answer the following questions.

and return them, as it is to your interests.

Are you a member of the Ninth District

(9:-'.«;"2&

Federal Reserve Bank of Minneapolis?

If so, how long have you been a member?

Do you clear checks thru the Federal
Reserve Bank? '

How long have you cleared checks thru
the Federal Reserve Bank?

Has the Federal Reserve Bank ever de-
manded that your checks be cleared
thru them at par?

Has the Federal Resorve Bank ever used
any drastic or embarrassing methods
in clearing your checks, other than
used by other corresponding banks?

Has the Federal Reserve Bank ever col-
lected your checks otver the counter
at par, by sending them to an Express
Agent, or someone else in your towm
for collection, demanding cash for
them?

If your checks were cleared by the Fed-
eral Reserve Bank at par, at their
request, what do you estimate your
losses have been each year for
clearing checks at their request?

Did you approve of the regulations,
methods and demands the Federal
Roserve Board used in clearing
your checks?

If your bank has been deprived of
fees and profits caused by such
acts and demands of the Federal
Reserve Bank, would you be inter-
ested in having your claim col-
lected on a contingent arrange-
ment, without any cost to you?

(If you are not a member of the Federal Reserve Bank and have cleared
your checks thru them at their request and demand, kindly answer all
the above questions.) _

Digitized for FRASER
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FEDERAL RESERVE BOARD

WASHINGTON

¥-4933

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

August 24, 1927.

SUBJECT: Further Amendment to Regulation K.

Dear Sir:

This is to advise you that the Federal Reserve Board
has voted that Section XI of Regulation K, as amended June 8,
1927, (X-4868) be further amended by changing the second para-
graph commencing on page 11 which formerly read as follows:

"B, Certifying that at the time of such substitution
or change the additional collateral transferred to the
Trustee under the Trust Indenture had a market value at
least equal to the market value of the collateral security
released from the lien of such Trust Indenture."

so that said paragraph will hereafter read as follows:

"B, Certifying that such substitution or change has
not resulted in a reduction of the aggregate market value
of the collateral to an amount below one hundred and ten
per cent of the aggregate principal amount of the obliga-
tions issued or to be issued against such securities,!

By order of the Federal Reserve Board.

Yery truly yours,

Walter Li Eddy,
Secretary.

TO GOVERNORS AND CHAIRMEN OF ALL FEDERAL RESERVE BANKS.
Digitized for FRASER :

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



X-4o3Y

FEDERAL RESERVE BOARD

STATEMENT FOR TEE PRESS

lugust 24, 1927,

For release Thursday, August 25, 1927.

The Federal Reserve Board has announced the names of the
directors apnointed for the branch of the Federal Reserve Bank
of Richmond soon to be established at Charlotte, North Carolina,
as follows:

Apnointed by the Federal Reserve Bank of Richmond:

Mr. Eugh Leach, Managing Director.

Mr. W, H, Wood. Charlotte, N, C.
Mr. W. J. Roddey, Sr. Cclumbia, S. C.
Mr, Robert Gage. Chester, S, C.

Apvointed by the Federal Reserve Board:

Mr. John 1. Morchead, Charlotte, N, C.
Mr. Charles A, Cannon, Concord, N, C.
Mr, John A, Law. Spartanburg, S. C.

Digitized for FRASER
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X-4936
FEDERAL RESTRVE BOABRD
STATEMENT FOR THE PRESS
For immediate release. Auvgust 25, 1927.

CONDITION OF THE ACCEPTANCE MARKET
July 14, 1927 to Aug. 17, 1927

New bills were scarce in the New York acceptance merket during the early
part of the reporting period, from July 14 to August 17, and market rates were
generally reduced toward the end of July. The supply increased from that
time, accompanying a series of reductions in rates in August both in the mar-
ket and at the reserve banks, and dealers' purchases during the period as a
whole were considerably larger on the average than during the preceding four
weeks, The demand was active, chiefly on account of foreign orders for the
purchase of 90 day bills, but dealers' portfolios nevertheless increased to
the largest total of the year. Sales to the Federal Reserve System from all
marketsdwere smaller than =t =2ny time since 192&. The Boston market was re-
ported/tﬁiiughout the period,~but with a temporary increase of activity
around the first of August. There was little movement in Philadelphia or
Chicago. The following table shows the New York market rates on bills of

various maturities at the beginning and end of the reporting period.

Acceptance Rates in the New York Market

‘ July 14 August 17
- Maturity Bid Asked Bid Asked
30 days 3-1/2 3-1/4 3-1/8
60 " 3-5/8 3-1/4 3-1/8
9 3-5/8 3-1/k4 3-1/8
120 " 3-3/4 3-3/8 3-1/4
180 " 3-7/8 3-5/8 3-1/2

Digitized for FRASER
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X-4537

FEDERAIL RESERVE BCLALRD
STATELVENT FOR THE PRESS

For rclease in Moraing Papers,
Mondzy, August 2§, 1927.

The folloviug is o summury of geucrsl business and
financial coanditions throughout the scveral Federal
Reserve Districts, bascd upon statistics for tac
months of July =ud August, as contaized in the forth-
comiig issuc of the Feder2l Rescrve Bulletin.

Industrial pro&ucfion decliaed in July to 2 level below that of 2 year
ago, while the Department of Labor's index of wholesalc prices zdvoaced for
the first time sincc last autumi. Dermand for bank credit showed 2 secasonxl
increase, btut easy coaditions orovailed in the money morket.

Production.

Output of monuf-cturcrs dcclined in July ond was ir »nractically the some
volume as a ye~r ago, -nd thc oroduction of miner-ls, which wos furticr reduced
during the month, was 2t the lowest lovel sinec carly ia 1926, whea the anthracite
strike was in progress. Iron n2nd stcecl »roduction in July wes in the smollest
volume since 1925, ond countinucd at wractic~lly the scme level during the first
three wecks of August. Automebile output for July ond the carly wecks of August
was considerobly below phat of thc corresponding moath of last ycar; production
of rubber tircs, nonferrous petals and food products and activity of woolen mills
were smaller in July tﬁan in‘the preceding month. Cottor consumption was smaller
than in June, but continucd unusually largc for this sewuson oftie year. Pro-
duction of leather, shoes, and lumber increased in July as compared with June.
Factory employment and pay rolls showed seasonzl decreases in July and were
smallor than in any month since 1924. Employmeat in coal mining has been ro-
duced in recent months, and reports indicate some unemployment-in certain of the

building trades owing to the decline in the construction of houses. Building

contract awards in July and in the first three weeks of August continued larger
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than a year ago, the increase reflecting chiefly a growth in awards for
engineering projects. ‘

The August 1 cotton report of the Départment of Agriculture indicated
a production of 13,492,000 bales or 25 ver cent less than the record vielc
of last year. The indicated production of corn, though considerably lax .sr
than the expectation in July, was 262,000,000 bushels lower than the har-
vested crop of 1926. The August estimate of 851,000,000 bushels of wheat

obushcls

indicated an increase of 18,000,000/over the 1926 crop yield.

Trade.
Distribution of merchandise at wholesale and retail showed about the

usual seasonal decline in July. Compared with a year ago sales of wholcsalc
firms and denartment stores woerc slightly smaller, owing largely to thc fact
that thore was one less business day in July of this ycar tham in July, 1S%5.
Sales of mail order houscs and chzin storcs wore somewhat largoer than a yoar
ago. Inventorics of dcpertmont storcs contimucd to declinc in July and at
the ond of thc month worc slightly smallcr than a yoar ago; and wholcsalc
stocks also continuocd smallor than last year. Shipments of commoditics by
'freight duereascd, contrary to the ususl sensonal troend, and were smaller

in July and in the first two wecks of August thon in the same period of

last ycar.

Priccs.

The Burcau of Labor Stotistics indcx of wholesalc prices advanced slightly
in July, refleocting chiofly incrooscs in the prices of cora, livestock, cotton,
and lcother, while pricos of whoat, silk, mctals, and building matorials de-
clined. Sincc thc lattor part of July priccs of corn, cotton, and cattlc h-ve
continued upward ond those of wheat, nonferrous motals, and rubboer have also

advancod, whilc hogs, lumber and hidos have declinced.
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Bank Credit.

Thorq wes o inercase 1w the volume of cormmorcial loane at member ban-s in
leading cities botween Juiy 20 and August 17, 2s is usacl 2t the beginning of
the croo-moving sooson. Loons o sceuritics, as well 25 commercinl lotas, in-
crcascd, while investment holdings declized, ond total loons and investme:ts
more about 360,000,000 lorger thon o monti enrlicr.

Total Dborrowings of memicr banks at the reserve baks increascd slighatly
between July 20 and August 24; there was a growth of discouats at the Federal
Roserve Bank of New York, portly offset by declines ia other distficts. Ti.erc
was little change iathic systoem's holdings of ccecoptinecs cnd o growth in the
portfolic of United States securities.

Moneymtes on all classes of paper ia the onen market declincd sharply
in August, and were at o lower level thon o year ago. Discount rates ot cight

Federal rescrve baiks were rcduced froa 4 to 33 pcr cent.
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

X-4939

September 1, 1927.

SUBJECT: Reports of Criminal Violations of Law.

Dear Sir:

Under the Board's letter of April 4, 1923,
(X-4683) =211 Federal Reserve Agents have been forwarding
to the Board two copies of reports made by them to local
United States District Attorneys covering apparent viola-
tions of the criminal provisions of Section 22 of the Fed-
eral Reserve Act and Sections 5208 and 5209 of the Revised
Statutes. In each case one copy of the remort has been
forwarded by the Board to the Department of Justice. The
Department now requests that hereafter two copies of such
reports be furnished it, and you are, therefors, requested
in future cases to make your revorts to the Board in trip-
licate.

Very truly yours,

J. C. Noell,
Assistant Secretary.

To all Federal Reserve Agents.
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FEDERAL RESERVE BOARD
STATEMENT FOR THE PHESS
September 6, 1927.
3:30 o'clock p. m.

For immediate release.

The Federal Reserve Board announces that a rediscount
rate of 3 1/2 per cent has been established for the Federal Re-
serve Bank of Chicago on all classes of paper of all maturities,

effective Sentember 7, 1927.

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



pusa
-

X-4ol2

FEDERAL RESERVE BOARD

STATEMENT FOR THE PRESS

For immediate release: : September 7, 1927.
2 o'clock p.m.
The Federal Reserve Board announces that it has approved
an avdlication of the Federal Reserve Bank of Philadelphia for vper-
mission to establish a rediscount rate of 3 1/2 per cent on all classes

of paper of all maturities effective September &, 1927.
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STATEMENT FOR THF PRESS

For immedigte release:

September 9, 1927.

The Federal Reserve Board announces that it has aporoved an
application of the Federal Reserve Bank of San Francisco for permission
to establish a rediscount rate of 3 1/2 per cent on all classes of paper

. of all maturities, effective September 10, 1927.
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(Coy) X-4945

(see X-3107a)

December 4, 1919,

Dear Mr, Attorney-General:

I am attaching a copy of an opinion of M. C. Elliott, Con-
sulting Counsel of the Federal Reserve Board, concerning the powers of the
Board with respect to discount rates, with a view to asking you to in-
vestigate the question and to let me have your oninion on the subject as
Attorney-General.

I mvy say that, while I concur fully with the opinion of Mr. Elliott
as far as it goes, I think it could have been made even stronger had ne
known the facts as I know them. My recollection is especially clear in
regard to all of the circumstances connecte§ with this feature of the
Federal Reserve Act and there can be no quesfion of the intention of Congre:.
to give the Federal Reserve Board complete power in the matter of fixirg
the rate of rediscount.

Since the rate was not necessarily to be uwniform throughout the
country, the right to initiate and propose rates was given to the regional
Eanks respectively upon the presumption that each bank would have intimaée
knowledge of usages and conditions;in its own territory; but it was also
intended thaf the Federal Reserve Board should have complete jufisdiction
over the whole subject of rates, as it was realized by the proponents of
the act that rate-making might, and frequently would, affect the commerce
and industry of the entire country. As originally drawn, the Federal Reserve
Bill, enumerating the powers of the Federal reserve banks (subsection (d),

Section 14), made rediscount rates "subject to review" by the Federal Reserve

Board. This term was thought by some members of the committee to ve broad
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X-4945
(See X-3107a)

o

<. The Attorney-Geuneral.

enovugh in that definition of Webster's Dictionary, which says: "ZIevicw---.
looking over or examination with a view to amendment or improvement." Rut
some merbers of the committec contended that the nower of the Board should
be stated as even more explicit and final; hence we added the words "and
determination," so as to make the subsection read:
"To establish from timc to time, subjecct to review and
determination of the Federal Rescrve Board, rates of discount
to be charged by thc Federal rescerve bankx for each class of

paper, which shall be fixed with a view of accommodating
commerce and busincss.™

In my rejort to Congress on the Bill itsclf (H. R. 7837) I said, in
elucidating this power of the Federal Resérve Board:

"The power granted in subsection (d) to fix a rate of dis-
count is an obvious incident of the existence of the rescrve
banks, but the power has bcen vested in the Federal Reserve
Board to roview this rate of discount whon fixed by the local
rescrve bank at its discretion. This is intended to provide
against the possibility that the local bank might be establishing
a dangerously low rate of intercst, which the reserve board,
familiar as it would be with credit conditions throughout thae
country, would deem best to raise."

If the Federal Reserve Board has thc power to alter a rate of dis-
count proposcd by a Federal resorve bank for the reason that it might te a
dangerously low rate, it would, by thc samc. token, have authority to reduce
the discount rate for the reason that it might be dangerously high.

Furthermore, in subsection (b) of Section 11 the Act confers even
greater power upon the Federal Reserve Board than that of reviewing and
determining the discount rate of the Federal reserve banks. It authorizes

j the Board:;

"To permit, or, on the affirmative vote of at least five

members of the reserve board, to require Federal reserve
banks to rediscount the dlscounted %a per of other Federal
reserve banks at rates of interest to be fixed by the
Federal Reserve Board,"

- It is inconceivable that a board having complete authority to
Digitized for FRASER
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3. The Attorney-Generel. X-4945 _ .
_ (See X-3107--
regulate the rediscount rates between Federal reszrve banls themselves should

not have the lesser azuthority to regulate the discount rates tontatively fix-7

and proposed by Federal reserve bsnks.
Azein in paragraph 2 of Scction 12 of the Federal Reserve Act it will

be noted that among the authorized functions of the Federal Advisory Council

is power "(3) to céll for information and to make recommendations in regard

to discount rates, rcdiscount business, note issucs, ete." If the Federal

Rescrve Boord is not authorized to alter and amcnd and finally determine dis-

count ratcs, why should the Federal Advisory Council have been empowered '"to

Y make recommendations in regard to discount rates" to the Federal Reserve
Board? How idle it would be for the Federal Advisory Council to be meking
recommendations to a board whicn has no authority to apply or carry into
cffcet the rccommendations thus made! It will be observed that the Federal
Reserve Council is not authorized to make rccommendstions as to discount
rates or anything else to Federal reserve bdnks, but only to thec Federal
Reserve Board.

Scction 14 of the Act, dcaling with open market operations, author-
izes Federal rescrve banks, in accordance with rules and regulations pre-

X scribed by the Fcderal Reserve Board, to cngoge in a variety of business
transactions, the purpose being to enable these regional banks, by phe per-
mission or under the direction of thc Tederal Rescrve Board, to cxcrciso 5
power on liscount rates throughout the various regions or throughout the
country tantamount to the power cxercised over the momey merket by the Bank
of England when it gocs into tho open merket to cnforce its discount rates.

Finally, in Section 13 of the Act, it is provided:
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4, The Atiorney-General : (See X-zD7-a)

"The discount and rediscount and the purchase and sale by
any Federnl rescrve bank of any bills rececivable and of domestic
ani forcign bills of cxchange and of acceptances authorized by
this act shall be subject to such restrictions, limitations and
regulations as moy be imposcd by the Federal Reserve Board.!
Thus all through the Act this completc power of review and determi-
nation and rcgulation of discount and rediscount ratcs is oxplicity and im-
plicity giver the Federal Reserve Board. Without it the Board would be
powerless to control operations of any regional bmnk in the system which
might engnge in transactions perilous to the cntire system and to the commcrce
and incustry of thc country.
I would be obliged if you would carcfully consider the matter and
give me your conclusion at as eurly a day as possible,
Sincerely yours,

(s) Carter Glass,

Secretary of the Treasury.

The Honorable,
The Attorney General,
Washington, D. C.
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(Copy) (see X-7107-a - Dec.9,1919)% (7%

October 30, 1919,
My dear George:

I have your memorandum of the 29th, which refers to the right of the
Federal Rese.ve Board to initiate and control discount rates of Federal reserve
banks, and note that the Board desires my opinion on this subject:

The determination of this question involves an interpretation of
that part of Section 14 which reads as follows:

"Bvery Federal reserve bank shall have power ***x*-
@) to establish from time to time, subject to re-
view and determination of the Federal Reserve Board,
rates of discount to be charged by the Federal reserve
bank for each class of paper which has teen fixed with
a view of accommodating commerce and business."

It is, of coursec, clear from this that any rate established by a Feder:l
reserve vank 1s subject to review and determination of the Federal Reserve Roard,
but the question you have under consideration is whether the Board, on its owm
wotion, may initiate or ostablish discount rates for Fedoral reserve banks, ox if
a rate has becn established, revicwed and approved by the Board, whether the Hoard
subsequently may require the bank to change this rate. This involves a considera-
tion of the relative powers of the Federal Reserve Board and of the board of di-
rectors of a Federal reserve bank to control and supervise the operations of the
bank, Section 4 of the Feder~l Reserve Act provides in part as follows:

"Every Federal reserve bank shall be conducted under super-
vision and control of a Board of Directors. The Board of
Directors shall perform the duties usually appertaining to
the office of directors of banking associations, and all
such dutics as are prescribed by law. Said board shall
admizister the affairs of said bank fairly and impartially
and without discrction in favor of or against any member
bank or banks, and shall, subject to the provisions of law
and the orders of thc Federal Reserve Board, extend to each
member bonk such discounts, advancements and accommodations
as may dbe safely and reasonably made, with due regard for
the claims and demonds of other banks."

Section 11 of the Federal Rescrve Act, which doals with the powers of
the Federal Reserve RBoard, provides in part as follows:

"The Federal Reserve Board shall be authorized and empowered
*x%x%%(j) to exercise general supervision over said Federal
reserve banks."

Considering these two provisious of the Act which relate to the super-
vision and control of the operations of the Federal rcserve banks, it anpears
that the dircctors of the bank are intrusted with the operations or management
of the bank's affairs; that they arc vested with the power to perform the usual
ordinary duties of bank directors. Ian the exercise of these powers, however,
they are subject to the orders and to the general supervision of the Federal Re-
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serve Board. Considering the context and the general purooses of the Act, it may
be assumed that Congress did not intend that the Federal Reserve Board should ner-
form the functions usually perforwied by the board of directors of a banlk. Congreoss
nhowever, did give the Federal Reserve Board very broad gcneral powers to swicr-
vise the opcrations of a bank and to see that these operations are cozductcd in
strict accordance with the provisions of the Act and with those regulations and
rulings which the Federal Reserve Board, under the terms of the Act, is cuth-
orized to make and anforce.

