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0 7 R I C H M O N D 

June 2, 1930 

Federal Reserve Board, 
Washington, B.C. 

Attention: Mr. Walter Wyatt, general Counsel. 

My dear Mr. Wyatt; 

I received your letter of May 14th with its enclosures and the 
letter of May 28th from Mr. Vest enclosing a program of topics for the ap-
proaching Conference of Counsel for Federal Reserve Banks. You of course 
know ray views upon the advisability of adopting in principle the recommenda-
tions of the Counsel of Federal Reserve Banks adopted at the conference held 
in March of last year. Assuming, however, that the revision of Regulation J 
proposed by you is designed to put that principle into operation, I wish to 
say that the form of the regulation is entirely acceptable to me, as it 
seems to me that it has clearly and unequivocally defined its objects and 
cleared up one or two points which the recommendations at the last conference 
left in doubt. 

There are, however, two minor points which I desire to bring to 
your attention. The operating departments of this bank seem to consider 
that the use of authorizations to charge the reserve account rather than 
drafts drawn on this bank tends to simplify accounting methods. I am there-
fore suggesting that the footnote on Page 2 is superfluous. Paragraph 4 on 
Page 3, as drawn by you, indicates clearly that the specific authorizations 
are subject to acceptance by Federal reserve banks, and it therefore does 
not seem necessary to discourage the use of specific authorizations rather 
than drafts. 

There is another small point to which I wish to call your atten-
tion in connection with the concluding lines of Paragraph 4 on Page 3 of 
the proposed amendment to Regulation J. It sometimes happens that a member 
bank sends to a Federal reserve bank either immediate credit checks or drafts 
payable in the city of the Federal reserve bank. These are received at the 
opening of business and accordingly credited to the account of the member 
bank, thus giving the member bank an apparently available balance although 
the credit items have not been actually collected. If a draft from this 
bank or an authorization was received on the same morning, it would in ordi-
nary course be charged against this apparent balance; but it might happen 
that the immediate credit checks or the drafts would be dishonored that day 
and so it would appear that the charge had been made against an apparently 
available balance ...but not against an actually available balance. A particu-
lar case will illustrate my meaning. When the Commercial National Bank of 
Statesville failed, it had Sit the opening of business on the day prior to its 
closing a balance of a few thousand dollars. On the day before its closing 
it made transfers and other deposits which brought its balance up to approxi-
mately $17,000.00. It also deposited a draft payable in Charlotte, IT. C., 
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Mr. Walter Wyatt, 
Federal Reserve Board, 
Washington, B.C. 

for about $12,000.00. The Statesville bank was doing business with the 
Charlotte Branch and was immediately credited with the amount of the Char-
lotte draft. On the same day we received the usual authorizations directing 
us to charge its reserve account with cash letters totaling $21,000.00. 
This charge was made on the afternoon of that day. After the charge was 
made the $12,000.00 draft was dishonored and charged back to the account of 
the Statesville bank, creating an apparent overdraft. We reversed our charge 
for the cash letters and charged t%e items in them back to our endorsing 
banks, thus leaving a credit balance of approximately $17,000.00. We held 
this balance pending the decision in the Early case. A suit was brought 
against this bank by the holder of a check in our cash letter alleging negli-
gence and also claiming an equitable lien on the reserve balance. This case 
was recently tried and the court dismissed the action in so far as it de-
pended upon negligence, but sustained it in so far as the lien upon the re-
serve balance was concerned, holding that that point was governed by the 
Early case. 

The case which I mention arose before February 1, 1929, and the 
Comptroller admitted that the Early case applied. 

I was a little uneasy for fear that the plaintiff would make the 
point that the charging of these cash letters against an apparently sufficient 
balance amounted to a final payment, and if this payment were made against un-
collected funds our position was the same as that, of any other bank which 
paid a check against uncollected funds. The point was never made in the case 
but I refer to the case as an illustration. 

I felt fairly confident that if the point were made I could suc-
cessfully contend that the charging of the cash letters under the circular 
was merely a step in bookkeeping necessary to protect the interest of the de-
positing banks, and hence if it later appeared that the charge was made 
against an actually available balance, the oversight could be corrected up-
on the ground that we had not in fact received payment in actually collected 
funds. 

It seems to me that under the proposed revision of Regulation J 
the point mentioned above would be mich more dangerous. It is expressly pro-
vided that a draft or authorization sent in settlement for a cash letter is 
subject to acceptance by the Federal reserve bank in its discretion. Such 
a draft or authorization is therefore placed on the same ground as a check 
presented by a third person. It would therefore seem to follow that the act 
of the Feder&l reserve bank in charging such an authorization or draft to the 
account of a member bank was a final payment, and if it should later appear 
that such a charge was improvidently made, the Federal reserve bank could not 
revoke it. 

To meet this situation I suggest that the last sentence of Para-
graph 4 be amended by striking out the words in brackets and inserting those 
in capitals: 
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receipt of such notice OH IF THE ACTUALLY COLLECTED AND 
AVAILABLE BALANCE IS NOT SUFFICIENT TO SUPPORT SUCH CHARGE, 
the hook entry may he reversed (at any time before the 
close of business on the same day), and when this is done 
the situation shall be deemed to be the same as if such • 
charge had never been made." 

You will notice that I struck out the requirement that the reversal be made 
on the same day as the charge. I did this because it gAtraetimes occurs that 
checks deposited by a member bank are returned several toys/its failure, al-
though these checks may have been credited to its reserve account before its 
failure, and it seemed to me that there was no reason for limiting the cor-
rection to the day of failure. 

The amendment which I proposed above may possibly be susceptible 
to the interpretation that if it is discovered that the .balance is not suf-
ficient to support the charge as a whole the entire charge should be reversed. 
It would seem more equitable to me to charge back only an amount equal to the 
deficiency. If this view is taken, it might be advisable instead of the 
amendment suggested above to add another sentence as follows: 

"If at the time that such charge is made the actually 
collected and available balance is not sufficient to 
support such charge, the difference between the amount 
of such charge and the actually collected balance shall.: 
be charged back proportionately to the forwarding banks." 

I look forward with great pleasure to seeing you and the Counsel 
for the other Federal reserve banks on June 9th. Even though it is n$ un-
fortunate fate to be the disturbing element, the conferences are always a 
pleasure. 

Very truly yours 

(Signed) 

M. G. Wallace 
Counsel. 
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