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CONFIDENTIAL

SUBJECT: DRAFTS MADE PAYABLE, OR PAVABLE
IF DESIRED, AT A DESIGNATED BANK.

Dear Sir:

I inclbge for your confidential information
copy of a letter from the Board's General Counsel which
relates to drafts drawn by firms or corporations upon
themselves and wade payable, or payable if desired, at
a designated bank.:

The Board is inclined to agree with the view
taken by its General Counsel, but before formally adopting
the opinion would be glad to have an expression of the views
of your bank on the subject together with a statement as to-
what its practice is regarding such iteuws.

In this connection I desire to call attention to
an opinion rendered by the Attormey Gemeral of the United
States several months ago, which takes the position that
the Federal Reserve Banks are not authorized to receive
items which involve. the payment of exchange charges. -

Very truly yours,

Governor.
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FEDERAL RESERVE BOARD
WASHINGTON
COoOPY, CT

Decewber 31, 1918.

Dsar Governor:

Under Section 13 of the Federal Reserve Act, Faderal Re-
serve Banks are authorized to receive frow other Federal Reserve
Banks, solely for the purposes of exchange or collection, checks
drawn upon other Federal Reserve Banks, and checks and drafts pay-
able upon presentation,

It appears fromw the correspondence subritted that it is
custonary for souve of the larger firas or corporations to issue drafts
drawn upon theuselves payable at a desigrated bank. One of the Federal
Peserve Banks has objected to receiving these iteuws for collection on
the ground that they are not checks and because this forw of instrument
is used by the drawer to enable hiuw to issue these drafts without first
depositing the noney with the bank at whicn it is payable, to protect
theu,

From a legal standpoint, if the instruments in question are
in negotiable forw, that is to say, if they contain an unconditional
order on the drawee to pay a fixed sumw to a designated person, there
is no objection to a Federal Reserve Bank receiving themw for collection.

Under Section 87 of the Negotiable Instruuments Law -

"Where the instrument is wade payable at a bank
it is equivalent to an order to the bank to pay
the sawe for the account of the principal debtor

thereon."

This Section is omitted in Illinois, Nebraska and South Dakota. 1In
Minnesota, the word "not" is interpolated so that in that State a

draft would not be equivalent to an order on a bank to pay the same. In
the other States which have adopted the Negotiable Instruments Law such
a draft could be treated to all intents and purposes as a draft on the
bank at which it is payable. The Negotiable Instruments Law has now
been adopted by all of the States except Georgia and Texas.

In some instances which have been brouzht to the attention
of this Office, the instrument presented docs not contain an unconditional
order to pay a fixed sum and is therefore technically non-negotiable. In
such cases a Federal Ressrve Pank is entirely justified in declining to
receive such itews for collecticn.
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The Board's attention has been called to the fact that some
question has been raised as to the receipt on deposit of checks or
drafts drawn by Federal Treasurers of the Railroad Adwinistration
against various railroad couvanies. While the forms used by the
Railroad Adwinistration are not entirely uniform,an exawination
of practically all of these forms furnished this Office by the
Director of Finance and Purchasss of the United States Railroad
Aduinistration, irndicates that these drafts are in negotiable form
and thare would seew to be no reason why they should rot be handled
as any other bank checks. The fact that in sowe instances the check
or draft is accompanied Ly an explanatory voucher showing the details
to enable the auditor to wake proper distribution, should not affect
the negotiability of the instrument.

Respectivlly,
(Signed) M. C. ELLIOTT.
General Counsel.

For Governor Harding.
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