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SUBJECT: Payment of I n t e r e s t on Deposi t s of 
Publ ic Funds by S t a t e Banks Applying 
f o r Membership. 

Dear S i r : 

In reviewing a p p l i c a t i o n s f o r membership i n t h e Federa l 

Reserve System submit ted t o t h e Federal Reserve Board, i t has been 

noted t h a t i n many i n s t a n c e s the a p p l i c a n t bank pays i n t e r e s t on 

c e r t a i n pub l i c accounts* As you know, s e c t i o n 19 of t he Federa l 

Reserve Act, as amended by t h e Banking Act of 1933, p r o h i b i t s a 

member bank, except as s t a t e d t h e r e i n , from paying i n t e r e s t on de-

p o s i t s which are payable on demand# Accordingly, i f t h e p u b l i c 

accounts above r e f e r r e d t o are demand d e p o s i t s and do no t come 

w i t h i n t h e except ions t o s e c t i o n 19, t he payment of i n t e r e s t t h e r e -

on by a S t a t e bank a f t e r i t becomes a member of t he Federa l Reserve 

System would be unlawful • 

In c e r t a i n l e t t e r s t o t h e Federa l Reserve Agents adv is ing 

of approval of a p p l i c a t i o n s f o r membership, t he Board has c a l l e d 

a t t e n t i o n t o t h i s s i t u a t i o n and has reques ted t h e Agent t o b r ing 

the mat te r t o the a t t e n t i o n of the management of t h e a p p l i c a n t bank. 
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You a re reques ted t o t ake s i m i l a r a c t i o n i n a l l such cases a r i s i n g 

i n your d i s t r i c t . In t h e f u t u r e , t h e r e f o r e , no comment of t h i s 

na tu re w i l l be made i n the l e t t e r s to the Federa l Reserve Agents 

adv is ing of approval of a p p l i c a t i o n s f o r membership. 

Very t r u l y yours , 

Chester M o r r i l l , 
S e c r e t a r y . 
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