It is hardly necessary to call attontion to the various provisions ia the
Act which sustain the theory, out to illustratc thc cxtent of tho control over
the bonk's operations that is vcsted in the Federal Reserve Board, it will be
recalled that one of the powers cnumeratcd in Section 11, is the power "to susperda
or remove any officer or director of any Federal Reserve Bank, thec causc of such
removal to bo forthwith commmnicated in writing to thc Fedoral Reserve Board, to
the removed officer, or director, and to said bank."

To sum up briefly the rclative powers of the Fedcral Rescrve Board aad of
the Board of Dircctors of =z bank, it appcars-

(a) That the Board of dircctors of a bank may suporvise and
control the operations of thec bank so long as its affairs
arc conducted in nccordance with the provisions of law,
the regulations of the Board authorized by law, wmd such
orders issucd by thc Board as the Board is authorizecd by
law to issue;

(b) That the Federal Rescrve Board is vested with power to
sec that thc operations of the bank arc conducted in strict
accordance with the law, its authorized regulations ond orders,
to imposc penalties for violations of the law, cven to the
extent of removing offending officers and dircctors.

Coming now to consider the particular provision of the Act involved in the
wending oquestion, it is nccessary to dctermine first to what extent and subjcct
to whot limitations the Board of Dircctors of a bank is given control over thc
estoblistiment of discount rates

Sec.4, waich prescribes the general corporate powers of the bank, con-
tains among others, the following

Scventh.- To cxorcise by its board of directors, or duly auth-
orized officers or agents, all powers specifically granted by
the provisions of this Act, ~nd such incidental powers as shall
be necessary to carry on the business of banking within the
limitations prescribed by this Act.t

If no limitations werc prescribed by the Act and no specific rofcrcice
had been made to the fixing of discount rates, it would seem to be clecar that
the Board of Directors would have power from time to timc to cstoblish discount
rates as an incidental power nccessary to carry on the business of bonking

D@nzedmrF%% in the limitations px cscrlogd by the Act.
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If rno limitations were prescribed by the Act ~nd no specific reforeance
had been made to the fixing of discount rntes, it would scem to be clonr thot
the Board of Directors would heve power from time to time to establish discount
rates as an incidentol power nccessary to carry on the business of banking within
the limitations prescribed by the Act,

Section 14, however, which cnumeratcs ccrtain specinl powors of the
Federal reserve bonks, imposcs two limitations or restrictions on the mower to
fix discount rates. It providcs in terms that ratcs so established by thc bank

(2) shall bc subject to roview and determination of the
Federal Reserve Roard.

(b} shall be fixed with a view of accommodating commerce
and business.

Any rate established must, therefore, conform to thesc two condi-
tions and if the directors of thc bank fix a rate which fails to conform to
either of thesc conditions, the establishment of such rate becomes a violation
of the provisions of the act and the Board under its supervisory power may
clearly require the readjustment or reestablishment of such rate. In other
words, whenever in the opinion of the Board, an established rate does not
accommodate commerce and business,it may require the directors of the bank
to change the rate so as to mect this requirement.

It may be argucd that the discretion is vested in the board of di-
rectors of the bank to determine whether or not a rate fixed is fixed with
a view of accommodating commerce and business.

Considering, however, the context ~nd gencral purposcs of the Act it
is not believed that this view can be maintained. Congress clearly intended
this discretion to be vested in the Federal Rescrve Board. To assist the Board
in the control of this and othor matters, it created by Scction 12, the Federal
Advisory Council, and authorized that Council "to confer directly with the
Federal Reserve Board on general business conditions * * *; to call for informa-
tion and to moke recommendations in regard to discount rates. A centralized
control of the discount rates is fundameatal to the purposcs of the Act and
provision was accordingly made to furnish the Federal Reserve Board with the
best possible information to ecnable it to exercise o proper discretion in this
importont matter. It is hardly necessary to cmphasize the importance of this
control. It affects international as well as our domestic banking and trode
relations,

My conclusions, therefore, are, first, that the discretion is vestcd
in the Federal Rescrve Boord to determinc whether any discount rate of a Federal
rescrve bank accommodatecs commercc and business; sccond, that the power to
review and determinc discount rates is a continuing power, which may bc excr-
cised at any time. It neccssarily follows from this that the Board of its
own motion may requirc a Federal reserve bank to change an existing rate at
any time, if in the opinion of the Board such rate does not meet the require-
ments of the statute.

Very sincercly yours,

Mr, George L. Harrison,

Digiized PoYHEEE, Foderal Reserve Board. (Signed) 1.C.Tlliott
http://fraser.stlouisfed. org/ .
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X-3107a
DEPARTVENT OF JUSTICE,

WA SHINGTON.

December 9, 1919.

Dear Mr., Secretary:

In response to your request for my opinicn
concerning the powers of the Federal Reserve Roard to regu-
late discount rates of the several reserve banks, I reply as
follows:

By section 14 of the Act of Congress, designated by the
short title "Federsi Reserve Act" (Act of Dec. 23, 1913, 338
Stat.2%1), it is rrovided that "every Federal reserve bark
.shall have power!' -

(d)to establish from time to time, subject to review and
determination of the Federal Reserve Board, rates of
discount to be charged by the Federal reserve bank for

»-each class of paper which shall be fixed with a view

of accommodating commerce and business.

By section U of said act each Federal reserve bank is
under the supervision and control of its own board of direc-
tors, subject, however, to the provision of section 11 of
said act which provides, in part, that

The Federal Reserve Board shall be authcrized and

empowered * * * (j) to exercise general supervision
over said Federal reserve barks.
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Said Federal Reserve Board is also further author-

ized and empowered to examine at its discretion the

accounts, boo.s and affairs of each Federal reserve

bank * * * and to require such statements and reports

as it may Jiesa necessary. (Sec.11. subdiv.a.)

By section 12 there is also crzated a Federal Advisory
Council composed of representatives chosen in the manner prescribsd
in said section, which is to confer directly with the Federal Re-
serva Board. Among its powers it is authorized to "call for infor-
ration, to make recommendations in regard to discount rates, redis-
count business", etc.

The question for determination is whether, taking into
consideration the lanpuage of section 14 (d), giving the power
to the Federal rsserve banks to establish from time to time rates
of discount, "subjeci to¢ review and determimation of the Federal
Reserve Board", and the further power of the Federal Reserve Board
to exercise general supervision over said Federal reserve banks,
the power of the Federal Reserve Doard is limited to reviewing and
aprroving or disapproving rates of discount made by such banks, or
whether said Board may, in the exercise of its powers, from time
to time review the rates of discount in use and direct specific
changes and alterations thereof.

The legislative history of the act shcws that as originally
drawn section 14, subsec. (d) conferred the power upon the Federal
reserve banks to make discount rates "subject to review" by the
Federal Reserve Board, and that said section was amended in com-

mittee by adding the words "and determination” after the word

"roview", so as to make said section read as now enacted.

http://fraser.stlouisfed.org/
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It is quite evident that if the Federal Reserve Board is con-
fiﬁed to the power to review and approve or disapprove rates of
discount made by the Federal reserve banks, and is without power to
itself direct specific changes, the words "and determination" are
wholly without significance. The very signification of the word
"determination" used i such a connection, carries with it the right
to pa%s upon and to decids and fix, and thus determine what should be
done. Coupling this with the power given the Federal Reserve Board
to supervise the business of each Federal reserve bank, taking also
into consideration the recommendations contemplated by the Advisory
Council to the Federal Reserve Board in regard to discount rates,
such power would be futile if such Federal Reserve Board could not,
if agreeing to such recommendations, direct them to be carried out.
I think it is quite clear that the Federal Reserve Board is the ultimate
authority in regard to rediscount rates to be charged by the geveral
Federal reservé banks and may prescribe such rates.

This is in all cases necessarily a review of rates esisting at
the time in the bank, and tnerefore strictly calls for the exorcise
of this power; the determination reached by the Board carries with it
the exercise of the power of determination specified in sec. 1L,
subdiv, (d); and also exercises the power of supervision granted in
sec. 11, subdiv. (j).

The scheze of the entire act is to have Federal reserve bans in
different parts of the country so that their operations may be

accommodated to the business needs of each section, and to vest final

http://fraser.stlouisfed.org/
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power in the Federal Rese{ve Board, sc¢ as to insure a conduct of
business by each bank which will not be detrimental to the carrying
out of the entire plan. The powers of the Federal Reserve Board
are therefore to be exercised in regard to each reserve bank as
the conditions surrounding said bank may dictate, keeping in view
the general purpose and plan of the Federal Reserve Act. Bearing
in mind such general purpose, I am of the opinion tnat the Federal
Reserve Board has the right under the powers conferred by the
Federal Reserve Act, to determine what rates of discount shculd be
charged from time to time by a Federal reserve bank, and under their
powers of review and supervision, to require such rates to be put
into effect by such bank.

Very resgectfully,

(Sigred) ale«. C. King

Acti.g atternsy weneral,

Hon. Carter Glassg,
The Secretary of the Treasury,
Washington, D. C.
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FEDERAL RESERVE BOARD

WASHINGTON X-4946

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

September 10, 1927.

Subject: Topic for Governors!' Conference.

Dear Sir:

There are enclosed herewith conies of a letter from
the Deputy Governor of the Federal Reserve Bank of Minneapolis
and a memorandvm from the Board's Counsel with reference to
the question whether Section IV of the Board's Regulation "A"
should be interpreted to require that a member bank offering
for rediscount the paper of a corporation having subsidiaries,
shall have in its files recent copies of separate financial
statements of the subsidiary corporations, when there have
been filed with the Federal reserve bank copies of the cor-
poration's consolidated financial statement and the individual
financial statements of all subsidiary corporations.

The Board has voted to refer this question to the
forthcoming Conference of Governors for consideration and an
expression of its views.

Very truly yours,

J. C. Noell,
Assistant Secretary.

TO ALL GOVERECRS OF FEDERAL RESERVE 3ANKS,
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September 1, 1927. X~4946- -
To - Federal Reserve Board Subject: Financial statements ro-
quired by Section IV,
From - Mr. Wingfield, Assistant Counsel. Regulation A, of the

Board's Regulations.

There is attached hereto a letter from the Deputy Governor of the
Federal Reserve Bank of Minneapolis in which it is stated that the Washburn
Crosby Comvany of Minncapolis files with the Federal Reserve Bank of Min-
neapolis and the othcr cleven Federal rescrve banks a copy of its consolidated
financial statement, and, in addition, a copy of the individual financial
statements of all of its subsidiary corporations. The individual statcments
of the subsidiary companies however, are not filed with the individual banks
which buy the paper of the Washburn Crosby Company. These subsidiary com-
panies are 100% owned by the Washburn Crosby Company and all the borrowing is
done by that company. The question is raised as to whether Section IV of
Rcgulation A requires that the member bank offering paper of the Washburn
Crosby Company for rcdiscount shall have in its files a recent copy of the
separate financial statements of the subsidiary corporations.

Section IV of BRecgulation A contains thc following rcquirement en
this subject:

"A recent financial statcment of the borrower must be on file
with the member bank in all cases, unless the note was discounted
by a member bank for a depositor (other than a bank) or for another
member bank, and -

* * * * * *
"Whencver the borrower has closely affiliated or subsidiary cor-
porations or firms, the borrower's financial statement shall bc ac-
companied by separate financial statements of such affiliated or
subsidiary corporations or firms, unless the statement of the bor-

rower clearly indicates that such note is both eligible from a legal
standpoint and acceptable from a credit standpoint. * * *!

There is no doubt that this provision absolutcly requircs that
whene ver a borrower has closely affiliatod or subsidiary corporations or
firms tho soparate financial statements of such affiliated or subsidiary
corporations or firms must bc on file with the member bank in all casces un-
less the notc falls within one of thc cxceptions mentioned in the rogula-
tion or unless the statement of tho borrower clcarly indicatcs that such
note is both cligible from a legal standpoint and acccptable from a creodit
standpoint. Therc is nothing in the law, however, which rcouires such
financial statcments to be filed either with the member bank or with the
Federsl reserve bank and this requirement is purely a matter of regulation
which the Board may waivc or modify at its discretion. In this comnnection
it may be stated that the roquircment with rcference to the filing of sepa-
rate statements by subsidiary corporations was added to the Board's Rcgula-
tion A in order that Federal rescrvc banks might have more complete infor-
mation regarding the conditions of borrowers having closely affiliated or

subsidiary corporations or firms, and also that they might determine whethc:
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the paper of such borrowers is desiragble and cligible for rodiscount. In
view of this fact it would hardly scom neccssary for scraratc financial
statcments of the subsidiary corporations to be on.file with the member
bank offering a notc of the parcat corporation for rcdiscount if they are
on file with the Federal reserve bank. As indicated above, however, thae
question whether the Bcard should amend the provision of its regulation
with reference to the filing of statoments of subsidiary corporations or
waive a strict compliance with it is purcly a question of policy for the
Board's determination.

A somcwhat similar case arose in 1924. In that case a borrower
filed a financial statement with the Federal Reserve Bank of Hew York and
the Federal Reserve Bank of Boston but no financial statvement was filed
with the member banks who offered the company's paper to the Federal Reservc
Banks for rediscount. The Federal Reserve Bank of Boston toolr the position
that under the provision of Section IV of Rcgulation A a copy of the finen-
cial statement should be filed with the member bank while the Federal Re-
serve Bank of New York was of the opinion that it was sufficient if the
financial statement was on file with the Federal Reserve Bark. This office
held that the provision. of the regulaticn clearly reguired that the finan-
cial statement be on file with the member bank but that the Board could if
it so desired amend the regilation or waive compliance with it in those
cases where the financial statement was filed with the Federal Reserve Bank.
The Board at the suggesticr of the Federal Reserve Bark of MNew York submitted
the question to the Governcrs! Conference for discussion. VWhen the Gover-
nors' Conference met, however, the question had become acadenic since the
case which gave rise tc the question had ceased to exist and the question
was passed over by the Governors' Conference. The Board may wish to refer
the present question to the next conference of Goveruers for discussion,

Respectfully,
(s) B. M. Wingfizsld,

Assistant Counsel.

Letter attached.
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FEDERATL RESERVE BATXK
CF MINNEAPOLIS

August 29, 1927.

Federsl Reserve Board,
Washington, D. C.

Gentlemen:

The Washburn Crosby Company of this city files with
us and the other eleven Federal reserve barks a copy of its
consolidated statement, and in addition a copy of the indivi-
dual statements of all its subsidiary corporations, all certi-
fied to by Peat, Marwick, Mitchell & Co. These subsidiary
companies are all 100% owned by the parent company, and none
of ther: ask credit in any wey outside of an occasional rent
and stationery bill. In other words, all the borrowing is
done by the parent commany. They do not, however, file these
individvual statements with their brokers, and with the indi-
vidual banks which buy their paper.

Is it the intention of Section 4 of Regulation A,
that in order to be eligible fcr redisccunt, the bank offering
the paper for rediscount should have in its files a receni copy
of the separate statements? '

Yours respectfully,

(s) W. B. Geery,
Deputy Governor.

Federal Reserve Bank of St. Louis



The Governor,

Federal Reserve Board.

Sir:

TREASURY DEPARTMENT

Office

of the Secretary
WASHINGTON

Sept. 7, 1927.

You are hereby advised that the Department has referred to the Disbursing
Clerk, Treasury Department, for payment, the account of the Buream of Engraving
and Printing for preparing Federcl reserve notes during the period August 1,

1927, to August 31, 1927, amounting to $132,770, as follows:

Boston

New York
Philadelphia
Cleveland
Richmond
Chicago

St. Louis
Minneapolis
Dallas

Sen Francisco

Federal Reserve Notes, Series 1914

$5 #$10 820 $50 $100 TOTLL
100,000 150,000 200,000 450,000
600,000 250,000 150,000 50,000 1,050,000
200,000 100,000 10,000 310,000
200,000 200,000 150,000 10,000 560,000
50,000 50,000
350,000 350,000
50,000 50,000
100,000 100,000
100,000 100,000 50,000 5,000 255,000
200,000 250,000 100,000 10,000 16,000 565,000
1,950,000 950,000 750,000 70,000 20,000 3,740,000
3,740,000 sheets @ $35.50 per M ceeeeeess 8132,770.00

The charges against the several Federal Reserve Binks are as follows:

imbursable", and it is requested that your board cruse such indefinite appropri-

Boston = = = = = = - = = ~ - ~ $ 15,975.00
New York = = - = = = = - - - - 37,275.00
Philadelphia - - - -+ = = = - = 11,005,00
Cleveland =~ = = = = = = = = = 19,880.00
Richmond - - = = = - = = - - = 1,775.00
Chicago = = - = = - = - - - - 12,425.00
St. Louis - = - = =~ = = -« - - 1,775.00
Minneapolis =~ - - = = = - - = 3,550.00
Dallas = = = = = = = = = - = 9,052.50
San Fr:’mj_.s?g - == - - 20 ,0567.50

132,770.00

The Bureaou approprictions will be reimbursed in the above amount from the
indefinite appropriation "Prcprration and Issuc of Federal Reserve Notes, Re-

ation to be reimbursced in like amount.
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http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis

Respectfully,
S. R. Jacobs,

Deputy Commissioner.
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X-4948
FEDERAL RESERVE BOARD
STATEMENT FOR THE PRESS
For immediate release. September 12, 1927,

The Federal Reserve Board announces that it has approved an
application of the Federal Reserve Bank of Minneapolis for permission
to establish a rediscount rate of 3 1/2 per cent on all classes of

paper of all maturities, effective September 13, 1927,
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FEDERAL RESERVE BOARD

WASHINGTON

July 15, 1927,

Mr. E. W. Stearns,
Deputy Comptroller of the Currency,
Washington, D. C.

Dear Sir:

Receipt is acknowledged of your letter of June 7th
in which you request advice from the Board whether a national
bank located in Nebraska which has received permission from
the Board under the provisions of Section 1l(k) of the Federal
Reserve Act to exercise trust powers may exercise such powers
in Nebraska.

The Board is of the opinion that a national bank °*
located in Nebraska which has received permission from the .
Board to exercise truvst powers may exercise these powers in thet
State. The reasonsfor the Board's conclusion may be more
fully set out as follows:

Under tho provisions of Section 11(k) of the Federal
Reseorve Act as originally enactcd, the Federal Reoserve Board
was authorized

"To grant by special permit to national
banks epplying therefor, when not in contra-
vention of Statc or local law, the right to
act as trusteo, oxocutor, administrator, or
registrar of stocks and bonds under such rulcs
and regulations as the said board may prescribe.”

