
Circular No. 2
Series of 1932

FEDERAL RESERVE BANK 
OF DALLAS

Dallas, Texas, March 15, 1932

SUBJECT: AMENDMENT TO FEDERAL RESERVE ACT BY ACT OF CONGRESS
APPROVED FEBRUARY 27, 1932

To the Member Bank Addressed:

The Act of February 27, 1932, adds two new sections to the Federal Reserve Act, Section 
10(a) and Section 10(b). Section 10(a) authorizes the making of loans to groups of member banks 
and is a permanent provision, whereas Section 10(b) authorizes until March 3, 1933, advances to 
individual member banks having a capital stock not exceeding $5,000,000 each. Under both sections, 
the banks receiving the proceeds of such advances must be without adequate amounts of eligible 
and acceptable assets to enable them to obtain sufficient credit accommodations from the Federal 
Reserve Banks under other provisions of the Federal Reserve Act.

The full text of these two sections of the Federal Reserve Act is printed at the end of this 
circular.

In view of the fact that it is contemplated that applications for such advances will be made 
only in unusual circumstances, the Federal Reserve Board has not prescribed any regulations gov
erning such advances, but, for the information of all member banks, the principal requirements of 
the law are analyzed and the general procedure contemplated thereunder is outlined below.

SECTION 10(a)
Advances to Groups of Member Banks

This section provides in effect that, upon receiving the consent of not less than five members of 
the Federal Reserve Board, any Federal Reserve Bank may make advances, in such amount as the 
board of dirctors of such Federal Reserve Bank may determine, upon the following conditions:

(a) Advances may be made on the promissory notes of groups of five or more member banks 
within the district of the loaning Federal Reserve Bank, a majority of them independently 
owned and controlled ; except that advances may be made to a lesser number of such 
member banks (but not less than two) if the aggregate amount of their deposit liability 
constitutes at least 10 per centum of the entire deposit liability of the member banks 
within such district.

(b) Advances may be made only if the bank or banks which receive the proceeds thereof 
have no adequate amounts of eligible and acceptable assets available to enable such bank 
or banks to obtain sufficient credit accommodations from the Federal Reserve Bank 
through rediscounts or advances other than as provided in Section 10(b) of the Act.

(c) The liability of the individual banks in each group must be limited to such proportion of 
the total amount advanced to such group as the deposit liability of the respective banks 
bears to the aggregate deposit liability of all banks in such group. (The liability of each 
individual bank on the note of a group under this provision of the law should be determined 
on the basis of its gross deposit liabilities at the opening of business on the date of the 
written application by the group to the Federal Reserve Bank for the advance, computed 
by adding together, (1) in the case of national banks, the figures corresponding to those 
called for by items 21, 22, 23 and 24 on the Comptroller of the Currency’s call report form 
No. 2130, as revised in November, 1931, or, (2) in the case of State member banks, the 
figures corresponding to those called for by items 19, 20, 21 and 22 on the Federal Reserve 
Board’s call report form No. 105, as revised in November ,1931.)

(d) The proceeds of an advance to a group may be distributed only to banks which are mem
bers of such group, and before receiving such proceeds such banks must deposit with a 
suitable trustee, designated by and representing the entire group, their individual notes 
made in favor of the group protected by such collateral security as may be agreed upon.
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(e) No obligations of any foreign government, individual, partnership, association or corpora
tion organized under the laws thereof shall be eligible as collateral security for advances 
under this section.

(f) No note upon which such advances are made will be eligible as collateral security for 
Federal Reserve notes.

The rate at which advances may be made under the provisions of this section will be fixed from 
time to time, subject to the approval of the Federal Reserve Board and the condition specified in 
the law.

The maturities of notes accepted under this section must be satisfactory to the Federal Reserve 
Bank. There must be deposited and pledged with the Federal Reserve Bank, as security for any 
advance made by the Federal Reserve Bank to a group of banks under the provisions of Section 
10 (a), the note or notes of the bank or banks to which the proceeds of such advance are distributed 
by the group, together with all the security for such note or notes. Such security must, of course, 
be acceptable to the Federal Reserve Bank, which may require the group or any member thereof 
to provide such additional security as may be deemed necessary.

