
F E D E R A L  R E S E R V E  B O A R D

WASHINGTON
February Fourth 
Nineteen Fifteen.

148.

My dear Governor:-

I have the honor to acknowledge receipt of 
letter from Mr. Theodore Wold, Governor of the Federal 
Reserve Bank of Minneapolis, dated December 21, 1914, 
addressed to the Federal Reserve Board and referred to 
this office by the Secretary to the Board.

Mr. Wold desires an interpretation of that part 
of Section Thirteen of the Federal Reserve Act which read3 
as follows:

"The aggregate of such notes and bills bearing 
the signature or indorsement of any one person, com
pany, firm or corporation rediscounted for any one 
bank shall at no time exceed ten per centum of the 
unimpaired capital and surplus of said bank; but this 
restriction shall not apply to the discount of bills 
of exchange drawn in good faith against actually ex
isting values".

Mr. Wold inquires particularly as to what, in 
the opinion of the Board, constitutes a "bill of exchange 
drawn in good faith against actually existing values", and 
asks whether this language would include a note maturing 
within ninety days given in payment of a carload of sugar, 
or some other commodity.

Under date of January 18, 1915, this office filed 
with the Board an opinion on Section 5200 of the Revised 
Statutes and considered in detail the language used in this 
Section which reads as follows:

"But the discount of bills of exchange drawn in 
good faith against actually existing values and the 

* discount of commercial or business paper actually own
ed by the persons negotiating the same, should not be 
considered as money borrowed".

It will be observed that in Section Thirteen re
ferred to by Mr. Wold Congress has incorporated only the 
first exception contained in Section 5200 of the Revised
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Statutes - that is to say, it provides that "this re
striction shall not apply to the discount of bills of 
exchange drawn in good faith against actually existing 
values". It does not include in this exception the 
discount of commercial or business paper actually owned 
by the persons negotiating the same.

There is another important distinction between 
the language used in Section 5200 Revised Statutes and 
that used in Section 13 of the Federal Reserve Act. In 
the former case the statute provides that "the total
liabilities to any person......for money borrowed shall
not exceed one tenth part of the capital etc."« while in 
Section 13 the more specific language is used that "the 
aggregate of such notes and bills .bearing the signature 
or endorsement of any one person..... .shall at no time 
exceed ten per centum" etc. Under this language the 
liabilities of the endorser as well as those of the maker 
and drawer of bills are expressly limited to ten per cent 
of the unimpaired capital and surplus of the applying 
bank when presented for rediscount.

In other words, Section 5200 contemplates that 
one person may become contingently liable to a national . 
bank in excess of ten per cent of its capital and surplus 
under certain conditions, which liability may be evidenced 
by endorsement of commercial or business paper, and that 
such liability need not be classed as borrowed money. Un
der the more specific language of Section 13, however, this 
contingent liability represented by endorsement is precluded.

Without reviewing in detail the discussion con
tained in the opinion referred to, dated January 18, 1915,
I am unable to reach the conclusion that any liabilities 
are excluded from the provisions of Section 13 above quoted 
except bills of exchange drawn in good faith against actual
ly existing values - that is to say, liabilities evidenced 
by a bill of exchange drawn by the seller of some commodity 
against the purchaser and secured by bill of lading, ware
house receipt, or other documentary evidence giving the bank 
a lien on or recourse against the commodity in question.

Hon. Charles S. Hamlin, 
Governor.

Respectfully,

(Signed) M. C. ELLIOTT.

Counsel.
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