By an Act which took effect on Scptember 26, 1918,
Congress amonded Soction 11(k) of the Fedoral Reserve Act in
e mmber of particulars. Under the provisions of this Section
as amendod the Fedoral Resorve Board is authorized

"To grant by spocial permit to national
banks applying thorefor, when not in contrae-
vention of State or local lew, the right to

[ ]

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

vk
3
L

~

s 1

! A
b o

- 2 - X~-4949

act as trustoe, oxccutor, administrator,
rcgistrar of stocks and bonds, guardian of
estatcs, assignoe, recoiver, committec of
estates of lunatics, or in any other fiduciary
capacity in which State barnks, trust companies,
or other corporations which come into compe-
tition with national banks are permitted to act
under the laws of the State in which the national
bank is located.

"Whenever the laws of such State authorize
or permit the exercise of any or all of the fore-
going powers by State banks, trust companies, or
other corporations which compete with national
banks, the granting to and the exercise of such
powers by national banks shall not be deemed to
be in contravention of State or local law within

the meaning of this Act."

It has been contended that the provisions of Section 11(k)
above quoted are unconstitutional and that Congress had no suthority
to confer trust powers upon national banks. The Supreme Court of -
the United States, however, in the cases of First National Bank v.
Union Trust Companmy, 244 U. S. 416, and Burns National Bank v.
Duncan, 265 U, S. 17, has held that these provisions are constitu-
tional and that Congress did have the power to confer trust powers
upon national banks. In view of these decisions there can be no
doudt of the right of national banks to exercise trust powers. It
is only nocessary to determine whether the exercise of such powers
by a national bank in a particular State contravenes the laws of
that State.

Under the provisions of Section 11l(k) of the Federal Re-
serve Act, set out above, a national bank which has received per-
mission from the Board to exercise fiduciary powers may exercise
these powers if to do so is not in contravention of the laws
of the State in which the national bank is located. When Congress
originally enacted Section 11(k) of the Federal Reserve Act it did
not lay down any rule as to what should be deemed to be in "con-
travention of State or local law" and in the amendment of September
26, 1918, it only partially defined this phrase. It is obvious,
however, that if there is no law of the State which either ex-
pressly or by necessary implication forbids the exercise of trust
powers by a national bank, then the exercise of these powers by
a national bank would not contravene the laws of the State.

This construction of the provisions of Section 11(k) has
been upheld by the courtsg in a case which arose in Michigan prior
to the amendment of September 26, 1918, First National Bank v. Unio..
Trust Company, 159, N. W, 335. Under the lawe of Michigan, trust
companies were not permitted to engsge in the business of commercial

Federal Reserve Bank of St. Louis



banking, and commercial baniks organized under the laws of Michigan
were not authorized to transact the business of trust companies;

) but there was no statute in Michigen which either expressly or by
necessary implication prohibited national banks from exercising
fiduciary powers. A national bank was granted permission by the
Board to exercise trust powers and upon its undertaking to exer-
cise one of the powers granted to it a suit was instituted by the
Michigan authorities to test its right to so act. In this syit
it was contended that the oexercise of trust powers by national banks
was in contravention of the laws of Michigan, and that Section 11(Xk)
was unconstitutional. The Supreme Court of Michigan held that a
national bark should not be considered as acting in contravention
of State law in tho absence of some law of the State which prohibitel
national banks from exercising trust powers and that such national
bank was not acting in contravention of Statc law mercly because
that law placod certain requirements on State institutions exercisi.g
trust powers which were not appliceble to national banks. In its
consideration of this point the Supreme Court of Michigan at page
339 said:

"No statc law is contravened - opposed,
come into conflict with - because a corporation
exercises the indicated powers, nor by the act
of Congress creating national barks. The Legis-
lature has not declared that nmaticnal banks in
this state shall not have the right 'to act as
trustee, executor, administrator, or registrar
of stocks and bonds.! U. S. Comp. Stat. 1913,
Sec., 9794(k). And I do not find in Brother
BROOKE'S opinion reference to any state law that
will ‘be contravened if respondent contimues to
act in the indicated capacities. To say that
because the Legislature has required certain
things of a domestic corporation as a condition
to the exercise of the right, and cannot require
the samec or similar things from national barks,
therefore the exercise of the right by national
banks will be in contravention of state law, seems
to nme to be an unsound argument."

When tho Supreme Court of the United States congidered
the case of the First National Bank v. Union Trust Company, 244 U.L.
416, it was not necessary for it to deternine whether the exercisc
of trust powers by the national bark was in contravention of the
laws of Michigan but it a.ccepted the decision of the Supreme Court
of Michigan on this point.
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Since the decision of this case it has been clear that the Board
was authorized to grant fiduciary powers to national banks in any State
the laws of which did not either expressly or by necessary implication
forbid the exercise of trust powers by national banks. The Board has
been advised that there was no law of Nebraska which either oxpressly
or by necessary implication prohiblited national banks from exercising
trust powers in that State. Accordingly, the Board, as you know, has
granted to a number of national banks in Neobraska the right to oxercise
trust powers. The Board undorstands that at the present timc there is
no law of Nobraska which eithor oxpressly or by necessary implication
forbids a national bank to excrcise trust powers. The Board is, therefore,
of tho opinion that a national bank in Nobraska which has received per-
mipsion from the Board to exerciso trust powers may lawfully cxercisc such
powors., .

Tho Beard is furthor of the opinion that even if therc werc a
law of Nebraska which by its terms purported to forbid national banks to
exercise fiduciary powers, a national baink located in Nebraska which had
received permission from the Board would be legally entitled to exercise
the trust powers which Nebraska trust companies are authorized to exercise.

When section 11(k) of the Federal Reserve Act was emended by the
Ac.t of September 26, 1918, it was provided that whenever the laws of a .
State authorize or permit the exercise of any or all of the fiduciary
powers enumerated in section 11(k) by State baiks, trust companies, or
other corporations which commete with national banks, the granting to and
the exercise of such powers by national barks shall not be deemed to be
in contravention of the State law. Since the enactmont of the amendment
of Septembor 26, 1918, it has been quito generally rccognizod by the
Stato courts that national’ banks may lawfully transact a trust business
and that tho States can not dircctly or indircctly prevent them from do-
ing so if the Statc laws authorize the oxercise of trust powers by State
corporations which compote with national banks,

In Hamilton v. State, 110 Atl. 54, the Connccticut Supreme Court
of Brrors hold that, rcgardloss of State legislation forbidding tho ex-
ercisc of trust powers by national banks or tho absonce of State legis-
lation oxprossly sanctioning the oxercise of such powers by them, nation-
al banks having tho necossary permit from tho Fedoral Rosorve Board nay
act in any fiduciary capacities in which competing State corporations
are authorized to act by State law. See also Carpenter v. Aduidneck
National Bank, 46 R. I. 152, 125 Atl. 358; In re Turner's Estate, 227
- Pa. 110, 120 Atl. 701; Stanchfield's Estate, 171 Wisc. 553, 178 N. W.
310; Re hkiollineaux, 179 N. Y. S. 90; and Fidelity National Bark and
Trust Corpany v. Enright, 264 Fed. 236.

-

The right of national banks to exercise trust powers in a State
in which competing State corporations are authorized to exercise such
powers regardless of whether or not the State law by its terms prohibits
the exercise of such powers by national banks has also beefy. déefinitely
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determined by the Supreme Court of the United States. In the case ¢f
State of Missouri, ex rel Burnes National Bank v. Duncan, 265 U. S.

17, the Burnes National Bank of St. .Joseph, Missouri, was appointed
executor under the will of a citizen of liissouri. The Bank applied

to the Probate Court for letters testamentary btut was denied ap-
pointment on the ground that by the laws of Missouri national banks
‘were not authorized to act as executors. Thereupon the national bank
applied to the Supreme Court of the State for a writ of mandamus cop-
pelling the Probate Court to eppoint the national bank as executor.

The Supreme Court of Missouri ruled that the Probate Court could not

be compelled to appoint the national bank executor. An appeal was
taken to the Supreme Court of the United States which reversed the judg-
ment of the Supreme Court of liissouri and held that the national bapk
mst be appointed executor regardless of the provisions of the Nissouri
law. In so holding, the Supreme Court of the United States said:

"By the Act of September 26, 1918, c. 177, sec. 2, 40
Stat. 967, 968, amending sec. 11(k) of the Federal Reserve Act,
the Federal Reserve Board was empowered 'To grant by special
permit to national banks applying therefor, when not in
contravention of State or local law, the right to act as
trustee, executor, administrator . . . or in any other fiduc-
iary capacity in which State banks, trust companies, or other
corporations which come into competition with national banks
are permitted to act under the laws of the State in which the
national benlk is located.! If the section stopped there the
decision of the State Court might be final, but it adds the
following paragraph, 'Whenever the laws of such State authorize
or permit the exercise of any or all of the foregoing powers
by State banks, trust companies, or other corporations which
compete with national bgnks, the granting to and the exercise
of such powers by national banks shall not be deemed to be in
contravention of State or local law within the meaning of
this Act.! This says in a roundabout and polite but un-
mistakable way that whatever may be the state law, national
banks having the permit of the Federal Reserve Board may act
as executors 1f trust companies competing with them have
that power. The relator has the permit, competing trust
companies can act as executors in Missouri, the immortance
of the power to the sustaining of competition in the bank-
‘ing business is so well known and has been explained so fully
heretofore that it does not need to be emphasized, and thus
the noked question presented is whether Congress had the
power t0 do what it tried to do.
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"The question is pretty nearly answered by the decision
and fully answered by the reasoning in First National Bank
of Bay City v. Fellows, 244 U. S. 416. That case was de-
cided before the amendment to the Federal Reserve Act that
we have quoted and came here on the single issue of the
power of Congress when the state law was not contravened.
It was held that the power 'was to be tested by the right
to create the hank and the authority to attach to it that
which was relevant in the judgment of Congress to make the
business of the bank successful.' 244 U. S. 420. The
pover was asserted and it was added that 'this excluded the
power of the State in such case, although it might possess
in a general sense authority to regulate such business, to
use that authority to prohibit such business from being

-united by Congress with the banking function.! 244 U, S. 425.

How that Congress has expressed its paramount will this
language is more &pposite than ever. The States cannot
use their most characteristic powers to reach unconstitu-
tional results. Western Union Telegreph Co. v. Kansas,
216 U, S, 1, Pullnan Co. v. Kansas, 216 U, S. 56. Western
Union Telegraph Co, v. Foster, 247 U. S. 105, 114. There
is nothing over which a State has more exclusive authority
than the jurisdiction of its courts, but it cannot escape
its constitutional obligations by the device of denying
Jurisdiction to courts otherwise competent. Kenney v. Su-
preme Lodge of the World, 252 U. S. 411, 415. So here-

the State cannot lay hold of its general control of admin-
istration to deprive national banks of their powers to
compete that Congress is authorized to sustain.

"The fact that liissouri has regulations to secure the
safety of trust funds in the hands of its trust companies
does not affect the case. The power given by the act of
Congress purports to be general and independent of that
circumstance and the act provides its own safeguards. The
authority of Congressis equally independent, as otherwise
the State could make it mugatory. Since the decision in
First National Bank of Bay City v. Fellows, 244 U, S. 416,
it generally has been recognized that the law now is as
the relator contends. Turner's Estate, 277 Pa. St. 110,
116. Estate of Stanchfield, 171 Wis. 553. Hamilton v.
State, 94 Conn. 648, People v. Russel, 283 Ill, 520, 524.
In re Mollineaux, 179 N. Y. S.90, Fidelity National Bank
& Trust Co, v. Enright, 264 Fed. 236."
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The Board understands that trust companies organized
under the provisions of the laws of Nebraska are authorized to
exercise certain emumerated fiduclary powers and are forbidden
to do a banking business as defined by the laws of Nebraska.

It appears, however, that under the provisions of section 8068

of the Compiled Statutes of Nebraska of 1922 these trust corpanies
are authorized to loan money upon real estate and upon collateral
security. National banks are authorized to make similar loans
and, therefore, Nebraska trust companies are competitors of
national banks to this extent. The Board is accordingly of the
opinion that in view of the provisions of section 11(k) of the -
Federal Reserve Act and the decision of the Supreme Court of the
United States in the Burnes National Bank case, it 1s clear that
even if there were a Nebraska law which by its terms prohibited
national banks from exercising trust powers a national bank located
in Nebraska which had received mermission from the Board would be
legally entitled to exercise the trust powers that Nebraska trust
companies are authorized to exercise.

Sunning up briefly the conclusions of the Board it may be
stated that the Board is of the opinion that since it appears that
there is no law in the State of Nebraska which either expressly or
by necessary implication forbids national banks to exercise trust
powers in that State a national bank which has received permission
from the Board to 40 so may exercise trust powers in Nebraska.

The Board is further of the opinion that even if there were a Ne-
braskza law which by its terms prohibited national banks from ex-
ercising trust powers in that State a natlonal bank located in
Nebraska which has received permission from the Board would be
entitled to exercise the trust powers that Nebraska trust companies
are authorized to exercise.

N

Very truly yours,

(s) D. R, Crissinger,
Governor,
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FEDERAL RESERVE BOARD x-4951

WASHINGTON

o,

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD September 16, 1927.

SUBJECT: Expense, Main Line, Leased Wire System,
August, 1927.

Dear Sir:

Enclosed herewith you will find two mimeo-
graph statements, X-U4951-a and X-U951-b, covering in
detail operations of the main line, Leased Wire Sys-
tem, during the month of August, 1927.

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 Re-
serve Board, Special Fund", Leased Wire System, send-
ing duplicate ¢/T to the Federal Reserve Board.

Yours very truly,

Fiscal Agent.

Bnclosures.

TO GOVERNORS OF ALL F. R. BANKS EXCEPT CHICAGO.
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X-495F—a

REEORT STCWING CLASSIFICATION AND NUMBER OF WORDS TRANSMITTED OVEHR %415 LINE

OF THE FEDERAL RESERVE LEASED WIRE SYSTEM FOR THE MONTH OF AUGUST, 1927.

Words sent

by New York

Business chargeable Treasury War Finance Net Federal Per cent of

reported  to other Department Corporation Reserve Bank  total bank

From by banks F. R. Banks(1) Total Business Business Business Business(*)
Boston 32,082 3,018 35,100 3,792 - 31,308 3.64
Tew York 139,197 - 139,197 7,083 - 132,114 15.34
Priladelphia 40,967 2,0k 43,371 3,406 - 39,965 4. 64
Cieveland 80,098 3,383 83,481 3,524 - 79,957 9.28
Hichmond 47,688 4,163 51,851 3,234 - 4g, 617 5.64
Atlanta 60,115 5,642 65,757 3,958 - 61,799 7.18
Chicago 106, 793 3,774 110,567 6,251 - 104,316 12.11
St. Louis 79,176 3,812 82,988 4,20 - 78,787 9.15
Minneapolis 33,100 3,639 36,739 2,343 - 34,396 3.99
Kansas City 77,886 ,712 81,598 4,619 - 76,979 8.94
Dallas 64,910 ,889 69, 799 2,456 - 67,343 7.82
San Francisco 107,781 3,672 111,453 5,766 - 105, 687 12.27
Total 869,793 42,108 911,931 50,632 - 861,26§ 100,00

Board 323,148 33,894 289,25
1,235,049 84,527 1,150,522
100,00% 6.84% 93.16%

(*) These percentages used in calculating the pro rata share of leased wire expense as shown on the

accompanying statement (X-U951-b).

(1) Number of words sent by New York to other F. R. Banks for their sole benefit charged to banks

indicated in accordance with action taken at Governors' Conference November 2 -
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RETORT OF EXPENSE MAIN LINE
FEDERAL RESERVE LEASED WIRE SYSTEM, AUGUST, 1927
Pro Rata Payable to
Share of Federal
Operators! Operators! Wire Total Total Reserve
Name of Bank Salaries Overtime Rental Txpenses Exnenses Credits Board
Boston $260.00 - - $260.00 $78L4.21 $260.00 $52l. 21
New York 1,136.97 - - 1,136.97 3,304.88 1,136.97 2,167.91
Philadelvhis, 225.00 - - 225.00 999.65 225.00 774.65
Cleveland 296.66 - - 296.66 1,999.30 296.66  1,702.64
Richmond 190.00 - - 190.00 1,215.09 190.00 1,229.76(&)
Atlanta 270.00 - - 270.00 1,5u6.87 270.00 1,276.87
Chicago 4,085.26(#) - - 4,085.2 2,609.00 4,085.26  1,476.26(*)
St. Louis 205.00 - - 205.00 1,971.29 205.00 1,766.29
Minneapolis 207.98 - - 207.98 859, 61 207.98 651.63
Kansas City 275.64 - - 275.64 1,926.05 275.6u 1,650.41
Dallas 251.00 - - 251,00 1,684,75 25%.00 1,433.75
San Francisco 370,00 - - 370.00 2,643.47 370.00 2,273.”7
Federal Reserve Bonrd - - - $15,353.48  15,353.48 ~ -
Total $7,773.51 - $15,353.48 $23,126.99 $21,54k.17  $7,773.51 $15, u51 59
1,582.82(a) ~1,476.26(b)
#21,50.17 $13.975.33
(&) Includes $204,67 for branch line business transmitted over main line circuit.
(#) 1Includes salaries of Washlngton operators.
(*) Credit.
(2) Received $1,582.82 from Treasury Department covering business for the month of August, 1927.
(b) Amount reimbursable to Chicago.
e
bt
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FEDERAL RESERVE BOARD i
X-4952

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO ) se.o temb er 19 . 1927 .
THE FEDERAL RESERVE BOARD -~

SUBJECT: Holidays during October, 1927.

Dear Sir:

On Wednesday, October 12th, there will be neither
Gold Settlement Fund nor Federal Reserve note clearing on ac-
count of the observance of Columbus Day, and the books of the
Federal Reserve Board's Gold Settlement Division will be closed.

For your information, the offices of the Board and
the following banks and branches will be open for business as

usual:
Richmond St. Louis
' Little Rock

Atlanta Memphis
Birmingham

Nashville Minneapolis
Jacksonville

' Kansas City

Detroit Denver

Oklahoma City
In addition to the holiday mentioned above, the follow-
ing branches of the Federal Reserve Bank of Atlanta will be closed
on the dates specified:

Tuesday  October 11 Birmingham Fraternal Day
Friday October 14 Jacksonville Farmers'! Day

Kindly notify Branches.

Very truly yours,

Js Ce Noell,
Assistant Secretary.

TO GOVERNORS OF ALL F.R.BANKS.

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



FEDERAL RESERVE BOARD | a9

WASHINGTON

ek
EETN

el

e

ADDRESS OFFICIAL CORRESPONDENCE TO
‘THE FEDERAL RESERVE BOARD

X-4954

September 20, 1927.

SUBJECT: Holiday, Detroit Branch,
Tuesday, October 1lth.

Dear Sir:

Sudnlementing our letter X-4952 of September
12, 1927, subject, "Holidays during October" the
Board is now advised that the Detroit Branch of the
Federal Reserve Bank of Chicago will be closed on
Tuesday, October 1llth, Primary Election Day in Detroit,
and will not participate in either the Gold Settlement
Fund or the Federal Reserve mte clearing of that date.

Please include your credits of October 1lth for
Detroit Branch with those of Thursday, October 13th,
in the Gold Fund Clearing.