For the convenience of member banks desiring to apply for loans under Section 10(a), the 
following suggested forms are being prepared:

1. Resolution to be adopted by board of directors of each of the banks desiring to form a 
group, authorizing their officers to sign an agreement with other banks for this purpose.

2. Agreement to be entered into by banks desiring to form a group. This form of agreement 
includes the designation of a trustee for the group.

3. Resolution to be adopted by board of directors of individual borrowing bank authorizing 
it to borrow from the group and to pledge security therefor.

4. Application to be used by individual borrowing bank in requesting loan from the group. 
This must include a certificate to the effect that such bank has no adequate amount of 
eligible and acceptable assets available to enable it to obtain sufficient credit accommoda
tions from the Federal Reserve Bank through rediscounts or advances other than as pro
vided in Section 10(b).

5. Note to be used by the individual borrowing bank in borrowing from the group.
6. Resolution to be adopted by the board of directors of each of the banks in the group, 

authorizing the group to borrow from the Federal Reserve Bank upon the note of the group 
and to pledge the note or notes of the individual borrowing bank or banks and the security 
therefor.

7. Application to be used by group in requesting advance from the Federal Reserve Bank.
8. Note to be used by the group in borrowing from the Federal Reserve Bank. This form 

contemplates that the group shall give to the Federal Reserve Bank a single note for the 
full amount of the advance, such note, or counterparts thereof, being signed by all mem
bers of the group and stating on the face thereof the dollar amount of the proportion of 
the principal of such note for which each bank in the group is liable.

Banks desiring to form groups, or contemplating the possibility of forming groups at some 
future time, should so advise this bank, which will be glad to furnish them with copies of the sug
gested forms. It is suggested that each group be formed under the name “Member Bank Loan Group
No_________ of the_________ Federal Reserve District.” In order to prevent possible duplication of
numbers in the names of groups this bank will assign numbers when advised of the desire to form 
groups.

The forms used in different cases may vary to some extent to meet the needs and desires of 
the banks forming the particular group, but all forms used in connection with any advance made 
by this bank must, of course, be satisfactory to it.

SECTION 10(b)
Advances to Individual Member Banks

Under the terms of this section Federal Reserve Banks may, until March 3, 1933, and in 
exceptional and exigent circumstances, and subject in each case to affirmative action by not less



than five members of the Federal Reserve Board, make advances to individual member banks upon 
the following conditions:

(a) Advances may be made only to member banks having capital stock of not exceeding 
$5,000,000 each.

(b) Advances may be made only to banks which have no further eligible and acceptable assets 
available to enable them to obtain adequate credit accommodations through rediscounting 
at the Federal Reserve Bank or any other method provided by the Federal Reserve Act 
other than that provided by Section 10(a).

(c) No obligations of any foreign government, individual, partnership, association or corpo
ration organized under the laws thereof shall be eligible as collateral security for advances 
under this section.

(d) Advances under this section may be made only upon the promissory notes of member 
banks secured to the satisfaction of the lending Federal Reserve Bank.

(e) No note accepted for any such advance shall be eligible as collateral security for Federal 
reserve notes.

The rate at which advances may be made under the provisions of this section will be fixed from 
time to time, subject to the approval of the Federal Reserve Board and the condition specified in 
the law.

A special form of application is being prepared for the use of member banks desiring to apply 
for loans under Section 10 (b ). Copies will be provided upon request.

Each such application must include a certificate to the effect that the applying bank has no 
further eligible and acceptable assets available to enable it to obtain adequate credit accommoda
tions through rediscounting at the Federal Reserve Bank or any other method provided by the 
Federal Reserve Act other than that provided by Section 10 (a ) ; and it must also be supported by a 
statement of facts sufficient to satisfy the Federal Reserve Bank and the Federal Reserve Board 
that there are exceptional and exigent circumstances which would justify the making of such loan 
under the provisions of Section 10 (b ).

The regular form of member bank promissory note may be used for advances made under this 
section. Maturities must be satisfactory to the Federal Reserve Bank.

