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A D D R E S S O F F I C I A L C O R R E S P O N D E N C E T O £ 4 4 - 3 
T H E F E D E R A L R E S E R V E B O A R D ^ 

January 2, 19*30, 

SUBJECT: L i a b i l i t y Incu r r ed "by Member Bank i n 
Purchas ing Federa l Reserve Exchange. 

Dear S i r : 

I n a r u l i n g pub l i shed i n the Federa l Reserve Bul-
l e t i n f o r September, 1928, a t page 656, the Federa l Reserve 
Board h e l d t h a t the l i a b i l i t y i n c u r r e d by a member bank 
through the i s suance of i t s c a s h i e r ' s check f o r Federa l r e -
serve exchange purchased, should be t r e a t e d as a l i a b i l i t y 
f o r money borrowed r a t h e r :than as a depos i t l i a b i l i t y . The 
f a c t s of the t r a n s a c t i o n which were under c o n s i d e r a t i o n by 
the Board a t t h a t t ime were desc r ibed a s f o l l o w s : 

A member bank which i s t empora r i ly s h o r t i n i t s 
r e s e r v e s a r r anges wi th ano ther member bank hav ing a tempo-
r a r y excess i n r e s e r v e s f o r the use of a s t i p u l a t e d amount 
of Federa l r e s e r v e c r e d i t , f o r one day or more, a s may be 
ag reed upon. The bank purchas ing the c r e d i t e i t h e r g ives 
i t s c a s h i e r 1 s check to the s e l l i n g bank, to b e . h e l d f o r one 
day or more, as the case may be, o r , d i spens ing wi th the 
f o r m a l i t y of i s s u i n g a c a s h i e r ' s check, a u t h o r i z e s the 
s e l l i n g bank to c l e a r a t i c k e t f o r the amount through the 
c l e a r i n g house s e t t l e m e n t on the day agreed upon, and the 
s e l l i n g bank e i t h e r g ives i t s d r a f t on the Fede ra l r e s e r v e 
bank to the buying bank or a r ranges wi th the Federa l r e s e r v e 
bank to t r a n s f e r on the Federa l r e s e r v e bank ' s books the 
s t i p u l a t e d amount from the account of the s e l l i n g bank to 
the account of the buying bank. 

I t now appears t h a t , whi le Federa l r e s e r v e ex-
change i s f r e q u e n t l y purchased and so ld i n accordance wi th 
the method above desc r ibed , t h i s p r a c t i c e i s not u n i v e r s a l -
l y fo l lowed and i t o f t e n happens t h a t a member bank purchases 
Federa l r e s e r v e funds from another member bank through the 
method of book e n t r i e s , wire t r a n s f e r s or o the rwise . The 
q u e s t i o n has been p r e s e n t e d to the Board a s to how such t r a n s -
a c t i o n s should be r ega rded i n cases where the purchase and 
s a l e of Federa l r e s e r v e exchange i s accomplished by some 
method o t h e r than t h a t desc r ibed i n i t s 1928 r u l i n g . 

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



X-6443 

- 2 -

A f t e r cons ide r ing t h i s ques t ion the Board i s of 
the opin ion t h a t a l l such t r a n s a c t i o n s should be c l a s s i -
f i e d i n accordance wi th the purpose to he e f f e c t e d and 
the p r i n c i p l e s involved r a t h e r than i n accordance wi th 
t h e mechanics of t h e i r accomplishment. Transac t ions of 
t h i s k i n d a re m a n i f e s t l y temporary loans n e g o t i a t e d f o r 
the purpose of avo id ing the n e c e s s i t y of r e d i s c o u n t i n g 
wi th the Federa l r e se rve hank or showing a d e f i c i e n c y in 
r e s e r v e s . The Board r u l e s , t h e r e f o r e , t h a t i n every such 
t r a n s a c t i o n whether e f f e c t e d by check, book e n t r i e s , wire 
t r a n s f e r s or o therwise , and r e g a r d l e s s of the method of 
repayment, the purchas ing member bank should show i t s r e -
s u l t i n g l i a b i l i t y to thfe s e l l i n g member bank as money 
borrowed and the s e l l i n g member bank should t r e a t the 
t r a n s a c t i o n as a l oan made. In us ing the Board ' s Form 
105 f o r r e p o r t of cond i t i on , the pu rchas ing member bank 
should show the l i a b i l i t y i n c u r r e d in any such t r a n s a c t i o n 
under " b i l l s payable and r ed i s coun t s " and the s e l l i n g mem-
ber bank should e n t e r the amount of the t r a n s a c t i o n under 
" l oans and d i s c o u n t s " . 

Very t r u l y yours , 

E. A. Young, 
Governor. 

AGENTS. 
TO AIL GOVERNORS AND FEDERAL RESERVE 
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