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C O P Y 

November 15, 1929. 

Hon, George W. Morris, Governor 
Federal Reserve Bank of Philadelphia 
935 Chestnut Streets , 
Philadelphia 

Dear Governor Norris: 

We write at your request to give you our views concerning the 
question raised by Governor Harding in his le t te r to Governor Young dated 
October 19, 1929 and discussed "by Mr. Wyatt in his l e t t e r to Counsel for 
the several Federal Reserve Banks dated the 11th instant , copies of which 
you have. The question i s concerned with the propriety of Federal Reserve 
Banks making special arrangements with certain member and non-member banks 
for the deposit of collateral i ( l) To protect Reserve Banks from l i a b i l -
i t i e s incurred by reason of following A practice in collecting checks which 
the part ies concerned may find convenient but which might as a matter of 
law be held to constitute negligences in the performance of the duties of 
a collection agent$ of (2) to insure the collection of checks where such 
a practice has been followed* 

I t has been our view that agreements of the f i r s t class would be 
in harmony with the uniform policy formulated as a result of the joint con-
ference of the Governors and Counsel of the Federal ite serve Banks in April 
of this year and subsequently approved by the Federal Jle&erve Board in i t s 
circular l e t t e r X-8389 dated October 16, 1929. We have considered that 
agreements of the second class would be contrary to such uniform policy. 
However, the two forms of agreement in use by your Bank would f a l l within 
the f i r s t class and therefore would be in accordance with such policy. 
We enclose herewith for your purpose^ a copy of our l e t t e r of Oc.tober 26, 
1929 addressed to Mr. Mcllhenny concerning the form of such agreements. 
You wil l also recall that under date of May 2, 1929 we wrote Mr. Wyatt 
outlining the practice in this respect followed by your Bank, and sent 
you a copy of that l e t t e r . We requested Mr. Wyatt to inform us i f he 
considered such agreements to be contrary to the uniform policy and the 
proposed amendments of Regulation J . Inasmuch as we have received no 
reply from him, we assume that he does not consider such agreements to be 
contrary to such policy. 

We are inclined to believe that the taking of collateral for 
the purpose of insuring collection of checks, so that the holder or owner 
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of a check would under certain circumstances have recourse to such 
col la tera l in case the check i s not paid or the draf t given in ex-
change therefor is dishonored, should "be considered as being contrary 
to the uniform policy. Such a practice would resu l t , in the case of 
the insolvency of a drawee hank, in the pfrefefrring of a limited number 
of c redi tors , - to avoid which was one of the chief reasons given in 
siipport of the adoption of the uniform policy* In this connection we 
cal l your attention to Paragraph 6 of the principles set forth in the 
resolution adopted "by the majority of Counsel; reading as follows: 

"dt In our opinion, any deviation ftom these pol ic ies , 
in furtherance of which Regulation J . was promulgated, 
would ezitMl grave dangers td federal reserve "banks 
and would resul t in the preferring of a limited num-
ber of creditors of an insolvent "bank, contrary to 
the l e t t e r and sp i r i t of the law as i t exists in the 
various States and as administered in the Courts of 
the United States," 

If such col la tera l i s taken primarily for the purpose of 
insuring collection of checks, then i t might well "be said that the 
holders of owners of such items, through their agent, would.have 
recourse to co l la te ra l in the possession of the Federal Reserve Bank, 
contrary to the language contained in Paragraph 6 of Section V of 
Regulation J as recently amended. I f , however, the col la teral i s tak-
en for the purpose solely of protecting a collection agent against loss 
resulting to i t "by reason of following a practice which might be said 
to constitute negligence, then no holder or owner of a check sent for 
collection could be said to have a r ight of recourse to co l la te ra l . 

I f as a matter of policy i t i s determined that the Reserve 
Bank should have the r ight to take col la teral for the purpose of pro-
tecting not only i t s e l f but the holders and owners of checks under 
certain circumstances, then i t would be advisable to consider modify-
ing the language of Paragraph 6 so as to recognize the poss ib i l i ty of 
such a course of action and to clearly define i t s l imitat ions. 

We shall,be very glad to give further consideration to 
any par t icu lar phase of this question should you desire. 

Very truly yours, 

MLS 
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