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October 15, 1927.

Mr. Walter Wyatt, General Counsel,
Federal Keserve Board,
Washington, D. C.

Dear Walter:

I have your letter of October 12th in which you state that Mr.
Baker nas requested you to obtain for him any additional information that
may be available regarding the practice of cortain member banks in the
Sixth District of stamping their checks "Payable in New York exchange."
I note that Mr. Baker especially desires to know if there seems to be any
tendency for this practice to spread.

The Federal Reserve Bank of Atlanta advises me that there scems
to be no tendency toward a spread of this practice. It is still confined
to a2 small number of country banks in Alabama. Three or four of the banks
in question have requested the Reserve Bank to desist from handling such
checks. The remainder of the relatively few banks upon whom chicks bearing
this notation are som3times drawn pay the same when presented through the
Leserve Bank despite the notation.

The one time practice of some of these banks to stamp on checks
"Not payable through Faderal Reserve Bank" has, apparently, almost cesased.
It is only occasionally that the Reserve Bank sees a check bearing this -
last mentioned notation.

Several days since it cuame to the attention of the Reserve Bank
that a customer of a bank in Greenville, Alabama, is issuing "checks'" in
the form of a draft, drawn by the customer on himself and payable at the
Greenville bank. When interrogated as to why this was being done, the
Greenville bank stated frankly that the object was to obtain exchange.
There would seemto be no likelihood, however, that drafts will take the
place of bank checks.

Prusting that the above zives the informition which you desire,
and with best personal regards, I am,

Cordinlly yours,
(signed) Rbt. S. Parker

EKobt. S. Parker
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Augu.t 26, 1927.

Collection of checks bearing
not stion "Payable in New York ox-
Mr. Vest - assistant Counsel. change b current rates!.

Faderal Ees~rve Board

It will be reealled that o £ow months 2zo checks drawn on some
banks in the Atlanta district bore ths notation "Not payable throuzh the
Federal Eeserve Bank of Atlanta'". iccording to th? latest informstion,
howaver, the banks which were formerly using such checks have ldiscontinued
this practice, or are paying such checks when pr:scnted by the Fedceral ke~
serve Bank. I wish to call attention t> 2 different phasc of tiais matter
which is mentisned in the attached letter from Mr. Parker, Counsel for the
Fzderal Fes>rve Bank of Atlanta, to Mr. Wyatt. This involves checks upon
which therc is 2 notation "Payable in New York ~xchanze at current ratcs”.

It appears from information submitted to this >ffice that for a
period »f 2 y2ar or two it was not the practice of the Federal Resorve Bank
of Atlanta to hancdle checks .2aring 2 notation of this kind. Finally, how-
ever, th: practice of handling such checks was resumed. In May of this year
there were nine banks in the itlanta district usingz checks bearing the no-
tation "Payable in New York exchanze at current rates". ill thess banks ox-
cept the First National Bank of Samson, Alabama, and the Slocomb National
Bank of Slocomb, Alabama, have baen paying such checks at par and without
quastion. Recently, however, the Farmers & Merchants Bank of Samsun,
alabama, a State member bank, has refused to pay at par all checks ULearing
this restrictive notation. Some of these choecks were returned by tuae
farmars & Merchants Bank wigh 4 memorandum written in pen and ink on the
checks readinz substantially as follows: "Drawn with restrictions. koeturn
throuz.. channels other than Federal Keserve Bank and same will Ve paid im-
mediately". . The Federal Keserve Bank »f itlanta, in accordance with the
opinion of its counsel, Mr. Parker, has adopted the practice of returning
to its indorsers checks drawn on the said Farmers & Merchants Bank and re-
stricted t5 payment in New York exchange. This is the same procelure which
has been fillowed in the case of checks drawn on the two national Lanks
mentioned ahove which for scme time have been refusing to pay checks bear-
ing this nostation. Not all of the checks drawn on the Farmers & Mcerchants
Bank contain a restrictive statemsnt; those which are unrestricted the Fed-
eral Keserve Bank handlss in the usual way.

Chaocks bearing thes notation "Payalle in New York =xchanze at
currant rates" are believed to be non-nezotiable anc have besn so held in
2 ruling of the Federal Easerve Board. 1916 Bulletin, pare 459. This
fact in itself should tend to ciscourase a genceral or widespread adostion
of tac use of such checks. 4t present there are only three Lanks in the
Atlanta district which are refusinz to pay checks of this kind. The Federal
Eeserve Bank is declininz to handle such checks and is returnin: them to
their indorsers, just as it has dsae in previous cases of this kind. Under
these circumstances it is my opinion that tho course of action which is now
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bein- allowed Ly the Faleral Reszrve Bank of Atlanta in this matter and
which is approved by its Counsel, is the wise anli proper one at this
time.

Information as to this developaent in th: itlanta situation has
been submitted to Mr. Newton D. Baker and he has addressed a letter to Mr.
Wyatt stating that for the time teinz and until thsre is some evidence of
2 tendency in this vractice to spread he considers the course now followedl
by the Federal Reserve Bank of itlanta to be the wise one. A copy of Mr.
Baker s letter on this subject is attached hercto.

This matter is submitted to the Board for its information. No
action 2pp2ars to Le necessary in this connection, at least for the present.

Hespectfully,

Georze B. Vest,
Assistant Counsel.
Letters attached.
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