GENERAL
In conformity with the purposes of this legislation, advances under Sections 10(a) and 10(b) 

of the Federal Reserve Act will be limited to cases where there are conditions of an unusual and 
temporary character which appear to justify such action and when the member banks receiving 
the proceeds lack adequate amounts of eligible and acceptable assets with which to secure suffi
cient credit accommodations from the Federal Reserve Bank under other provisions of the Federal 
Reserve Act. When and if such circumstances exist it is hoped that this bank may be able to render 
helpful service for temporary periods. It is suggested, however, that before making applications 
for such advances member banks should communicate with this bank and ascertain its views as 
to the collateral or other security which should be offered and as to the other conditions upon which 
this bank would be disposed to give favorable consideration to the application.

Yours very truly,

(See Appendix on Next Page)



APPENDIX 
AN  ACT

To improve the facilities of the Federal reserve system for the service of commerce, industry, and agriculture, to
provide means for meeting the needs of member banks in exceptional circumstances, and for other purposes.

Be it enacted by the Senate and House of Representatives of the United States of America in 
Congress assembled, That the Federal Reserve Act, as amended, is further amended by inserting, 
between Sections 10 and 11 thereof, a new section reading as follows:

“Sec. 10. (a) Upon receiving the consent of not less than five members of the Federal Reserve 
Board, any Federal reserve bank may make advances, in such amount as the board of directors of 
such Federal reserve bank may determine, to groups of five or more member banks within its dis
trict, a majority of them independently owned and controlled, upon their time or demand promis
sory notes, provided the bank or banks which receive the proceeds of such advances as herein 
provided have no adequate amounts of eligible and acceptable assets available to enable such bank 
or banks to obtain sufficient credit accommodations from the Federal reserve bank through redis
counts or advances other than as provided in section 10 (b). The liability of the individual banks in 
each group must be limited to such proportion of the total amount advanced to such group as the 
deposit liability of the respective banks bears to the aggregate deposit liability of all banks in such 
group, but such advances may be made to a lesser number of such member banks if the aggregate 
amount of their deposit liability constitutes at least 10 per centum of the entire deposit liability 
of the member banks within such district. Such banks shall be authorized to distribute the proceeds 
of such loans to such of their number and in such amount as they may agree upon, but before 
so doing they shall require such recipient banks to deposit with a suitable trustee, representing the 
entire group, their individual notes made in favor of the group protected by such collateral secur
ity as may be agreed upon. Any Federal reserve bank making such advance shall charge interest 
or discount thereon at a rate not less than 1 per centum above its discount rate in effect at the time 
of making such advance. No such note upon which advances are made by a Federal reserve bank 
under this section shall be eligible under section 16 of this Act as collateral security for Federal 
reserve notes.

“No obligations of any foreign government, individual, partnership, association, or corporation 
organized under the laws thereof shall be eligible as collateral security for advances under this 
section.

“Member banks are authorized to obligate themselves in accordance with the provisions of this 
section.”

Sec. 2. The Federal Reserve Act, as amended, is further amended by adding, immediately after 
such new section 10 (a), an additional new section reading as follows:

“Sec. 10. (b) Until March 3, 1933, and in exceptional and exigent circumstances, and when any 
member bank, having a capital of not exceeding $5,000,000, has no further eligible and acceptable 
assets available to enable it to obtain adequate credit accommodations through rediscounting at the 
Federal reserve bank or any other method provided by this Act other than that provided by section 
10 (a), any Federal reserve bank, subject in each case to affirmative action by not less than five 
members of the Federal Reserve Board, may make advances to such member bank on its time or 
demand promissory notes secured to the satisfaction of such Federal reserve bank: Provided, That 
(1) each such note shall bear interest at a rate not less than 1 per centum per annum higher than the 
highest discount rate in effect at such Federal reserve bank on the date of such note; (2) the Fed
eral Reserve Board may by regulation limit and define the classes of assets which may be accepted 
as security for advances made under authority of this section; and (3) no note accepted for any 
such advance shall be eligible as collateral security for Federal reserve notes.

“No obligations of any foreign government, individual, partnership, association, or corporation 
organized under the laws thereof shall be eligible as collateral security for advances under this 
section.”
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AN ACT

To amend Title II of the Federal Farm Loan Act in regard to Federal interme
diate credit banks, and for other purposes.