Kindly notify branches.

Very truly yours,

J. C. Yoell,
Assistant Secretary.

TO GOVERNORS OF ALL F.R.BANKS.
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X-L955
FEDERAL RESERVE BOARD
STATEMENT FOR THR PRESS
For immediate release. September 20, 1927.

CONDITION OF THE ACCEPTANC® MARKET
August 18, 1927 to September 1lu, 1927

‘The New York acceptance market was somewhat more active during the last
half of August and the first half of Sevtember than during the preceding re-
porting period, as indicated by an increase in both the purchases and‘sales
of dealers. Bills bought were based chiefly on importsiof silk, coffee, and
sugar, exports of cotton, and storage of cotton, sugar, and tobacco. Market
sales of longer bills were made chiefly to banks for the account of foreign
purch=8ers, but there was a good local demand for the shorter maturities.
Sales to the reserve bank, though larger then in Jﬁly, were in moderate vol-
ume and dealers' portfolios remained near the high levels reached in the
middle of August. A reduction in the buying rate on 30 day bilis at the
reserve bank on August 22 was followed by =a corresmondinz reducticn in mar-
ket rates. The following table shows the merket rates on bills of various

maturities at the beginning and end of the reporting peried,

‘Acceptance Rates in the New York Market

August 18 September 1L
Maturity Bid Asked Bid Asked
30 days 3% 3-1/8 3-1/8 3
60 days 3% - 3-1/8 3% 3-1/8
90 deys 3 3-1/8 3 3-1/8
120 days 3-3/8 % 3-3/8 3%-
180 days 3-5/8 $ 3% | 3-5/8 33
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FEDERAL RESERVE BOARD

X-l95
WASHINGTON o7

ADDRESS CFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

September 2%, 1927.

SURJECT: Tovoic for Governors! Confercnce.

Dear Sir:

Under datc of Junc 24, 1927 (X-4887), the
Federal Reserve Board advised the Governors of all
Federal reserve banks that it was not in harmony with
the view exvressed by the Governors' Conference held
last Soring that "in principole, the Federal Reserve
Banks should be reimbursed for services performed for
Government agencies other than the Treasury, when the
exvense involved is sufficient to justify the banks
asking for reimbursement".

In acknowledging the Board's letter, the
Governor of the Federal Reserve Zank of Philadelphia,
who had acted as a committee of one for the conference
in connection with the matter referred to, suggested
that the gquestion might be given further consideration
at the next conference. The Board concurred with this
suggestion and accordingly the question of reimbursement
of the Federal rescrve banks for expcnses of services
rendered for Government agencies is resubmitted for fur-

ther discussion at the time of the forthcominz conference.

Very truly yours,

Edmund Platt,
Vice Governor.

TO Lil7 GOVERNORS ®XCWPT PHILADELP™IA.
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FEDERAL RESERVE BOARD 148

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD X-4958

Digitized for FRASER

September 23, 1927.

SUBJECT: Topic.for Governors! Conference.

Dear Sir:

The Federal Advisory Council at a meeting held
on September 17, 1926, called attention to the fact that
the various Federal reserve banks have different practices
and requirements as to the form and character of credit
statements, and exoressed the opinion that the require-
ments and statements should be standardized. This recom-
mendation was discussed at the Governors' Conference fol-
lowing the Council mecting but no action was taken nor was
the matter referrcd to any committee for remort at a later
conference.

The Federal Advisory Council at its last meeting
renewed its recomnendation and the Xzard would like to have
the question again considered by the Governors! Conference
and to receive a recommendation as to the advisability of
attempting uwniformity in the matter of credit statements.

Very truly yours,
Edmund Platt,
Vice Governor.

To the Governors of all
Federal reserve banks.
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__ FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO a
THE FEDERAL RESERVE BOARD X-4 59

Digitized for FRASER
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Sentember 23, 1927.

SUBJECT: Topic for Governors' Conference.

Dear Sir:

The Board has received from one of the Federal
reserve banks and has voted to refer to the forthcoming
Conference of Governors and Federal Resarve Agents, an
inquiry as to whether deposits in member banks by build-
ing and loan ascociations and mutual savings banks should
be classed as amounts "Due to Banks", within the meaning
of Section 19 of the Federal Reserve Act, or should bte
élassed as demand or time demosits, against which amounts
"Due from Banks" can not be avovlied in arriving at the
basis for ascertaining required reserves. The Board would
like to be advised whether in the oninion of the fovernors!
Confrrence the same rule should be extended to include
devosits in mcomber banks by cooperative banks, credit
unions and Morris Plan banks. '

Very truly yours,

Edmund Platt,
Viec Sovernor,

To the Governors of all
Federal reserve banks.

Federal Reserve Bank of St. Louis
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STATEMENT FOR THE PRESS

For release in Morning Papers,
Wednesday, September 28, 1927,

The following is a summary of general business and
financial conditions throughout the several Federal
Reserve Districts, based won statistics for the
months of August and September, as contained in the
forthcoming issue of the Federal Reserve Bulletin.

Industrial production increased in August, reflecting a growth in the outpat
of mines, and the distribution of commodities, both at wholesale and at retail, in-
creased by more than the usual seasonal amount. The general level of wholesale
commodity prices rose about one per cent, owing chiefly to advances in the prices
of farm »roducts.

Production.

Production of anthracite and bituminous coal, which showed a considerable de-
cline earlier in the season, increased sharply in August and the early weeks of
September, and this rise was reflected in an advance in the Board's index of mineral
output from 98 per cent of the 1923-1925 average in July, to 106 per cent in August.
The index of manufactures as a whole showed practically no change for the month.

The iron and steel industry confinued during August and Scptomber with little change
in demand or in production, and the vutput of newsprint, lumber, and ccment showed
only customary seasonal changes in Auguét. Consumption of cotton remaincd unusually
large for this season of the yecar, and there was an incrcase in the production of
automobiles, which, howevor, remained below thz output of August of last year. Out-
put of shoes and rubber tircs incrcerscd from July to August by less than the cus-
tomary seasonal emount. Factory .mloy.at was in practically the same volume in
Angﬁst as in July, and both employment and production were smaller than a year ago.
The volume of huilding coﬁtracts awarded in August was smaller than in August, 1926,
which‘;as a month of unusually large awards. The largest decreases, as compared

with last year, were in the Boston, New York, and Chicago Federal reserve distric...
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In the first half of September awards were in practicslly the same volume as in the
corresponding nmeriod of last yecr.

The Department of Agriculture's estimate of cor: »roduction on the tasis of
Septe@ber 1 condition was 2,457,000,000 bushels, compared with 2,647,000,000 har-
vested in 1926. Tae total yield of whent is expected to be somewhat larger than a
vear ago. The forecast of the ;ield of cotton was 12,692,000 bales, representing
a reduction of 800,000 bales from the August estimote an2§over 5,000,000 bales
from last year's crop.

Trade.

Distribution of merchandise at wholesalec and retail incrensed more-than is
usual in August, and sales were generally larger thon in August of last year.

Sales of wholecsale firms in most leading lines were larger than a year ago. In-
ventories of department stores showed less than the usual seasonal incrzaasc in
August ond ot the end of the month were in about the same dollar #olumec ns o year
ago. Stocks carried by wholesale firms contimied in August generally smaller
than last year.

Freight car loadings of nearly all types of commodities imcreased considerably
in Augast ond the early part of September, but, with thq exception of grains ond
miscellaneous products, loadingg for all groups continued in smaller volume than in

he samc period of last year.
Prices.

Wholesale commodity nriccs, ~s mensurcd by thc index of the Burcaw of Labor
Stqtistics, increased from 145 in July to 147 in August. There were lorge in-
crenses in the prices of farm products and of clothing mnterials, whilc most of the
other groups showed only slight changes. The =rice of raw cotton advanced from
17 1/2 cents a pound on August 1 to over 23 cents on September 8, but since that
date has declined by about three ceats a pound. Prices of cotton goods, cattle,

Digitized figp83EANd sugar also increased during August and the first three wecks of September,
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while those of grainsdeclined; roceatly there have been reductions in the prices
\

of some iron and stocl products.
Bank Credit.

\ Total loans and investments of mcmber banks in leading citics between August
17 ond Scptember 21 increased by $400,000,000 to the largest figure on rccord.
There were increngses in loans on sccurities and in investments =2s well as the usual
sergounel growth in loans for agricultural and commercial purmoses.

The volume of rescerve bank credit increassed during the month cnding September

21, roflccting the scasonnl growtl iz the deomand for current and on export of gold.
The inerersc was satirely in phc holdirngs of acceptances and United Staécs sccuri-
tics, ~s therc was littlc change in the discounts for momber banks.

JIn tho opon money markets, ratcs on sccurity loans incrensed slightly during
Scpteaver, while rates on comzercicl paper ~nd 90-day bankers' accoptonces renained
nchanged at thce lowest levels of the year. Discount rates at the Federal resecrve

bonks of Philadclphia, Caicago, San Froacisco, and Minncapolis were rcduced during

Scotomber frow 4 to 3 1/2 per cont, thc rote preovailing in the other cight districts,
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

X-4961

September 28, 1927.

SUBJECT: Election of Class "A" and "B" Directors.

Dear Sir:

This will confirm the telegram sent you yesterday,
advising that the Federal Reserve Board has designated
November 15, 1927, as the date for ovening the polls in
the forthcoming elections of Class "A" and "B" directors,
and advising also that no change has been made in the
group classifications which for the past several years
have governed in these electioas.

Very truly yours,

Walter L. Eddy,
Secretary.

To the Chairmen of all
Federal Reserve Banks.
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO X-4963
THE FEDERAL RESERVE BOARD

September 29, 1927.

SUBJECT: Amendment to Election Procedure,

Dear Sir:

The election procedure adopted with the approval of
ne Federal Reserve Board following the conference of Federal
Reserve Agents last year, provides among other things that fol-
lowing the election the Chairmen of the Federal reserve banks
shall notify each member bank whose ballot was invalidated of
the reason for such rejection. This procedure would be possible
in the case of member banks whose ballots are invalidated because
of errors in thoir certificates authorizing cegtain officers to
cast the ballots. Howcver, it has been called to the attention
of the Board that it would be impracticable to advise all banks
whose ballots wersc invalidated for the reason that many such bal-
lots would be rendered illegal becausc of the failure of the member
bank casting the ballot to rroperly indicatc its choice of cdandi-
dates, which fact would not be discovered, of course, until the
ovening of the sealed ballots, at which time it would be impossible
to determine the name of the voting bank. Accordiangly, the Board
has voted to revoke this particular requirement of the election
procedure and to suggest instead that the Chairmon of each Federal
reserve bank, following the election, address a general letter to
all voting member banks stating that due to the secrecy of the bal-
lot, it is impossible to tell who cast the respective ballots which
under the law could not be counted, on account of their being in-
correctly marked, and indicating the number of ballots which were
not counted and some of the reazsons for their being declared in-
valid, ’

Question has also been raised as to the authority of
the Chairmen to edit biographical sketches of nominees, which,
under the election procedure, are to be secured from the nominees
themselves. In the absence of such editorial power, there would
undoubtedly be a great and undesirable lack of uniformity in the
length of the statements and in the material included. It is the
opinion of the Board that the Chairmen of the Federal reserve banks
should be given editorial power in connection with these biographical
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sketches and it would appear to be proper for the Chairmen to
advise the nominees that the sketches they are requested to
furnish should be limited to a certain number of words and
should follow a suggested outline.

Very truly yours,

Edmund Platt,

Acting Governor.

TO ALL CHAIRMEN.
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IN THE SUPREME COURT OF THE STATE OF UTAH.

Chicago, lilwaukee &

St. Paul Railway Co. . Dey, Hoppaugh, Mark & Johnson,
Apvellant, Salt Lake City, Utah,
Attorneys for Appellant,
Ve
Albert C. Agnew,
Federal Reserve Bank San Francisco, California,
of San Francisco Pierce, Critchlow & Marr,

Respondent. Salt Lake City, Utah,
Attorneys for Respondent.

GIDEON, J.

The Chicago, Milwaukee & St. Paul Railway Co. instituted this action
against defendant Federal Reserve Bank of San Francisco in the District Court
of Salt Lake County to recover the sum of $459.99 alleged to be the amount of a
check drawn to its order upon the Citizens State Bank of Buhl, Idaho. The case
was tried to the court sitting without a jury and resulted in a judgment in fa-
vor of defendant. From that judgment this appeal is prosecuted.

A stipulation of facts was entered into v the parties. Testimony
was given on issues not covered by the stipulation. There is, however, little,
if any, dispute as to the facts. The court made findings on all material issues
presented by the pleadings.

By the assignment of errors certain findings of the court are assailed
as being contrary to the evidence and also contrary to and inconsistent with
other facts found by the court. The main contention of plaintiff, however, is
that the judgment of the cour{ is not supported by the findings but is contrary

~ thereto. :

From the court's findings the following facts appear:

That on November 17, 1921, at Tomah, in the State of Wisconsin, plain-
tiff received from one E. E. Beeman of Buhl, Idaho, a check in the sum named
drawn on the Citizens State Bank of Buhl; that the check was endorsed in blank
by plaintiff and deposited in the Bank of Tomah; that on the date when deposited
the amount of the check was credited to plaintiff's account and a draft drawn in
fayor of plaintiff on the Tomah bank's correspondent in Chicago; that in due
course the check was forwarded by the bank at Tomah to the Marine National Bank
of Milwaukee, for collection and remittance: that the Milwaukee bank forwarded
the check to defendant, Federal Reserve Bank of San Francisco, Salt Lake City
branch, for collection and credit; that on November 25, 1921, defendant received
the check and forwarded it direct to the Citizens State Bank of Buhl, the drawee
bank, for collection and remittance; that the check was received by the drawee
‘bank on November 25th and was charged to the account of the drawer, Mr. Beeman;
that the check was marked paid and thereafter the cancelled check was delivered
to the drawer and the amount of the check charged to his account; that the Cit-
izens State Bank of Buhl, on the date of the receipt of the check, issued and
mailed to defendant at Salt Lake City a draft upon its correspondent, the First

D@mKMﬂ§?§}&§§l Bank of Twin Falls, Idaho, in payment of this particular check and
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other items sent to it by defendant, that the draft was received by defendant

at Salt Lake City and was, in regular course, forwarded to the First National
Bank of Twin Falls, and the same was received by the last named bank on December
2nd; that the Citizens State Bank of Buhl had been closed by the Commissioner of
Finance of the State of Idaho and did not open for business on December 2, 1921;
that the First National Bank of Twin Falls refused payment and the draft was re-
turned to defendant; that thereupon defendant charged the amount of the check,
through the Federal Reserve Bank of Chicago, against the account of the Marine
National Bank of Milwaukee and that bank in turn charged the amount of the check
against the Bank of Tomah and the last named bank charged plaintiff's account
with the amount; that the Bank of Tomah, in accepting said check from the plain-
tiff, did so under the following agreement; "This bank in receiving out of town
checks and other collections acts only as your agent and does not assume any re-
sponsibility beyond due diligence on its part the same as on its own paper;"
that the Marine National Bank in accepting said check from the Bank of Tomah
did so under the following agreement: "In accepting items payable outside of
Milwauxee this bank acts only as your agent and beyond due diligence assumes no
responsibility until final returns are received. The right is reserved to for-
ward items direct to drawee bank." Other findings of the court will be noted

in the course of this opinion,

Two grounds of negligence are relied upon by plaintiff as stated in
its brief: "(1) That the defendant sent the check direct to the drawee bank for
collection; (2) that it accepted in absolute payment of said check something
other than cash, to wit, a draft drawn upon snother bank, and by so doing it
made that draft its own, became responsible for the amount thereof, and assumed
all risk of collection of that draft."

In the briefs both parties have discussed the right of plaintiff to
maintain this action against defendant. The contention of defendant is that
there is no privy of contract shown between plaintiff and defendant and hence
no basis for any complaint against it for negligence. It is plaintiff's conten-
tion, and that is the theory upon which the suit was instituted, that the negli-
gence resulting in the loss was thy negligence of its agent, the defendant, and
hence the defendant is liable for amy negligence which resulted in loss to »plain-
tiff.

It is conceded by both partjes that the authorities are not uniform
respecting this particular questlon. ' There are two lines of authorities rec-
ognized by the parties referred to in the cases cited. One is known as the
New York rule and the other as the ngsachusetts rule. The federal cases fol-
low the New York rule.

The Circuit Court of Appeals, Eighth Circuit, in First National Bank
of Denver v. Federal Reserve Bank of Kansas City, Mo., 6 F(2d4), at page 341, has
this to say respecting these two lines of authority:

"There exist two rules among the state courts touching the
responsibility of banks undertaking collections at a distance. One,

. known as the New York rule, is that, where a bank undertakes to col-
lect a check or other bill of exchange, it is liable for neglect of
duty in its collection arising from the default either of its own
officers or any subagent employed to assist in collecting the paper,
in the absence of contract or statute varying such liability. The

Digitized for FRASPhET Tule, known as the Massachusetts rule, is that the initial bank
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is liable only for the selection of a suitable local agent with whom
to entrust the collection and for the transmission of the paner to
such agent with prover . instructions."

The trial court overruled defendant's argument on this phase of the
case by denying its motion for nonsuit and by overruling its demurrer. Whether
the court based its findings upon the allegations of the facts respecting the
conditions under which the Bank of Tomah received the check in controversy for
collection or by reason of the rule of law announced in the decision of the Su~

preme Court of Wisconsin, or upon other grounds, does not apoear in the record.

It only appears that the court overruled the contentions of defendant in that re-
gard. We are not called upon to, neither do we in this opinion, determine whether
the so-called New York rule or the so-called Massachusetts rule should become the
law of this jurisdiction. Nor are we deétcr:ininzwhether the conditions upon
which the initial bank received the check for collection would import into the
contract between the parties the duties imposed by the so-called Massachusetts
rule. Concededly the trial court had Jurlsdlctlon of the parties and of the
subject-matter involved in this controversy. Hence any ruling of the trial court
would not involve the question of jurisdiction. Naturally, plaintiff is not com-
plaining of the court's rulings either with respect to the overruling of the
demurrer or the denial of the motion for nonsuit. Those rulings were in plain-
tiff's favor. Defendant has assigned no cross-errors, nor is there any error
assigned in any way with respect to the rulings on the demurrer and on the motion
for nonsuit. For the defendant to have had the rulings of the court in overrul-
ing the demurrer and denying the motion for nonsuit reviewed it should have as-
signed cross-errors. Otherwise this court has no authority to review such
rulings.

Plaintiff in the main relies on the generally accepted rule that a
collecting agent is without authority to accept for the debt of his principal
anything other than that which the law declares to be legal tender. Such is the
rule announced by the great weight of authority, if not by universal authority.
The authorities, however, all recognize that this generally accepted rule may be
changed or modified either by contract or by some general usage or custom pre-
vailing in the community where the collection is made. That is to say, the
authorities recognize that the general rule or custom is incorporated into the
contract by which the agent assumes and undertakes to perform the duties required
of him, :

It is insisted that the defendant bank received a perfectly good checl:
made payable to the plaintiff and surrendered it to the drawee bank without re-
ceiving legal tender or any substitute or other paper from which legal terder
could be realized. Numerous authorities are cited and quoted from by plaintiff
‘announcing and adhering to the general rule, namely, that it is the duty of a
bank or other collecting agent to take in return for a check or other paper en-
trusted to it for collection only what the law declares to be legal tender.

