
FEDERAL RESERVE BOARD 1.6 

WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD 

X-7411 

Apri l 14, 1933. 

SUBJECT: P e n a l t i e s f o r Def ic ienc ies in 
member tank reserves . 

Dear S i r : 

Section 19, paragraph 7, of the Federal Reserve Act p ro -

vides t h a t , "The required balance ca r r ied by a member bank with a 

Federal reserve bank may, under the regula t ions and sub jec t to such 

p e n a l t i e s as may be p resc r ibed "by the Federal Reserve Board, be 

checked aga ins t and withdrawn by such member bank f o r the purpose 

of meeting e x i s t i n g l i a b i l i t i e s , " and, pursuant to t h i s provis ion 

of the Act, the Federal Reserve Board, has p resc r ibed , in Section 

IV of Regulation D, ru l e s governing the assessment of p e n a l t i e s 

f o r d e f i c i e n c i e s in r e se rves . 

Reports received by the Board ind ica te tha t member banks 

which normally maintain t h e i r reserves somewhat in excess of the 

minimum requirements occasional ly incur p e n a l t i e s f o r d e f i c i e n c i e s 

in reserves and t h a t , in such cases, where the amounts involved are 

nominal, i t i s the general p r ac t i c e of the Federal reserve banks 

not to assess the p e n a l t i e s . While the Federal Reserve Board has 

no ob jec t ion to the non-assessment of p e n a l t i e s of nominal amounts 
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in such cases , i t f e e l s tha t there should be a maximum l i m i t , 

uniform in a l l Federal reserve d i s t r i c t s , upon the amount which 

in any case may he assessed or not by the Federal reserve bank 

in i ts ' d i s c r e t i o n . 

Af t e r considerat ion of t h i s mat te r , the Board p r e s c r i b e s 

the fol lowing ru l e s f o r uniform app l i ca t ion by each Federal 

reserve bank: 

(a) When the aggregate amount of p e n a l t i e s incurred by 

a member bank in any calendar month i s not in excess of $2.00, 

such p e n a l t i e s may be assessed or not as the Federal reserve bank 

may determine upon considera t ion of the circumstances of the case; 

(b) When, f o r the f i r s t time since a bank became a 

member, there i s a def ic iency in i t s reserves which i s sub jec t to 

a pena l ty , such penal ty may be assessed or not as the Federal 

reserve bank may determine upon considerat ion of the circumstances 

of the case . 

(c) When, before the assessment of a penal ty f o r a d e f i -

ciency in the reserves of a member bank, i t i s placed in r e c e i v e r -

ship or l i q u i d a t i o n , such penal ty may be assessed or not a s the 

Federal reserve bank may determine upon considerat ion of the 

circumstances of the case. 

(d) In a l l cases other than those described in ( a ) , (b) 

and ( c ) , p e n a l t i e s incurred by a member bank f o r d e f i c i e n c i e s in 

i t s reserves s h a l l be assessed unless the Federal Reserve Board, 
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a f t e r a review of the f a c t s of the case, au thor izes the Federal 

reserve "bank not to make the assessment. 

The above ru l e s , however, are not to he considered as in 

any way a f f e c t i n g the i n s t r u c t i o n s r e l a t i v e to the non-assessment 

of p e n a l t i e s f o r reserve d e f i c i e n c i e s which were contained in the 

Board's telegrams of March 30, 1933, (Trans. Ho. 1735) and 

Apri l 8, 1933 (Trans. No. 1763). 

Very t ru ly yours, 

Chester Mor r i l l , 
Secretary . 

TO GOVERNORS OF .ILL F. R. BAMS. 
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