
FEDERAL RESERVE BANK
OF DALLAS

Circular No. 3
Series of 1930

Dallas, Texas, March 1, 1930.

To the Member Bank Addressed:

As a convenient reference for our member banks we have prepared the enclosed 
“eligibility card,”  which is designed to fit the ordinary note case. Without going into 
minute detail, an attempt has been made to embrace the essentials of eligibility in concise 
form.

Stripped of any suggestion of technicality, the term “eligibility” is synonymous with 
agricultural, industrial and commercial liquidity. In other words, it was clearly the 
intent of the framers of the Federal Reserve Act that paper acceptable for rediscount 
by Federal reserve banks should arise from current transactions in the production, sale 
and marketing of merchandise and agricultural products, including livestock. In theory, 
the transactions which give birth to the credit instruments should also afford the means 
of extinguishing them at their maturity. With the thought of requirements of eligibility 
always in mind at the time loans are made the natural result will be the creation of a 
higher type of self-liquidating paper.

The law specifically excludes paper representing permanent or fixed investments, 
such as land, buildings, machinery, etc., as well as paper issued for the purpose of 
carrying investments, such as stocks, bonds, etc., the only exception being obligations 
of the United States Government.

From the foregoing it is readily apparent that the matter of credit acceptability is 
separate and distinct from eligibility and, while it is of course necessary that eligible 
paper be acceptable from a credit standpoint, paper wholly solvent frequently does not 
meet the requirements of eligibility and is therefore unacceptable.

We hope that this little card will be of advantage to our member banks in the 
preparation of rediscount offerings and that it will help to reduce to the minimum the 
amount of paper it is necessary to return as ineligible or unacceptable.

Yours very truly,

Governor.

This publication was digitized and made available by the Federal Reserve Bank of Dallas' Historical Library (FedHistory@dal.frb.org)



F E D E R A L  F K S E R V E  B A N K  CL D A L L A S
3LIGIBIHTY CARD

March 1, 1930.

Refers to eligibility and acceptability. Eligibility is distinct from acceptability. The Federal Reserve Act and the Regulations of the 
Federal Reserve Board determine the classes of paper which are eligible for discount with the Federal reserve banks, and the respective 
Federal reserve banks determine which eligible paper is acceptable to them.

General Provisions
1. Authority to discount must be on file with Federal Reserve 

Bank.
2. Application must’ be signed by officer so authorized, and 

the detailed information called for must be furnished.
3. Notes must be endorsed by offering bank, with the written 

signature of an officer. Specimen: First National Bank, 
Blankville, Texas.

By-------------------------------------------------------------------- -—
(Written signature and official title)

4. Notes must be in negotiable form. (See Circular No. 2, 
Series of 1925.)

Eligible Paper
1. Proceeds must have been or are to be used, in the first in

stance, in producing, purchasing, carrying or marketing 
goods— including agricultural paper and livestock paper—

(over)

or for the purpose of carrying or trading in United States 
Government securities. The use of the proceeds determines 
eligibility in all cases.

2. Maturity of eligible notes—
(a) Agricultural or livestock paper— not more than nine 

months from date of discount.
(b) Commercial paper— Not more than 90 days from 

date of discount.
(c) Paper given for carrying or trading in Government 

securities— not more than 90 days from date of dis
count.

3. Amount of paper of any one borrower eligible—
(a) Must not exceed 10% of a national bank’s unimpair

ed capital and surplus.
(This provision not affected by Section 5200 of Na
tional Bank Act, as amended.)



(b) In case of State member bank, must not be any part 
of a line of a borrower indebted to such bank in an 
amount greater than that which could be borrowed 
lawfully from it if it were a National bank.

Exception to both (a) and (b ):
Bills of exchange drawn in good faith against actually 
existing values, including bankers acceptances.

Ineligible Paper
1. Notes the proceeds of which are used for permanent or 

fixed investments, such as land, buildings, machinery, im
provements, general investments, or other capital purposes; 
or for speculation.

2. Notes the proceeds of which are used for purchase of stocks 
and bonds, other than obligations of United States Gov
ernment.

3. Notes the proceeds of which are used in lending to others.
4. Notes with maturities in excess of limits given above.
5. Notes payable on demand.
6. Notes of borrowers who are not engaged in agricultural or 

commercial activities, such as professional, salaried men, 
etc.

Bill of Lading Drafts Payable at Sight or on Demand
1. Eligible for rediscount under Conditions outlined in Circu

lar No. 7, Series of 1928.
Member Bank’s Own Note in Favor of Federal Reserv. nk

1. Federal Reserve Act in present form limits .rity to



2. Must be secured by at least a like face amount of U. S. 
Government obligations, notes, drafts, bills of exchange, or 
bankers acceptances eligible for discount or purchase.

Acceptability
Credit acceptability depends upon the security behind the 
obligation or upon the financial responsibility of the maker 
and/or endorser.

Chattel Mortgages
1. Mortgage copies should accompany the notes they secure.
2. Mortgage must give first and prior lien to collateral secur

ing notes offered.
3. Clerk’s receipt or certificate of filing must be furnished.
4. Mortgage must clearly describe note which it secures. (Re

newed notes should remain attached as evidence that mort
gage covers note offered.)

Financial Statements
1. Must be submitted with all notes of borrowers engaged in 

commercial pursuits.
2. Must be submitted with all unsecured notes of farmers or 

stockmen in amount of $1,000 or over.
This represents only a summary of the matter of eligibility and 

credit acceptability. For additional information see back of appli
cation form. Each case must be considered upon basis of circum
stances applying to it, as a note might fall in the general eligible 
class and still be ineligible for a particular reason. I t ; *ht be 
technically eligible, and yet not acceptable from a cr(!iVy«^<,''aiu1'