It is alleged in the answer ag an affirmative defense, and the court
found, that under a regulation issued by the Federal Reserve Board having gen-
eral control over Federal reserve banks, it is not negligence for a Federal re-
serve bank, such as defendant, to forward a check or other negotiable instrument
direct to the drawee bank for collection and remittance. The undisputed testi-
mony is that that was the universal custom in Utah and Idaho prior to and since
the adoption of the regulation issued by the Federal Reserve Board. The exist-

Digitized €NG@ @ this regulation controlling Federal reserve banks and the uniform custom’
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of banks in this and adjoining states is not seriously controverted by plaintif?,
but it is contehded that by reason of the failure of a number of bvanks in Idaho
and the general weakness of the banks in that state at this particular time it
was negligence on the part of the defendant, regardless of the custom and re-
gardless of the regulations prescribed for the control of banks such as defend-
ant. We shall refer later to this claim of plaintiff.

The weight of authority, while recognizing the rule of law contended
for by plaintiff respecting the duty of a collecting bank, in considering and
determining the negligence of such banks also recognizes that if a collecting
bank follows an established reasonable custom or usage of banks in the locality
where the collecting bank is situated, in the absence of contract or special
instructions such collecting bank is not chargeable with negligence. In that
regard the trial court in substance found that at the date of the dejosit and
of forwarding the check to defendant bank it was and prior thereto had been
the usage and custom of Federal reserve banks, including the defendant, to for-
ward checks for collection and remittance direct to the banks wdon which/gﬁgéks
were drawn and to receive in payment either money or exchange subject to payment
drawn by the bank or banks on which the checiks were drawn, at the option of the
drawee bank. The trial court also found that this practice and custom is and
was uniform and continuous and consistent with the best banking practices and
necessary and reasonable in the collection of exchange. at par in the volume
and to the extent that Federal banks are required to handle business in
carrying on and conducting the rormal bvanking transactions of the United States;
also that such custom and practice was well known to and recognized by.the banks
of the country and by the Bank of Tomah and by the Marine National Bank of Mil-
waukee in particular. The further finding is made that at the time the defen-
dant received the check in question, and for a long time prior thereto, the de-
fendant held out and represented to the public and to remitting banks that it
would receive for collection and undertake to collect checks only upon the con-
dition, among others, that the remitting bank authorizes the defendant and its
subagents to forward such checks djrect to the banks on which the same were
drawn and that the remitting banky assumed all responsibility or liability oc-
casioned by or as a result of such direct routing of checks and that the remit-
ting banks authorized the defendant to charge back any item for which it did
20t receive final payment; also that at the time the check in question was for-
varded to the defendant by the Milwaukee bank the conditions upon which the de-
fendant agreed to receive the check for collection were well kmown to the Marine
National Bank and were accepted by it as the conditions and terms upon which the
defendant agreed and undertook the collection of such check. The 234, 24th,
25th and 26th findings of the court are as follows:

23. "That at the time of the transactions herein referred
to and for a long time prior thereto it was and has been and is naow
the custom and »ractice of all banks and bankers in the states of
Utah and Idaho to issue and accept in settlement of collection items
forwarded to or received by them from banks in other cities or towns
exchange upon correspondent banks and that the plaintiff's agents in
forwarding the check referred to herein to the defendant for collec-
tion did so with full kmowledge and notice of the existence of such
custom and practice. That said practice and custom was and is
uniform and continuous and consistent with the best banking prac-
tices and was and is necessary and reasonable in the collection of
exchange in the volume and to the extent that commercial banks are
required to handle such business in the dispatch of the normal com-

mercial and banking transactions of the states of Utah and Idaho.
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24, "That at the time defendant received said check for col- ~ar
iection it had knowledge that vanks in southern Idaho, and -articu- .ii}ig
larly the banks at Buhl, Idaho, and vicinity, were in an extended
condition, and that fifteen banks had already failed in Idaho, in
1921.

25. "That at the time defendant received said check for
collection defendant knew that an unusual and unprecedented situa-
tion existed in Idaho with respect to the financial condition of
banks doing business therein, which financial condition threatened
the solvency of said bhanks.

26. "That the Citizens State Bank of Buhl was not a member
bank of the Federal Reserve system and that the defendant had not
examined said bank and had under the law no right to examine said
bank and that the defendant had no direct or personal knowledge of
its condition; or any knowledge other than of the condition of banks
in Idsho generally."

Tnese findings of the court are amply supported by the testimony in
the record. It would serve no good purpose to review the testimony, especially
in view of the fact that the testimony offered by the defendant in that regard
is not disputed by any testimony on the vart of the plaintiff.

The third and fourth headnotes, which reflect the opinion of the
court, to Svokane Valley State Bank v. lutes, 233 Pac. 308, are:

"Where thg evidence showed that there was a general custom
among banks to send draft :for collection through federal reserve
banks rather than directly to the bank upon which it was drawn,
neld that owner of certificate of deposit was bound thereby,
although such custom was not known to him at the time he placed
certificate with bank for collection.®

"Acceptance of a ﬁraft instead of cash, in exchange for cer-
tificate of deposit, §id not constitute negligence, where evidence
showed that it was cugtom of banks to make remittance by draft and
not by shipment of cagh."

In Morse on Banks and Banking, 5th Ed. Sec. 220, in discussing
"What Law and Usage Shall Govern Collection," it is said:

"The collecting bank must be governed in all matters con-
cerning the time and mode of presentment, demand, and notice
by the laws and customs which prevail in the place of its own
situation. If the paper has been transmitted from a distant
place, where the laws and customs are different, the trans-
mitting party, if he wishes these to be conformed to, must
send special instructions to that effect. In that case the

- collecting bank, if it undertakes the collection, will be
bound, at its own peril, not to deviate from the course thus
prescribed; though in the absence of express directions it
would not be béund to inquire into, nor probably would it even
have the right to recognize, if it knew, the laws or usages of
any other place than its own. The understanding, which is
assumed to be mutual and to enter into the contract of the
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parties, is that the bank shall perform the various acts which -
are embraced in the business of collection in every respect ac-
cording to the method which it is wont to pursue, in accordance
with the local law, rules, and regulations."

In Capital Grain and Feed Co. v. Federal Reserve Bank, 3 Fed (2nd)
614, the District Court of the Northern Division of Georgia, in considering a
question similar to the oune under review here, at page 615, says:

"While the relationship between plaintiffs and the collect-
ing bank. 1s 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 regnlated by the law and the customs of banking
at the place where it does its business, and may be affected like-
wise by special instructions given to it or agrcements made."

The second headnote to Farmers' Bank & Tr. Co. v. Newland 31 S. W.
38, reads as follows:

"Where one delivers a ceitificate of deposit to a bank to be
collected from a bank in another place, without any inquiry as to
the methods of collection, there is an implied understanding that
the established usage in making collections will be followed; and
if the bank to which it is delivered, acting accordingly and in
the exercise of due care, mails the certificate to the payor bank,
and receives the latter's check on a bank in a third place, it will
not be liable to the owner of the certificate if the payor bank
becomes insolvent before presentation of the check."

The fourth headnote to Hilsinger v. Trickett, 99 ¥. W. 308 is as
follows: .

"Usage of banks prevalent in the vicinity, and generally
followed, are presumed to be rgasonable, and the burden of show-
ing them unreasonable is upon the one who assails them; the
question being, not is the custom reasonable, but has it been
shown to be unreasonable,"

Numerous other cases are cited to the same effect.

The foregoing headnotes not only reflect the opinions of the courts
in the »articular cases, but, in our judgment, they express the weight of author-
ity on the particular question now under review. To demand and receive currency
for checks transmitted by banks for collection would greatly hamper the commer-
cial business of the country if not render it practically impossible to conduct
the volume of business now known to pass through the clearing houses of the
country. There was no effort made to show that this system or usage in vogue
in the banking world, and particularly among the banks in Utah and Idaho, is
not reasonable or that any better system had been or could be devised for hand~
ling the commercial business of the country. The court was therefore fully
justified, in our judgment, in finding that the practices and usages of the
banks in making these collections in the manner in which the defendant made
the collection in this case "was and is necessary and reasonable in the col-
lection of exchange at par in the volume and to the extent that said Federal
reserve banks are required to handle such business in the dispatch of the nor-

mal commercial ond banking transactions of the United States."
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Plaintiff, while not conceding the reasonableness or necessity of the
rule interposed as a defense in this action, contends that, granting such cus-
tom and usage could ordinarily be employed by a collecting bank without incur-
ring liability, nevertheless, by reason of the condition of banks in Idaho at
the date in question, it was negligence on the part of defendant to surrender the
check in questien without receiving currency in exchange therefo.. True, the
court found that at the time in question an unprecedented situation existed in
Idaho with respect to the financial condition of banks, which condition threat-
ened the solvency of the banks. It nevertheless found that the defendant had
no means of ascertaining the condition of the Citizens State Banlk of Buhl and
had no direct or personal knowledge of its condition or any knowledge other
than the xnowledge of the general condition of banks in the State of Idaho. We
are unable to conclude that the knowledge of the general banking conditions in
Idaho would require the defendant to depart from the usual custom of collecting
checks drawn ugon the Citizens State Bank of Buhl in the absence of any knowi-
edge as to its financial responsibility or in the absence of any special direc-
tions as to the method to pursue in collecting the check in controversy. The
testimony and the findings of the court are all to the effect that the defendant
bank, in its efforts to collect the check forwarded it through the bank of de-
posit, pursued the ordinary and usual method pursued by banks in this community.
In doing so it cannot be charged with negligence.

There are other questions discussed in the briefs of counsel, but we
are of the opimnion that plaintiff must fail on the ground noted and hence it
becomes unnecessary to consider such other questions.

Judgment affirmed with costs.

We concur: Thurman, C. J.

Cherry, J.

_Hansen, J.

STRAUP, J. (Concurring)

The proper disposiftion ef the case, in some particulars at least, is
dependent upon the findings of the court below of which m complaint is made.
The court, by finding 15, found:

"15, That when said check was deposited by plaintiff in
the Bank of Tomah said bank issued and delivered to plaintiff in
payment thereof its draft drawn upon a Chicago correspondent.”

The court further found:

"17. That the Bank of Tomah in accepting said check from
the plaintiff did so under the following agreement,

'This bank in receiving out of town checks and other col-
lections acts only as your agent and does not assume any re-
sponsibility beyond due diligence en its part the same as on

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



-8 - X-4964

its own paper.!' " 203
"18. That the Marine National Bank in accepting said check ‘
from the Bank of Tomah did so under the following agreement, :
'In accepting items payadle outside of Milwaukee this bank acts
only as your agent and beyond due diligence assumes no responsi-
bility until final returns are received. The right is reserved
to forward items direct to the drawee bank,' "

Substantially the same kind of a finding was made as to the defendant
bank by finding 22, and  wherein the court further found

"That the remitting bank authorized the defendant and
its subagents to forward such checks 3irect to the banks on which
the same were drawn for collection and remittence, that such re-
mitting bankk assumed full responsibility and liability for any
loss through or occasioned by or as a result of such direct routing
of checks and that such remitting bank authorized the defendant to
charge back any item for which it did not receive final payment."

, Upon the fact as found in finding 15 I think it clear that the plain-
tiff had no cause of action against the defendant. Upon that finding there was
no relation of agency between the plaintiff and the Tomah bank nor between plair-
tiff and defendant. Such finding shows that the title to the check passed fromr
plaintiff to the Tomah bank when plaintiff endorsed the check over to the Tomah
bank and received its draft "in pagymcnt" thereof, and that the relation between
them was that only of endorser and endorsee. In such case if because of negli-
gence of the Tomah bank or any of its transmitting agents the check was not pre-
sented in due course and as the result thereof was not paid, or if the failure .
of its collection was due to negligence of the Tomeh bank or of any of its trans-
mitting agents, such negligence in no sense was chargeable to plaintiff, and
the Tomah bank had no legal right to charge the loss to plaintiff; and the fact
that the loss was charged to plaintiff gave it no right to hold defendant 1i-
able for alleged negligence on its part. In such case its rights in the prem-
‘ises were to resist the action of the Tomah bank chargiag the loss to plaintiff.
Wnen plaintiff received the draft direct from the Tomah bank "in payment" of
the check endorsed over to it by plaintiff, the plaintiff no longer had any
interest in the check. Its goncern after that was only with respect to its
liability in case of dishonoy of the check on due presentation. In such view
the judgment in favor of the court below in favor of defendant was right.

But finding 17 is somewhat in discord with finding 15. I do not well
see how both may be true. However, no complaint is made of either finding.
Thus, what princi:le pf law should be applied to findings 17, 18 and 22, assum-.
ing them to be uninfluenced by finding 15, or as though the fact as found by
finding 15 was not in the case? Finding 17 shows, not that the title to the
check passed to the Tomah bank, not that it became its property, not that any-
thing was given "in payment" of it, but that the Tomah bank received the check
only as an agent of plaintiff for collection and to be responsible to the plain-
tiff for a want of diligence, or for negligence, or for breach of duty, in act-
ing for plaintiff in the collection of it. Upon about the same terms and under
about the same conditions the Marine National Bank received the check from the
Tomah bank and the defepdant bank from the Marine National Bank. In such case,
if the loss of the check was occasioned through negligence or want of diligence
of the Tomzh bank, or of the Marine National Bank, or of the defendant bank,

I think plaintiff had a cause of action against the Tomah bank, unless its
agreement with plaintiff restricted its liability merely to its own person,
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and exclusive of any imputed negligence, or against 'either'of the éther banks .
where negligence occasionedthe loss. Whether the agreement as found between
plaintiff and the Tomoh bank so restricted the latter's liability I need not
consider as the action is not against it. Thuy because of the relation found,
if the defendant bank was negligent which negligence eccasioned the loss, I
think the action was maintainable against the defendant bank. On such theory,
the question then is whether or not on the facts as found the defendant bonk
was so clearly guilty ef negligence which occasioned or caused the loss ag %0 re-
quire a finding or conclusion to the contrary to be vacated or disapproved as
being not sufficiently supported. HMr. Justice Gideon has considered

the case from that viewpoint and reached the conclusion that en the facts
as found by the court below the defendant bank was not so clearly or cenclusivel:
guilty of negligence or want of diligence as to require a finding to the con-
trary to be vacated. In that view and in that result I concur.

As pointed out, it is claimed th~t the defendant bank was negligent
in two particulars: (1) In presenting the check direct to the drawee bank, the
Citizens Steate Bank of Buhl; and (2) in not demanding money in payment thereof
and accepting a draft or exchange on the Twin Falls bank.

. As to the first, it is enough to say that, as found by the court
bélow, the defendant bank received the check for collection on the condition
that the check could be or was to be presented direct to the drawee bank.
That was ther defendant's contract. In receiving the check for collection it
had the undoubted right to impose such condition.

As to the second, the matter is not se clear. The court below
found that the defendant bank was not negligent in such particular. We are
asked to overthrow such finding chiefly on the ground that the defendant bank,
in payment of the check, was unauthorized to accept anything but money, and
when it accepted the draft en the Twin Falls bank in p>yment thereof it did so
at its peril, and in such respect was especially guilty of negligence because
of its knowledge, as found by the court, that the banks in southern Idaho, and
particularly the banks at Buhl and vicinity, were in an extended condition, that
fifteen banks had failed in Idaho in 1921, and that an unusual and unprecedented
situation existed in Idaho with respect to the financial condition of banks do-
ing business therein; but that the defendant bank had no knowledge as te the
financial condition of the Citizens Statg Bank of Buhl. However, also as
pointed out by Mr, Justice Gideon, the cpurt further found that there was a
well established, prevalent, uniform and: continuous custom and usage in bank-
ing business in Utah and Idaho, of which the plaintiff had knowledge, that in
such case, as here, instead of demanding and accepting only money, to take
drafts or exchange upon correspondent banks and that banking business in making
collections could not well be conducted on any other basis; that to have pursuec
any other course would have aggravated the banking conditions in Southern Idaho
inasmuch 2s it was not usual nor customary, nor the practice of banks, to carry
in their vaults eash to meet out-of-town collections and in such respect keep
reserves or make provisions with correspondent banks for such purpose. That
such custom or usage is unreasonable or repugnant to law, or to the terms of
any shown contract, may not successfully be asserted. When I say repugnant to
or inconsistent with law, I mean something more then a mere rule er doctrine of
law, for customs and usages sometimes of necessity are repugnant to mere rules
or doctrines of law, nevertheless for such reason are not regarded as invalid
or unreasonable. While an agent ncting for his principal in collecting a note
or check, in the =bsence ef evidence te the contrary, is not nuthorized to ac-

- cept in payment of the note er check anything but legal tender nnd thereby
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bind the principal, as is contended by the plaintiff, yet, such generally is a
mere rule or doctrine of law which by agreement may be modified or waived; afid
too, may it be modified or waived by a valid reasonable and relevant custom er
usage known to the parties concerned or of such nototriety as to presume knowl-
edge. Valid and rensonable customs and usages concerning the subject-matter
ef a contrnct of which the parties are chargeable with knowledge are by implica-
tion incorporated therein, unless expressly or impliedly excluded, of course, nct
teo contradict, add to, er take from the contract, cr to wary its terms, but on
the theory that the usage or custom forms a part of the contract when not in
conflict with it. As applied to negligence, the commission or cmission of an
act, or the doing of it in a particular way, in accordance with a general and
usual custom or usage, may not be conclusive against a charge of negligence, fer
the test in such case is the doing or failure to do what prudent men under sim-
ilar circumstances would do. The custom or usage may itself not be prudent,
hence the doing of an act in accordance therewith may nevertheless constitute
negligence. So, while the doing of an act in accordance with custom and usage,
doing it as such an act under the same or similar circumstances usually and
generally --customarily---is done by those skilled and experienced in the busi-
ness, is in most jurisdictions not conclusive against a charge of negligence,
nevertheless when so performed has great evidentiary or probative value against
a charge tht the act as so done was negligence. An act performed in a way
that it generally and usually is performed by those skilled and experienced in
the business at least is prima facie er some preof that such was not a negligent
way,and sufficient to support a finding against negligence. And then the finding
as te “the defendant'bank's knewledge as to the financial condition of banks in
Idaho and the claim made that by reason thereof due care required the defendant
bank to demand and accept only money in payment of the check, are, to some ex-
tent at least, minimized by the further finding that banking business in making
out-of-tewn collections could not well be conducted in such way and that te
have here pursued such a course would have aggravated the banking condition in
southern Idahs for the reason stated in such further findings. I thsrefore
think the finding or conclusion against negligence is sufficiently supported.