Be it enacted by the Senate and House of Representatives of the 
United States of Amei'ica in Congress assembled, That section 202 
(a) of Title I I  of the Federal Farm Loan Act, as amended (U. S. C., 
title 12, ch. 8, sec. 1031), is hereby amended by substituting a semi
colon for the period at the end of clause (3) and adding thereto the 
following new matter: “ and to accept drafts or bills of exchange 
issued or drawn by any such association when secured by warehouse 
receipts and/or shipping documents covering staple agricultural 
products as herein provided.”

Sec. 2. Section 205 of Title I I  of the Federal Farm Loan Act, as 
amended (U . S. C., title 12, ch. 8, sec. 1061), is hereby amended by 
adding at the end thereof the following new matter: “ In the event 
that there shall be an impairment of the paid-in capital of any Fed
eral intermediate credit Dank, the Farm Loan Board, at such time 
or times as it deems advisable, may determine and assess the amount 
thereof against the other Federal intermediate credit banks on such 
equitable basis of apportionment as it shall prescribe. Each bank 
against which such an assessment is made shall, out of its surplus 
and/or to an extent up to 50 per centum of its net earnings, in 
accordance with the terms of such assessment, pay the amount 
thereof as soon as possible to the bank having the impairment. In  
such event payments into the surplus fund and payments of the 
franchise tax prescribed by this chapter shall be determined on the 
basis of the net earnings remaining after providing for the payment 
of any such assessment.”

Sec. 3. Section 206 (b) of Title I I  of the Federal Farm Loan Act, 
as amended (U . S. C., title 12, ch. 8, sec. 1072), is hereby amended 
(effective January 1, 1932) by striking out the first two sentences of 
said section and substituting therefor the following new matter: 
“After all necessary expenses of a Federal intermediate credit bank 
have been paid or provided for, the net earnings shall be paid into a 
surplus fund until it shall amount to 100 per centum of the sub
scribed capital stock of such bank, and thereafter 50 per centum of 
such earnings shall be paid into the surplus. Whenever the surplus 
thus paid in shall have been impaired it shall be fully restored 
before payment of the franchise tax herein prescribed. After the 
aforesaid requirements of this section have been fully met and, 
except as otherwise provided in this Act, 50 per centum of the net 
earnings shall be paid to the United States as a franchise tax.”

Sec. 4. Section 207 of Title I I  of the Federal Farm Loan Act, as 
amended (U . S. C., title 12, ch. 8, sec. 1081), is hereby amended by 
striking out the period at the end thereof and substituting a colon 
together with a proviso as follow s: “ Provided, That in view of the
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liability of all Federal intermediate credit banks for the debentures 
and other such obligations of each bank under this Act, the banks 
shall, in accordance with rules, regulations, and orders of the Federal 
Farm Loan Board, enter into adequate agreements and arrangements 
among themselves by which funds shall be transferred and/or made 
available from time to time for the payment of all such debentures 
and other such obligations and the interest thereon when due in 
accordance with the terms thereof.”

Sec. 5. The second paragraph of section 13 (a) of the Federal 
Reserve Act, as amended (U . S. C., title 12, ch. 3, sec. 349), is hereby- 
amended by adding thereto a new sentence as follow s: “ Any Federal 
reserve bank may also, subject to regulations and limitations to be 
prescribed by the Federal Reserve Board, discount notes payable to  
and bearing the indorsement of any Federal intermediate credit bank, 
covering loans or advances made by such bank pursuant to the pro
visions of section 202 (a) of Title I I  of the Federal Farm Loan A ct, 
as amended (U . S ’. C., title 12, ch. 8, sec. 1031), which have maturities 
at the time of discount of not more than nine months, exclusive o f  
days of grace, and which are secured by notes, drafts, or bills o f  
exchange eligible for rediscount by Federal Reserve banks.”

Sec. 6. The seventh paragraph of section 13 of the Federal Reserve 
Act, as amended (U . S. C., title 12, ch. 3, sec. 347), is hereby amended 
by changing the period at the end thereof to a comma and adding 
thereto the words “  or by the deposit or pledge of debentures or other 
such obligations of Federal intermediate credit banks which are 
eligible for purchase by Federal reserve banks under section 13 (a) 
of this A ct.”

Approved, M ay 19, 1932.