I deem it proper to say what I have lest it be assumed that the af-
firmance of the judgment on the ground stated in the main opinion implies a
holding that the actien was maintainable by the plaintiff, if the defendant
bank was guilty of negligence even though the facts be ag found iz Tiadiag 15.

September 20, 1927.
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"Senate Bill No. 55 By Mr. Marsden
(Passed March 10, 1927.  Approved March 14, 1927. In effect May 10, 1927)

PREFERENCE TO CLAIMS BASED ON CHECKS, ETC., ON COLLECTION ITEMS
OF INSOLVENT BANK.

An Act giving preference to all claims based on checks, drafts and other
instruments issued by any bank or trust company in settlement of items
for collection in the event of the insolvency of such bank or trust
company.

Be it enacted by the lLegislature of the State of Utah:

Section 1. Insolvent banks - claims on checks, etc. Claims

based on checks, drafts, authorizations to correspondents to charge account,.
or other Ilnstruments, issued by any bank or trust company, in exchange for,
or in settlement of any bills, notes, checks, orders, drafts, bonds, warrants,
coupons or other evidences of indebtedness (including any such obligations
drawn upon such issuing bank or trust company) received by it for collection
and.remittance or payment, and not for deposit, shall upon the insolvency

of such issuing bank or trust company, be entitled to payment in full in
preference to and before any payment shall be made upon the claims of de-

positors and other general creditors of such bank or trust company.
Aporoved liarch 14, 1927 ,.%

(Chapter 49, Laws of Utah, 1927)
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TREASURY DEPARTHENT
Office of the Secretary 263
Vashington
Octobér 6, 1927.
The Governor
Federal Reserve Board.

Sir:

s You are hereby advised that the Department has referred to the Disbursing
Clerk, Treasury Department, for payment, the account of the Bureau of Engrav-
ing and Printing for preparing Federal reserve notes during the period Septem-
ber 1, 1927, to September 30, 1927, amounting to $121,942.50, as follows:

Federal Reserve Notes, Series 1914

8 w0 g0 8w Totel

Boston 200,000 150,000 50,000 400,000
New York 600,000 200,000 50,000 850,000
Philadelphia 150,000 50,000 | 200,000
Cleveland 250,000 150,000 75,000 10,000 485,000
Richmond 100,000 75,000 25,000 200,000
Atlanta 50,000 50,000
Chicago 350,000 200,000 100,000 650,000
Kansas City 100,000 50,000 150,000
Dallas 150,000 50,000 200,000
San Francisco 150,000 50,000 50,000 250, 000
2,100,000 925,000 400,000 10,000 3,435,000

3,435,000 sheets € $35.50 per M evv..... $121,942.50
The charges against the several Federsal Reserve Banks are as follows:

BoStON ¢ ¢ o o o o o o « « o 3 14,200.00
New York . « ¢« ¢ ¢ ¢« o o« o 30,175.00
Philadelphia . . « « ¢« « . . . 7,100.00
Cleveland . . . ¢« + « « « « . 17,217.50
Richmond . . . . . . . . . . . 7,100,00
Atlanta .+ . .« « « « « + ¢ . o 1,775.00
Chicago « « ¢« ¢« ¢« ¢« ¢« + « « « 23,075.00
Kansas City . . . « « . . . . 5,225.00
DALlas o o o o o o o o o 40 0 . 7,100.00
San Francisco « « « + « ¢ .« & 8,875.00

$121,942.50

The Bureau appropriations will be reimbursed in the above amount from the
indefinite approprietion "Preparation and Issuc of Federal Reserve Notes, Re-
imbursable", and it is requested that your board cause such indefinite appro-
priation to be reimbursed in like cmount. ’ ‘

Respectfully,
R. W. Barr,
Acting Deputy Commissioner.
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FEDERAL RESERVE BOARD X-4969

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO October 12 , 1927 .
THE FEDERAL RESERVE BOARD

SUBJECT: Exnense of Special Counsel in Connection With Checks
Stamped Not Payable Through Federal Reserve Bank.

Dear Sir:

The Federal Reserve Board has received from Honorable Newton D.
Baker the enclosed statement in the amount of $2,515, covering services
and expenses in connection with the effort of certain banks in the Sixth
Federal Reserve District to prevent the par collection of checks drawn
on themselves by stamping such checks "Not payable through the Federal
Reserve Bank of Atlanta." This statement has been approved by the
Federal Reserve Board and forwarded to the Federal Reserve Bank of -
Atlanta for payment.

Inasmuch as Mr. Baker's services in this connection were author-
ized by the Board as a System matter, it is requested that each Federal
reserve bank remit to the Federal Reserve Bank of Atlanta its pro rata
share of the expense (based on capital and surplus as of October 5,
1927), as follows:

Boston - $ 189.19
New York - 707.52
Philadelpnia - 241,07
Cleveland - 263.36
Richmond - 128.99
Atlanta - 103.24
Chicago - 343,90
St. Louis - 106,44
Minneapolis - T73.57
Kensas City = 92.57
Dallas - 87.33
San Francisco - 177.82

$2,515.00

By direction of the Federal Reserve Board.

Very truly yours,

' Walter L. Eddy,
TO ALL GOVERNORS, EXCEPT ATLANTA. Secretary.

(Enclosure)
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COPY
X-4969-a

BAKER, HOSTETLER & SIDLO
Counsellors at Law,

Union Trust Building,
Cleveland.

The Federal Resorve Bank
of Atlanta.

TO- Newton D. Baker, Dr. August 18, 1927.

To professional scrvices in connection with endorsement by

Hartford and other banks on cashiers! and other checks

attempting to restrict clearance of such through Federal

Reserve BankS. . « o« « o o o o o o o e e e e e e s e e 4 . $2,500,00

Expenses in Washington in connection with par clearance
matters. « & & ¢ o it it e e e e e e e e s e e e s e ss e 15.00

$2,515.00
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FEDERAL RESERVE BOARD

WASHINGTON X-4571

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

October 14, 1927.

SUBJECT: Deductions in Computing Reserves of liember Banks.

- -

Dear Sir:

Pursuant to the action taken by the last Governors! Conference
the Federal Reserve Board has given careful reconsideration to its
ruling contained in the last paragraph of the Board's letter of liarch
24, 1927, (X-4816). 1In this ruling, which had to do With items such
as coupons, checks drawn on themselves by corporations other than
banks, bill of lading drafts, etc., it was held that where there is an
agreement between the forwarding bank and the correspondent bank by
the terms of which credit is given to the forwarding bank immediately
upon receipt by the correspondent, items of this kind may be deducted

- from due to bank balances by the forwarding bank in cémputing its
reserves as soon as these items have been placed in the mails and
charged to the account of the correspondent bank, regardless of whether
or not the forwarding bank has given credit to its own depositor.

The last Governors' Conference took the position that this rul-
ing would have the effect, 1f generally adopted as a practice by member
banks, "of reducing very considerably the liability in thc item 'due to
banks', upon which the reserve calculation is made, which appears to be
unjustifiabvle.”

y The question Wwhether certain items should be considered as a-'
mounts "due from" banks is separate and distinct from the guestion whether
such items constitute deposit liabilities against which reserves should
be maintained. The two questions are independent and the answer to one of
them does not necessarily depend upon the determination of the other. For
instance, items received by the forwerding bank in payment of debis due
it or items otherwise actually owned by the rorwarding bank are deduct-
ible from "due to" benk balances when forwarded for collection and charg-
ed to the account of the correcspondent bank, notwithstanding that there
is no.corresponding deposit liability. The right to deduct amounts
from balances due to tanks does not depend under the law, on whether or
not there is a corresponding deposit ligbIlity but on whether the amounts
proposed to be deducted may properly be cornsidered "due from other banks."

In the Board's ruling on this subject of March 24, 1927,(X~4816)
the question under consideration was whether items of the kind described
might be deducted as "due from bank balances" wherc there was an agree-
ment by the correspondent bank to give immediate credit to the forwarding
bank for such items. n the Board!s oninicn as set forth in that ruling,
when therc is an agreement between the forwarding bank and the corres-
vondent bank by the terms of vhich credit is given to the forwarding
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bank immediately upon rceeipt by the corresvondent, such non-cash itcms
when placed in thc mails and charged to thc account of the correspondent
bank may be deductcd bty the forwarding bank in computing its rcserves,
regardless of whether or not the forWarding bank has given credit to its
own dcpositor. In thc abscnce of such an agrecmont the deduction may
not bec made until the itcms have actually been collected and placcd to
1 the credit of the forwarding bank.

Upon consideration of the other phase of this matter, it is the-
Board's oninion that vhon there is an agrecment by the correspondemt bank
to give credit to a forwarding bank immediately uvon receint, items such
as coupons, checks drawn on themselves by corporations other than banks,
bill of lading drafts, ctc., which have been placed in the mails and
charged to the account of the correspondent bank in accordance with the
cxisting agrecment, should be considered deposit liabilities of the for-
warding bank sgainst vhich rescrves should be computced. Where items of
this kind are forwarded by a bank to its corrcespondent under an agree-
ment for immsdiate credit by the latter, they arc in effect being treated
as checks or other cash items. Cash items, however, while deductible as
"due from bank balances" when placed in the mails and charged to the ac-
eount of the correspondent bank, also constitute deposit liabilities
against vhich reserves should be maintained by the forwarding bank.
Accordingly, such non-cash items should, when the conditions described
exist, be included in deposit liabilities against which reserves must
be maintained. ' 5

By direction of the Federal Reserve Board.

) . ‘ Walter L. Eddy,
Secretary.

TO ALL CHAIRIEN AND GOVERNORS
OF P. R. BAWKS.
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FEDERAL RESERVE BOARD

WASHINGTON X497

ADDRESS OFFICIAL CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD

Ccteoder 15, 1927.

SUBJLCT: Topic for Governors' Conference-
Proposed Revision of Regulation D.

Dear Sir:

The Federal Reserve Board has voted to nlacc on the program for
discussion at the forthcoming Governcrs! Confercnce the nroposcd revi-
gsion of its Regulation D dealing with roserves of member banks.

In this connecticn therc arc cncloscd for your infermaticn the
following dccumcnts:

1. A copy of a momcrandum addrcssed to the Board by
its Gencral Counscl under date of August 3, 1927 (X-4515) con-
taining his final rccommendations roegarding the rcgulations.
Regulation D is discussed on pages 2 to 10, inclusive, of this
emorandur.

2. Copics of cortain lotters cddrcessed to the Board
by members c¢f the Executive Committee of the Feoderal Advisory
Council expressing their views with rcgard to the oroposed re-
vision cf Section IV of Regulation D dealing with the subject

pEN

of penaltics for deficicneics in reserves.

You will remember that, under date of April 23, 1227 (X-4830C),
the Beard sent t5 the Governor ¢of each Fcderal rescorve bank a cony cof
the first tentative draft of the roviscd rogulations and, under date
of June 21, 1927 the Board seat to the Governir of cach Federal rcscrve
bark a rcvised draft of the regulaticns in the form in which thoy had
tecn approved tentatively by the Beard ¢n that date, together with an
eltcrnative revision of Scetisn IV of Rogulation D. Upcn roeccipt of
this letter, thercfere, you will have in your posscssion not cnly the
draft of Regulation D which is now under coensideraticn but alsc ccpics
5f all the oreceding drafts. '

By direeticn 2f the Federal Reserve 3Bcard.

Walter L. Eddy,
Sceretary.

TO GOVERNCES OF ALL F. R. BANKS.

inclosures.
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FEDERAT. ADVISORY COUNCIL
CFFICE OF THE SICRETARY

38 Soutl Desrborn Street

Chicago, Gctober 4, 1Sc7.

-

Dear kr. rfiatt:
Mr. Weumore =g received rrom members of the
Executive Committee of the Fader~l Advisory Council

voricus comumaaicaitious of which he nas iastructed nme

te send you conies. I =i not sending anything from

-1

Mr. mie since hie Cid not adda sy thing in his commmuni-
.cation to us whirh "e did not send to you under date of
Sentember 29.
Very truly yours,
« (Signcd) Talter Lichteastsin

Secretary

Acting Governor Bdmund Platt,
Federal Reserve 3oard,
Washington, I. C.
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Sentember 28, 19Z7.

Dear Mr. Tetmore:

I have received irom la. Licntenstein as
Secretary of *he Federal Advisory Council a draft
of the proposud new regulations for figuring re-
serves; alsc a copy of his personal letter of the
24th instant to r. Zdmund Platt, acting Governor,
which quotes your telegram of the 23rd instant to
kr. Platt.

All of these vapers have been considsred by
the Vice President handling our reserve mosition, who
tells me that he can adjust our cperations to the new
regulations without much difficulty, tut that he 1is
not symmathetic with the change, as the weekly aversg:
has generally worked well, and thinke some method
might be devised for dealing with the few banks whocse
dealings with resvect to reserves are out of harmony
with the spirit of the regulations.

If, as I understand, the Federal Reserve
Board is all ready %o issue these new rcgulations, I
nersonally think it might be as well that they be
given a triel. '

Sincerely yours,

(Signed) J. S. Alexander.

Federal Reserve Bank of St. Louis
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September 20, 1827.

Dear Mr. Lichtenstein:

I am in receint of your letter of the <2th with
enclosurcs as stated -- copies ¢f recommendations made by
the Federal Eeserve Council. Also acknowledge receipt of
your telegram yesterday with reference to the proposed
change in regulation I, Section Four by the Federal Reserve
Board in conmnection vwith figuring reserve requircments. I
have sent a telegram today to wr. Platt, Acting Governor of
the Federal Heserve Board in ‘ashington, copy of which is
enclosed. I have also nhad a conference with Gov. Fancher
on the subject and I get the impression that some of the
banks in the larger cities are the chronic offenders and I
have been taking the position that the oronosed changes
arc disturting and should be handled by regulations and
penalties exacted of the chronic offenders only. I am in-
clired to thc ' belief, however, that the Federal Resarve
Board at Washington are determined and the governors are
supporting them in the orovosed change. I concur in lr.
Wetmore's telegram to Mr. Platt. ‘

Very truly yours,

(Signed) Harris Creach.
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X-49772-4
Septumber 30, 1927.

Deor kr. Lichtenstein:

Referring to your letter of Scotember <4th, in regerd to the
proposed draft of new regulations for figuring the ruserves.

In going over the situation here in St. Louis I am lead to
consider the following circumstances.

As far os the member banks in the City of St. Louis are con-
cerned, I believe it would be contrary to their interest to have the
wrovosed regulations requiring a semi-weekly settlement put into ef-
fect. ow the banks adjust their beslances to meet reserve require-
ments before two o'clock each day and they mny get wire instrudtions
for transfers from other citics in very lorge amounts too late to get
credit for them, cr to adjust their balances to fit the situation that
day.

Moreover, I understand the Federal Reserve Bank will not give
member benks here credit for cir mail remittances except for certain
number of days, for instance, Nev York - two days. Yet, if it turns out
that the remittance on that dey gets to Now York, rzd the momber brnk
gets credit next morning, the Federsl Hescerve Benk in St. Louis will ad-
Just this matter and givc thc member bank here credit os of the time the
money was actually reccived in New York. That leaves the member bonk
here in the position where it cannot definitely tell just vhat its bal-
ance for the dey is, and if thoy make tvo settlements in a weck there
is just twice as much chance for the momber bank here to e¢ither have ex-
cess without interest or be penalizcd when they did not intend to have
either.

If the member vanks here had a voice in the matter I am sure
they would opvose the change and at prosernt that is my view.

I am dictating this letter to my confidential secretary, lir.
Davenport, and will not wait for it to be written and will leave him to
sign it for me.

Very truly yours,

(Signed) Breckinridge Joncs.
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Seot. 27, 1927.

Decar ir. Tctmore:

I have a letter from Ir. Lichtcnstein dated the 24th,
enclosing »nronoscd draft of rcgulations covering re-
sorves of member beaks, also coony of his letter to Lr.
Platt, acting Governor, TFederal Reserve Board, beering
same date. I agree with your telegrams to Xr. Platt on
this subject.

There is no orovision of the Federal Reserve Act so
unno-ular with the member benks as the guestion of
reserves, and I think it unfortunate for the Board to
render it any more unnonuler by adonting regulations
more drastic than those now in forcc. There may be a
few member banks that are seeking to side stepr their
rcsponsibilities, and they should be dealt with indi-
vidually by the execcutive officers of the Federal Re-
serve Barks rather than subjecting all of the member
barks to unduc nenaltics.

VWiith best regards,
Yours truly,

(Signed) J. ¥. Zruton.

JFB/P

http://fraser.stlouisfed.org/
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THE PHILATELPHIA-GIRARD NATIONAL BAWK.
Office of the X-4972-f
Chairman of the Board
September 29, 1927.

Mr. Edmund Platt, Acting Governor,
Federal Reserve Board,
Washington, D.C.

Dear JMr. Platt:-

Mr. Lichtenstein's letter of September 24th, enclosing
proposed draft of new regulations for figuring the reserves of member
banks, together with copy of Mr. Lichtenstein's letter to you of the same
date, is received. I have received today Mr, Lichtenstein's wire asking
me to send as soon as possible any suggestions or comments,

The pronosed regulations reclassify into two divisions,-the
banks in central reserve and reserve cities, and provide that member banks
in cities having a Federal Reserve Bank or a branch of a Federal Reserve Bank
~shall compute average reserves upon a semi-weekly basis instead of a weekly
basis as at present. The basis of penalty for deficient reserves in ell
classes of member banks is provided also and there are two additional pro-
visions at the end, which would scem desirable.

It has seemed to me that the present weekly basis of aver-
aging reserves by member banks in the cities having a Federal Reserve Bank
or a braach of the Fedcral Rcuerve iank has worked very satisfactorily and
I believe the change is guite undesirabtle. It is wossible that there have
been abuses in some quarters, but my feeling is that the abuses should be
controlled and that all member banks should not be penalized by having great-
er and inelastic restrictions im-osed uvon them. The decosits of a banz have
certain fluctuations and the rise and fall very generally occur on the same
days each week. A banik officer handling a reserve becomes accustomed to
these fluctuations and can aanticipate them to some extent; not always, of
course. If the reserve period is divided into semi-weekly veriods, the con-
ditions will become quite inelastic, necessitating more frequent torrowings
and payments at Federal Reserve Ranks, and thereby multiplying work For all
concerned. Deposits of a bank must necessarily fluctuate and reserve balances
must provide the payment of the derosits withidrawn., TUnder the present systonm,
a deficient reserve may be repaired by collection of maturing bills or call-

ing of demend loans. If a bank is on a weekly reserve basis there is
greater elasticity in meeting the condition and, as stated previously, a
semi-weekly reserve neriod makes for an inelastic condition,

Mr. Wetmore suggests in lieu of the proposed semi-weelzly
period a penalty when deficient reserves exceed 10%. EHis principle is sound
I think, but the percentage of deficiency is too 1%w§:in my opinion,

I should wmrofer to have the present %eéﬁf?/basis continued
and have avbuses coatrolled.

The prowosed iuncrease in the rate to be charged on deficient
reserves, the right to the Federal Reserve Board to waive the penalty
and the dlan of dealing with ihe chronic offenders, I believe, are sound.

Very truly vours,
(Sizgned) L. L. Rue.

Digitized for FRAGEG. t0 Mr.F. 0. Wetmore, Continental & Commercial Hational Bank, Chicago,
http://fraser.stlouisfed.org/
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Cleveland, Ohio.
Septexber 20th, 1927.

Edaund Flatt, Acting Sovernor,
Federal Reserve Board,
Wasaington, D.C.

Have bveen giviag some thought to pronosed regulation D Section
Four with refereiicz to change in figuring reserve requirements. Stop.
Proposed change will have an unstable effect on money, requiring banks
to call loans oftener, require banks in large centers to do additional
work and adjust their balonces oftener than those in smaller eitizs. Ston
Believe chronic offenders can be handled by regulation exacting venalties
that do not disturb the methods of the entire membership on cccount of
actions,of a small minority.

Harris Creech.
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THE CLEVELAND TRUST CO.
Cleveland, Ohio.

HARRIS CREECH

Digitized for FRASER

President. September 30th, 1927.

Dear ¥r. Platt:;-
As stated in the enclosed copy of telegram,

I have been giving a little thought to the pronosed change in
figuring reserves and unless there is a large number of banks
that are chronic offenders, it seems to me that regulation by
the Federal Reserve Board would be preferable in exacting
penalties of the chronic offenders than to change the method
of figuring reserves for the entire system. The changes which
are proposed make it more difficult for those banks that endeavor
to live up to the rules of the Faderal Reserve Board, and I would
not favor the changes unless in your opinion, you feel it is ab-
solutely necessary to maintain required reserves.

Very truly yours,

(Signed) Harris Crecch
Edmund Platt, Acting Governor,

Federal Reserve Board,
Washington, D.C.

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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Walter Lichtonstcein X-4072-1
Executive Sccrctary. 3

THE FIRST NATIONAL BANK

OF CHICAGO
Scotcmber 24, 1927,

Dear Mr., Platt:

In kr. Wetmorc's acscnce, I beg to confirm the following wire
sent to you by lr. Wetmore before leaving the office last night,

"Referring proposed regulation D section four in my opinion
any shortening of present period will lead to sharp expansions
and contractions of loanable and reserve funds as any two peri-
ods into which week might be divided are’quite unlikely to run
uniformly Stop As this is anparently a regulatory measure cov-
ering practices which are the exception and not the rule addition-
al penalties could be imposed upon offenders in some other way
Stop Suggest leaving periods for figuring rescrves as they now
exist but issue regulation to the effect that any member bank
snort on any day over ten per cent of its balance in Federal
Reserve Bank for that day be assessed a penalty for that par-
ticular excess shortage the amount of penalty to be fixed by
the Board in its discretion Stop This would not interfere with
' the weekly averaging of the reserves which should econtinue as
before to be intact for the period with now existing penalties
for deficiencies Stop I submit this for your consideration.”

My understanding is that Mr. Wetmore feels that any shortening
of the present period for figuring reserves will make it more difficult
for the banks Vo estimate how much they will require of funds at the end
of any given period. In order, therefore, to be on the safe side banks
will be compelled at times unnecessarily to call in their loans. This
will lead to more violent fluctuations than at present. lr. Wetmore,
of course, realizea that as always some banks have abused their privilege
by having large shortages at the end of every day except at the close of
the period., Nevertheless, it does not seem fair to penalize unnecessarily
large numbers of banks which have tried their best to live up to the latter
and spirit of the regulations of the Federal Reszrve Board. It is with
this situation in mind that Mr. Wetmore has made the suggestion contained
in his wire. .

As I have indicated, Mr. Wetmore is mot in the office today and,
thercfore, this explanation of his vicws is to be regarded as an entirely
unofficial expression from me.

Sincerely yours,
(Signed) Walier Lichtenstein
Mr. Edmund Platt, Acting Governcr,

Federal Reserve Board,
Washington, D.C.
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Chicazo, Illinois Sept. 23, 1927.

Edmund Platt,
Acting Governor, Federal Zeserve Z2oard,
Washington, D.C.

Referring nrojosed regulation D section four in my opinion any shortening
of vresent period will lead to sharp expansions and contractions of loanable
and reserve funds as auy two periods into which wzek mizht be divided are
quite unlikely to run uniformly Stop As tais is apparently a regulatory
measure covering practices which are the exception and not the rule
additional wnenalties could be immoscd upon offerders in some other way
Stop Suggest lecaving periods for figuring reserves as they now oxist
but issue reg.lation to the offiuct that any mcmber bank short on any day
over ten porcent of its balaice in Federal Rescrve Bank for that day be
asscssad a penelty for that particular cxcess shortage the amount of
penalty to be fixcd by the Board in its discretion Stop Tnis would not
interferc with the weckly averaging of the roscrves which should continuc
as before to be intact for the period with now existing penalties for
deficiencies 3top I submit this for your consideration.

F. 0., Wetmore
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FEDERAL RESERVE BOARD

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO / .
THE FEDERAL RESERVE BOARD ) . X__ 49 75

October 18, 1927.

SUBJECT: Topic for Governors' Conference.

Dear Sir:

The Gdvernor of the Federal Reserve Bank of
Dallas has advised the Board that he has forwarded to the
Governor of each other Federal roserve bank, copy of an
opinion rendetred by Counsel for that bank with respect to
the effect upon the negotiability of batkers' acceptances
of certain language contained in the standard form of en-
dorsement placed thcreon by the accepting banks to show
the eligibility of the acceptdnces for rediscount at
Federal reserve banks. ,

It is understood that this questioh will be
given consideration at the forthcoming conference of
Governors. The question has been referred to Counsel for
the Federal Reserve Board and the Board has approved a
recommendation made by him that the conference be requested
to consider certain, suggestions set out irn a memorahdum ad-
dressed to the Board; copy of which is enclosed herowith.

By dircction of the Foderal Reserve Board.

Walter L. Eddy,
Secretary.

TO! GOVERNORS OF ALL F.R. BANKS EXCEPT DALILAS.

Federal Reserve Bank of St. Louis

18 L
22
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October 7, 1927. »@"%

-

Federal Reserve Board Tegotiability of certain
“forms of bankers! accentances.
“ ir, Vest -~ Assistant Counsel.

The attached letter from Governor Talley of the Federal Reserve
3ank of Dallas suggests that the language contained in the .standard
form of endorsement placed on bankers' accentances by the accenting
banks to show eligibility for rediscount in accordance with the

Yy Board's regulations may render such:cceptances nonnegotiable. He
encloses a copy of an opinion of Counsel for the Federal leserve
Bank of Dallas to the effect that the followinz language would render
bankers! acceptances nonnegotiable;

"This acceytance arises from the domestic storage
of cotton and was secured at the time of acceptance by

documents securing and conveying title to bales
and will remain so secured throughout the life of this ac-
ceptance, "

This conclusion is based on two grounds (1) that the language
used comes within the recent Texas decision of lane Company v. Crum
in which a trade acceptance was held to be nonnegotiable, and (2)
that an acceptance having this language contains a promise to do
an act in addition to the payment of money.

The following are thec forms of certification of acceptance apdroved
by the Board in 1921 for use on the several typcs of bankers' accentances:

"Domestic Snipments: 'At time of acceptance, this bill was
accompanied by shipping docunents evi-
dencing the domestic shipment of (name
of commodity) from(point of shinment)
to (place of destination).

(Weme of Acceptor)!

"Import and Expori Transactions:
'This acceptance arises out of a trans-
action involvirg (importation)of (name
(exportation)
of commodity) from (point of shipment)
to (place of destination).

(Fame of Accentor)!

"Warehouse Secured {redit:
'This bill was secured at the time of
accentance by indenendent warehouse,
terminal, or other similar receipt con-
veying security title to (name of readi-
ly marketable staple) stored in (country
where stored) and the acceptor will remain
secured throughout the life of the bill,

(Name of Accentor)!' *
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It will Dbec noted that the last tvo of the dertificotes above quoted
contain language substantially the same as cortoir oerts of the endorscment
considered oy Jouasel for the Dallas Federnl Reserve Bank to render ac—
ccptances norncgotiable.

In the case of Lane Comnany v. Crum, the Suoromc'Court of Toxas hcld
that the following languaege in a trade acceptance rendercd it noxn
negotiable:

"The obligotion of the occeptor hercof zrises out
of the purchase of goods from the drawer, maturity be-
ing in conforrity with the original torms of purchasc."

In order to mect this decision the Federal Reserve Boord rccomrended
a change in the stondard form of trade acceptance so as to elimiunate
therefrom the clause quoted and to insert in lieu thercof the follow-
ing: "The trancaction which gives rise to this instrument is the pur-
chase of goods by the ccceptor from the drower."

I can see no essential difforcncc betucon this nrovision recorend-
ed to covercore thc decisicn in Lanc Cormeny v. Crum, and the statemnent
"This acccpteace ariscs from the domestic storegs of cotton * * * " vhich
was considercd by (ouaunsel for the Feder:l Reserve Bank of DNalles to core

- within this Wexas decicion., IF his coaclusion is correct, the new nro-
vision ol the standard form cf trace rcceptance would seenn to be inef-
fective to accorplish the desired result.

In oy opinion, however, the language, "This accerntance ariscs
fror the domcstic storage of cotton * * *! docs not come within

- the Lane Company dccision and does not render an ncceptance nonnegotiable.
It will be. cusorved that the langiege just quoted does not coatain the
words "thc obligetion of the acceptor!" found in the lansuage comsidered

. in the Lanc Compeny case. The opinion in that casc indicate® that these
words werc thc basis of the decision, on the theory that the obligstica
of the acceptor aruse net from the instrument but from collateral tron-

- sactions. The abscnce of thesc words in ry copinion trkes the language
out of thc Lanc Company casc. Tho Negotiable Instrumcents Act, which has
been uniformly acdooted, coxpressly provides that a negotiable instrument

. ray contain a staterent of the trausaction which gives risc to the in-
strurient. It would seem that the clausc, "This acceotance ariscs from
the domestic storage of cotton * * *' gs i¢ll as the new prcvision in

- the standard forr. of tradc accentance cories clearly within this orovision
of the Negcetiable Instruments Act. The s&nc riay be said alsc of the
forr of certificate for acceptauces arising out c¢f import and export tran-
sactions approved by the Board in 1821 and quoted above.

The sccond rcason for the cconclusion rceched by Ccunscel fer the

- Federal Reserve Bank of Dellos is that the nrovision that the accept-
ance "will rerain sc sccured throughout the 1ife <f this ecceptence" is
a prorise to do an act in addition to the paoyment of moncy. Similar
language is found in the form of certificate of accestance approved
by the Board in 1921 for acceptances covering the storage of readily
marketable staples.

Digitized for FRASER
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Although the Negotiable Instruments act orovides ".in instru-
ment which contains an order or promise to do an ach in addition
to the nayment of money is not ne-otiable", the beiter rule seems
to be thai an additisnal promise which does not impair the obligation
to pay tao.certain cmwount of money, but vhich teuds to facilitate rather
than to impede its collection, does not affect ncsetiability. 8 Corpus
Juris, page 125. The sane rule is stated in substantially the same
language in 1 Daniel on Megotialle Instruments, page 80. Thus, in
the case of Farmer v. Fircst Mabi0aal benk, (Ark.) 115 S.W. 1141, a
note containing a stipulation by the maker to have the property securing
the same insured was held to be nevertheless negotiable. The Court said:

"Here the recitals of the fact of the mortgage as a
collateral to the note and of the promise to have the prop-—
erty insured as an additional security do not in eny wise im-
pair the obligation %o »ay the certain amwount in money named.
It docs not tend to impcde, but rather to facilitate, its col-
lection. The vromisc to pay a certain sum of moncy at a certain
timc remains absolute. The collatcral conitract does not affect
the principnl obligation exceot to aid in its fuifiliment. The
notc therefore remains a 'couricr without luggage.! ®

In the casc of Caerry v. Swmrague, (Mcass.) 72 N.D. 457, the
Court said "It is seciiled that the incornoration iaio an instrument
which contains an unconditional promise to pay a defiaite sum of
money of additional stipuiations does not of itseif necessarily de-—
nrive the irstrument of the characier of a nrom:issory ncte ¥ * *

If the additional stipulation relates to the maaner in which the un-
conditional promise to pay a definite sum may be eaforced, and does
net change the promise from one 10 pay that sum absciutery and at
all events, or change the general nature of the vhole contract, the
instrument is a premissory note, nowwithstaznding addit:ional stipu-
lations relating to the manner of enforcement of the prcmise if it
shall be brcken."

There are one or two cases which at first glance appear to
be contrary to the authoritics above cited on this cuestion. Thus,
in the casc of Siricklang v. Natioaal Salt Company, (i J.) 81 Atl.
828, a provisicn by which the melker promised to keey the property
securing the instrmngﬁ?'from cncumbrances and of the seme vaiue as
when it was plecdged was held to be a promise t0 do an act in addition
to the payment of mowney end, therefore, the instrmuaent was considered
nonnegotiavle. In that case, however, the maker of the instrument
had agreed to do certain other things besides kacping the proverty
free fiom encumbronces, and there were other grounds which the court
also considcred in reaching the conclusi$n that the instrument wes
nonnegotiable. In the case of Bright v. 07ficld,(Wash.) 143 Pac. 159,
it was held that a orovision to the effect that if the maker should
vermit the taxes on mortgaged proverty to become delinquent the whole
amount of the instrument should become at cnce due and payable, was in
effect a promise to vay taxes on the mortgated nroperty, thus making
the amount cf the note uncertain because of the uncertainty as to the
amount of taxes, and the note nonnegotiable. The court reached this
conclusion, however, primarily on the ground that this provision was in

org/
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/a conditional promise to pay an uncertain sum of moncy.

In the case under consideration the acceptor of the bill agrecs
to pay a certain sum of moncy *in accordance with thc terms of the
bili. In addition he states that ho will remain sccured throughout

. the life of the bill. This provision, however, does not in any way
render conditional his promisc to may or render the amount to be
paid uncertain. It docs not impedc the collection of the instrument
in any way; if anything it facilitates its collection. Applying the
above authoritics to the present case, therefore, it would scem that
under the better rule a provision to the effect that the acceptance

N or the acceptor will remain sccured throughout the life of the
acceptance would not affect the negotiability of the instrument.

In my opinion this is the conclusion which the courts of most juris-
dictions would reach on this question, although there may bc aomc
doubt as to whether this view would be taken in all jurisdictions.

. CONCLUSICNS .

My conclusions may bc summerized bricfly as follows: The
forms of acceptance approved by the Board in 1321 for acceptances
arising out of domestic shipments and for acceptances arising out
of import and cxport transactions contain no provisions which would
render the acceptances nonnegotiable. The form approved for use in
case of acceptances secured by readily marketable staples contains
no orovision which undcr the better rule, would render the accept-
ances nonnegotiable, but inasmuch as it conteins the clause. "the
acceptor will remain secured throughout the life of the bill", there
ray be a few jurisdictions in which such acceptances would not be
considered negotiable.

I understand from Governor Tallcy's letter that this matter
is to be on the vrogram for the forthcoming Governors' Confercnce,
presumably to give conmsideration to some plan whereby such parts
of the certificates which have becn approved by thc Beard for
use in accepting bills as meke the instruments nonnegotiable may
be eliminated. If desired, the possible effect on negotiability
of the clause "the acceptor will remain secured throughout the life
of the bill" may be avoided by having the accepting bank place the
agreement to remain secured throughout the life of the bill in an
instrument separate and apart from the acceptance itself and sub-
nit the same to the member bank which discounts the acceptances
or directly to thc Federal rescrve bank, only in case of rediscount
of the acccptance by the Federal rescrve bank. It is doubtful, how-
ever, whether this course is desirable as a practical matter, and in
wiew of the conclusion above reached that the clause mentioned would
render an instrument nonnegotiable in few jurisdictions, if indeed,
in any, it may be advisable to leave the forms of certification of
acceptances just as they have been since 1921.

Respcctfully,

George B. Vest
GBV-sad Assistant Counsel.
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I believe that on principle lir..Vest's legal conclusions L

are sound; but I fear that, in view of the decision in Lane Company
v. Crum, some of the courts might hold that acceptances bearing the
second and third certificates are npn—negétiable. In my opinion,
the decision in Lane Company v. Crum was wrong; but, neverthcless,

R it establishcs the law in the State of Texas and may be followed in
other jurisdictions. The same court which decided the Crum case
incorrectly, and an& courts which might be inclined to follow the

Y ' decision in the Crum case, would be likely to hold that such accent-
ances are non-negetiable.

It is highly important that therc should bc no question
in any jurisdiction as to the ncgotiability of the standard forms
of acccptanées. I believe, thereforc, that, as a practical matter,
it would be desirable to change thc sccond and third certificates
quoted above in such a way as to eliminate all possible doubt of
the negotiability of acceptances containing such certifications.

No doubt has been cast upon the negotiability of accevtances bear-
ing the first certificate quoted above.

v ‘: RECOMMoNDATIONS :

I respectfully recommend, therefore, that the Governors!
Conference be requested to consider the following suggestions:

1. That no change be made in the form of certificate to
be used on acceptances covering domestic shipments.

2. That the form of certificate to be used oﬁ accent—
ances covering import and export transactions be changed to read
as follows:

"The transaction which gives rise to this instru-

ment is the (importation) of (nsme of commodity) from
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(point of shipment) to (place of destination).

Weme of Acceptor."

3. That tho coertificate be eliminated entirely from
the faces cf accootances secured by warchouse, terminal or other
similar receipts; and that the following form of certificate be
printed on a separatc piece of paper to accompany the acceptance:

"This certifics that a certain bill drawn by
(Name of drawer) on the undersigned for §$
dated and accepted by the undersigned,
was securcd at the time of acceptance by independent
warehouse, terminal or other similar receipt coavey-

ing security title to (name of rcadily marketatle
staple) stored in (country where stored) and that
the acceptor will remain secured throughout the life
of the bill.

Name of Acceptor."
This may be less convenient than a certificate on the

v face of the accoptance but is much safer and is no more cumbersomc
than an acceptance with a bill of lading or warehouse receivot
attached.

v I also recommend that a copy of this memorandum and the
attached correspondence be sent to all Federal reserve banks for
their information in connection with the discussion of this topic
at the Governors' Conference.

Respectfully,

Wal ter Wyatt,
General Counsel.

WY WLH 10-8-27
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FEDERAL RESERVE BOARD

WASHINGTON X-U976

ADDRESS OFFICIAL. CORRESPONDENCE TO
THE FEDERAL RESERVE BOARD
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Jekeber 19, 1927.

SUBJECT: Topic for Governors' Confe:ence.

Dear Sir:

The right of a Federal rescrve bank to charge to
the reserve account of an insolvent member bank checks re-
ceived by the Federal reserve bank for collection and trans-
mitted to the member bank for payment prior to insolvency,
has been questioned by the receiver of an insolvent national
bank as the result of such a charge made by the Federal Re-
serve Bank of Richmond. The matter has been the subject of
correspondence betweern the Federal Reserve Bank of Rlichmond
and Counsel for the Federal Reserve Board, who has also taken
it uo with Honorable Newton D. Baker.

The Board has voted to refer the subject to the
forthcoming Conference of Governors and accordingly there is
enclosed herewith copy of a memorandum relative thereto, ad-
dressed to the Board by its General Counsel, together with
copies of various communications on the subject.

By direction of the Federal Reserve Board.

Walter L, Eddy,
Secretary.

TO GOVERNORS OF ALL F. R. BANKS

Federal Reserve Bank of St. Louis
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Date -October 8, 1927.

To - The Federal Keserve Board Subject: Right of Federal Reserve
| Tank to charge to the account of an
From - kr. Viyatt - General Councel insolvent member banx checls receiv-

ed by the Federal Reserve Bank for
collection and transmitted to such
member bark for »nayment wrior to in-
solvency.

I respectfully submit herewith for the Board's information
a copoy of certain corresponaence betWween this office and Kr. M.G.
Wallace, Counsel to the Federal Reserve RBank of Richmond, on the above
subject. I am calling this to the Board's attention because of the
fact that it involves a controversy which is about to be made the basis
of o test suit involving lezal cuestions of interest to the entire
Federal Rescrve System, and it has occurred to me that it mey be sd-
visable to make this a topic for discussion at the Governors' Confercnce.

The facts may be summarized briefly, as follows: The Fed-
eral Reserve Bank of Richmond received certoin checks for collectioa
pursuant to the terms of kegulation J and forwarded them to the drawee
bank for payment. After such checks had been received by the drawee
bank and charged to thc drawers! accounts, but tefore the time for pay-
ment stipulated in the time schedule had clespsed, the drawce bank failed
and a recceiver was gppointed. Subsequent to the insolvency of the drawee
bank the Federal Rescrve Bank of Richmond charged the amouant of such
checks to the reserve account of the drawce bank and credited same to
the banks from which thcy had been reccived. Subscquently, the re-
ceiver questioned the right of the Federal Reserve Bank to charge such
checks to the insolvent bank's rcscrve account and demanded that the
Fedcral Reserve Bank account to him for the reserve balance of the in-
solvent bank without deducting thc emount of such chocks. The Federal

, Rescrve Bank thereupon notificd the banks from which the checis were
received of the nositicn tokxen by the receiver end advised such brnks
that if the Federal Reserve Baonk was required to refund the amouant of
such checks tc¢ the receiver, it would charge same to the account of
the bonks from which the checks had been received. Some of the banks
from which these checks had been received then notified the Federal
Rescrve Eank that they would not permit the Federal Reserve Bank to
cherge such checks baclz tc their accounts, but would hold the Federal
Reserve Bank resvonsidle for the amounts thercof on the ground thet
the checlzs had been collected.

The recciver tnlzes the position that, inasmuch as the Foed-
oral Rescrve Bank was acting mercly as egoeant in collecting such checks,
it hed no right to offsct the amcunt thercof egoinst the roserve
account ¢f the drawece baxnlz, Furcly as & question of offset, this posi-
tion is sound, bccause the accounts werce net mutuval and no offsct is
nernissibvle under such circwastences.
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) The Federal Reserve 3en'z, however, relies upon the wrovisions
of its checit collection circular wherein it reserves the rignt "to
charge a cash letter to the reserve account of the member benk at any
time when in any oarticular case it deems it necessary to do sc."
This provision was inserted in the check collection circular of the
Federal Reserve Rank of Richmond oursuant to the authority contained
in Section V(4) of Regulation J, which orovides that:

"Any Federel rsserve bank may reserve the right
in its check collection circular to charge such items
to the reserve account or clearing accovnt of any such
bank at sny time when in any particular case the Fed-
eral reservc bank deems it necessary to do so."

The legality of the above quoted provisioh of the Board's
regulations and of the Federal Reserve Bank's check collection cir-
cular has never been tested in the courts and is comewhet doubtful.

I seriously doubt that the Federal Reserve Loard or the Federal Rescrve
Bank has the right to compel a member bank to pay a check which the
Federal Reserve Bauk Coes not own bub is handling merely as agent by
permitting samz to bu charged tvo the drawee bank's account, unless the

' drawee bank conseats tc such cherge. This provision was inserted in
Roegulation J on the theory that, by forwerding checks to Federal Leserve
Banks for colk:q;ifgﬂundar,the terms of Legulation J, and vy remitting
to the Federall Panks for chocks under the terms of Regulation J, the
member banks would be held to heve acquiesced in the terms cf that
regulation and to have authorized the Tederal Reserve Barxks to charge
such checks to thsir reserve accounts. Such authorizations would. be
continuous; but it ma be argued with much force thet the authority
thus given would bec revoked automatically upon the insolvency of the
drawee bank and that, therefore, the Federal Reserve Bank has no right
to charge checks to the drawee bank's account after thes drawee bank
becomes insolvent.

If the court should merely rule that thc Fcderal Reserve
Pank has no right to charge a check to the reserve account of an
insolvent member bank, I do not telieve the decision would do much
harm; btut there is a denger that the court might go much further by
way of dictum and ssy that the Federal Reserve Eank has 1o right
under any circumstances to cherge a check to the reserve account of
the drewee bank unless the drawce barz authorizes the charge. While
such a dictum would not be absolutely binding upon the Federal Reserve
Bank, it would raise such serious doubts as to the legality of the
above quoted provision of the Board's Regulations and of the check
collection circulars as to greatly immeir, if not ytterly destroy,
their usefulness, and I thinlt this would be quite unfortunate.

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



;)G‘? S}f

pLI L4

In view ¢f &11 these circuust.nces, I bellieve it

cos,
would be advisavle teo nlece this subject ou tue osrograis for
discussion at the next Governors'! Conferencc, in crder that
the Governors might discuss with Mr. Seay the advissbility
of melzing a test suit on this cuestion and might also dis-
cuss the rractical problems involved in connection vith

the charging of checks %o the occounts of dravwee banks.

Resoectiully,

solter Tyatt
Generol Counsel.
Paners attached

Wi ONC
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Uctobar 18, 1¢27.

wr. Ceorge J. Sesy, Governor,
Federesl Reserve Zank,
Richmond, Virginia.

Dear Governor Secar:

I have received your letter of Octobor 1l4th vith referonce
to the controversy Ttetween the Federal Aeserve Bank of Richmond and
the Receiver of thes Farmers & lierchants Benk of Lake City and have
elready submittcd your letter to the Federal Heserve Roard end
celled it versonally to the attention of Governor Young.

You statc that you understond my view to be thet the question

involved in this case 1.ill only becomc a System matter in case the
Judge should introduce some dictum not nccessary to a decision. Thot
is not exactly my view. Inasmuch as the point of law which will

- actually be decided in this case will necesserily offect all the
Federal reserve barks, I thinkr the case is inherently onc of such a
nature that it should be ceolled to the attention of all Fedcral
reserve banks, and that the Governors! Conferencce should have an on-
vortunity to decide whother or not it desires to have the case made
a System case. I feel, however, that the right to chorge checks to
the drawee bank's account subsequent to iusolverncy is relatively un-
important and that it would not do much harm if that question is de-
cided adversely to the Federal reserve bouks. On the other hand, I
fecl that the question of the right to charge checks to the drawee
bank's account nrior to insolvency, which might be affected by a
dictum in this case, is of much morc importancc and that it would be

v unfortunate if in deciding this casc thc Court should indulge in a
dictum vhich would raise doubts as to the right of a Federal rescrve
bank to charge checks to the account of the drawec berk prior to in-
solvency.

I am not inclincd to recommend thot tWs cose be settled
out of court or that the Federal Rescrve Ranmic of Richmond surroader
its rights in the oremises. The Officc of the Comptroller of thoe Cur-
rency avvarently is determined to have this cuestion settled by a
test suit; and, so far as I have becn able to ascertein, thoe case
which you have vending is free of any commlicotions and should make
a good test case. The only vpossible advantage to »e derived from the
settlement of this case out of court and the conseguent surrender by
the Federal reserve banlzs of their risht to charge checks to the
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dravee bank subsequent to insolvencr wounld be to avoid the possibility
of ¢ dlCtLﬂ casting a doubt upon their right to charge checks to the
drﬂ .ee bark's account nrior tc insolvency; snd I deubt that this ad-
antage is sufficicnt to justirfy all the Federal reserve Dbenks in sur-
ro..dml.;L what m 2y of them consider en imcortont legal right and in
asking the Federcl Feserve Banms of Richmend to suffur s scrious fimancial
loss. I fecl, thorefore, thot it is Jjust as well to try thc cesc you
have nending; but I consider it my duty tc csll it %o the cttention of
the Foderal Zescrve Boord and the cthcr Federal resorve banks, because iv
is in the nature of a test case on a cuestion of law which 1ill affect
all of the Federal reserve benks.

I sincerely trust that this letter will serve to make my
vosition entirely clear ond that vou and kr. ¥wallace will agree that
I have done the right thing in recomuending to the Board that this
case be Hut on thz prograr for discusrion a% the Governcrs' Conference.
I agree with you that the questions of lew could be discussed more ap-
nropriately by the Counsel of the various Federal reserve bamzs than
by the Governors; but there ars cortain practical cuestions which I
think should be cousidered Dy the Governors. I belicve that placing
the subject on the mrogram for discussion at the Gevernors! Conference
will serve a doutrle »urposc, since the Governors can discuss the wractical
cuestions involved and uncoubtecly each Covernor will ask his own Counsel
for an opinion on the cusstion of law.

If the Governors decide to have this question considered in
more detsil by the Counsel to the Federal reserve banks I shall be very
glad, with the aporoval of the Federal Reserve Board, to arrange for a
joint conference of Counsel of all the Federal reserve benizs to discuss
this and other legal matters of System interest. Ve have held two such
conferences heretofore end it seems to be the unanimous opinion of Coun-
sel that they have been very helpful.

Tith tindest worsonal regards, I am

Sincerely yours

Walter Wyati:,
General Counsel.

Wi sad
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Octoter 14, 1¢S27.

“ur. Walter Tyatt, General Counscl,
Federal Reserve Foard,
Washington, D. C.

Deer Mr. Wyatt:

Nr. Wallace has shoun me your letter to him of
October 8 relating to a controversy between this bank and
the receiver of the Farmers .&. lLerchants Bank of Lake City,
- accompanied by a cooy of you. letter to the Federal Reserve
- Board, in which you recommend that the matter be placed on
the orogram for discussion st the next Governors' Conference.

I have reviewed the case and all of the corresvond-
ence which has nassed between you and our Counsel, Mr. Wallace,
and it seems to me that the subject is entitled to much more
consideration, in detsil, than it is usually vracticable to

. give at these conferences of governors. As a rule, a matter
of this kind would, I think, be reforred by cach governor to
the counsel of his bank for study and oninion. In order to get
the merits of the case fully before the conference, a statement
of all the facts should be presented, and I think it would be
desirable, if not necessary, to read - at length from the cor-
- respondence which has nassed between you and our Counsel, in or-
der to develon the niceties of the case.

There seems to be, in some measure, differences of
opinion between yourself and Mr. Newton D. Baker as to whether
this case is likely to become a System matter. As I understand

» your point of view, it will only become a System matter in case
the Judge should introduce sore dicvmm/%ggessary to a decision in
the case, and while no one can say how great that danger may be,
you have fear of it and it must be regarded as a possibility.

It hardly seems to me that the danger of that possibility would
Justify this benk in withdrawing from the case and assuming the
loss which would ensue. The amount involvcd in the case of the
Lake City bank is covered by two remittances, aggrcgating about
$34,000; the asmount involved in a similsr cagse with resoect to
the Fayetteville bank is, I belicwe, in the neighborhood of
$20,000, meking the total sum involved approximately $54,000.
As an offsct, we would receive thc dividends pgid by the
reeeivers of the respective banks, which in the case of the
Leke City bank we are led to believe will be very substantial,
but which in the casc of the Fayetteville bank cznnot even de
aonroximated at the present time, ‘
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Mr. Walter Wyatt, General Counsel, Pg. 2. October 14, 1927.

The Conference of Governors, it seems to me, would
be likely to take one of only two courses: either recommend that
the Federal Reserve Bank of Richmond withdraw from its position and
assume the loss; or recommend that the matter be referred to the
counsel of the several banks for an opinion as to whether the
possible danger to the System would secem to make it advisable
for the Richmond bank to withdraw., We should hardly be willing
to take the first course upon the suggestion of the Conference
because, in the nature of the case, we believe it could only be
superficially considered in a general discussion within the time
available; but we might be willing to follow the recommendation
of the counsel of the soveral banks should there be any uniform
concurrcnce of opinion among them, and if the other banks adppted
the opinion of counsel.

In one of Mr. Wallace's letters to you, he sug-
gested that a statement of the facts be submitted to the counsel
of the several banks for consideration and expression of opinion.
This coursc, in my Jjudgment, would be preferable to discussion
at the Conference. Whether Mr. Baker ha¢ reviewed the entire case
when he wrote the letter to you on June 18, I do not know, but if
not the same matter submitted to the counsel of the banks might,
also, be submitted to Mr. Baker, should the Board think it advisable.
In considering the effect of an embarrassing court decision upon
the System, it is well to bear in mind that only two of the Fed-
eral Reserve Banks, Philadelphia and Richmond, pursue the deferred
charge practice; the rest have the remittance plan.

I am writing this letter directly to you rather
than to the Board because this course seems to me to offer the most
convenient manner of placing the matter before the Board, and I sug-
gest that you bring the letter to the attention of the Board along
with your communication to the Board of October 8.

Very truly yours,

(Sgd.) G’eOo Jc swi
Governog.

GJS CCP
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Cctooer 8, 1S27.

¥r. k. G. Wallacc, Counscl,
Federal Reserve Rark of “ichmong,
Eichmornd, Virginia.

Dear lNr. Wallece:

I have received your letter of August
20th with further reference to the controversy betiween
your bank and the receiver of the Farmers & Merchantis
National Baxnlz of Lake City, but have not replied more
promptly becatse I have been avsent from the office
much of fthe time and have been exccedingly husy durin
the time I have been in the office.

After reading your letter I can realize
that you find yourself "between the devil and tkhe daep
blue sea" and thet you are oractically forced to try a
law suit on this question either with the receiver or
with the member banks from which you reccivcd the chocks
in question, unless the Federal Reserve Bank of Richmond
wishes to settlc the case and absort the necessary finan-
cial loss which I judge thc bank is unwilling to do.

In vicw of the fact that the legal ques-
tion involved in this case will affect all of the Federal
rescrve banks, I am calling this matter to the attention
of thc Federal Resorve Boerd with the suggestion that it
put the sutject on the orogram for discussion at the
forthcoming Governors' Confercnce. If the Board adopts
this suggestion, it wiil give the Governors an 0pportunity
to discuss the matter from a System standpoint and to con-
sider the practical as well as thu legel quostions involved.

With z11 best wishes, I am,
Cordially yours,
Walter ﬁ&att,
Genersl Counsel.

P.S. For your information I enclosc a cony of thc memorandum
which I am submitting to thoc Board.

Federal Reserve Bank of St. Louis
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FODERAL ERSERVE BalX COF
RICHLOND

August 20, 1927.

Federal Reserve Board,
Washington, D. C.

ATTETTION CF MR. WALTZR YATT General Counsel.

My dear lr. Wyatt:

I have your leétter of August 17th with reference -
to the controversy between this bank and the Zeceiver of the
Farmers & Merchants National Bank of Lale City.

I have, of coursce, comnsidered your letter carefully,
and have discussed it with the officers of this bank. I am
rather inclined to agree with ir, Baker in thinking that the
question involved in this controversy is so rcmoie from the
question involved in the Atlanta district that there is littie
chance that a decision in one case will have any bearing uron
the other, but, of course, none ofus can foresee what scme Judge
may undertake to sey by way of obiter dicta.

In iy case there could be no doubt of our right to
charge the resarve account of the member bank if it remeined
solvent. The sole question involved would be whether or not the
insolvency of the member bank rcvokes the authority which it has
given to ws to charge its account, and, if so, whcther or not the
revocatior. oterates with respect to charge which could have been
made before the closing of the bank, but in fact were not so made.
In the Atlanta case the question is whether or not the member bank
mey eovadc the soirit of the Federal Reserve Act by rofusing to oy
checks presented through the Federal Rescrve Bank if the drawer lLas
directed that sich checks shall not be naid to the Fuderal Reserve
Rank.

In any event, I see little chance of our cvoiding 2
settlement by litigation of the point in controversy. As you kaow,
our claim involves two letters. The first of these letters was
sent to the Farmers & Merchants National Bank of Lake City on
Cctober 7th, and under our time schedule was chargeable to its
reserve account on Monday, October 1llth. The checks 'in the letter
were cancelled on Octobher 8th. The bank was closed or Saturday,
October 9th. On October 1lth the reserve accoint was adequate to
meet this letter, and we accordingly charged the letier to ths
reserve account and credited the banks from which the checks had
been received.
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We sent to the Receiver a statement showing that this

letter had been charged to the reserve account, and no objection
was made, and indeed the Receiver treated the charge as proper

v until some time in kay when e demand was made upon us for the amount
of this lectter. As soon as thc demand was madc, we notificd the
member banks concorncd that if the contention of the Receivoer was
sustained, wc would charge them with the smount of the checks vhich
had boen containcd in this letter. Several of the member banks
notified us that thoy would not stend the charge, but would litigate
the question with us reogardless of the result of the litigation botween
oursclves and the Recciver. I feel sure that if we undertook to
chorge thom vith the cmounts of their checks in this letter they would
litigntc the quecstion. . Of coursc, we could eccede to the demand of
the Recciver and not charge our member benks, teking the loss
oursclves, but owven if we did this, I think the semc question would
arisc in futurc cascs, and with respect to the sccond letter of the
Farmers & Merchonts Netional Bank of Lekc City.

The second letter was sent to the Farmers & Merchants
FNational Bank of Lake-City on October 8th, and the checks in it were
charged to the accounts of the drawers on October Sth before the closing
of the bank. This letter was in ordinary course chargeable to the
failed bank on October 12th, but after charging the letter of October
7th, we had a talance amounting to only approximately $7,000.00, and
the letter was approximately $20,000.0C. We charged back the entirse
amount of the checks conteined in this second letter and held the
balance in order that I might endeavor to decide as to whether or not
it should bec distributcd as & nart payment on account of the letter
or not. Scveral member banks wrote to us asking for information as
to the amount of the reserve balance. On being notifiaed of the situa-
tion they claimed that the reserve balance should be spplied to the cash
letter, and notified us that they would hold us liable if we surrendered
it to the Receivir. The amount of checks received from the banks which
took this position is sufficient to justify them in thg effort to test
their rights, and if we abandoned our nosition in our controversy
with the Receiver, I feel sure that some<ns1:XMLFault xmlns:ns1="http://cxf.apache.org/bindings/xformat"><ns1:faultstring xmlns:ns1="http://cxf.apache.org/bindings/xformat">java.lang.OutOfMemoryError: Java heap space</ns1:faultstring></ns1:XMLFault>