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CONFIDENTIAL 

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

Dear S i r : 

I inc lbse for your conf iden t i a l information 
copy of a l e t t e r from the Board's General Counsel which 
r e l a t e s to d r a f t s drawn by f i rms or corporat ions upon 
themselves and trade payable, or payable if des i red , a t 
a designated bank. 

The Board i s incl ined to agree with the view 
taken by i t s General Counsel, but before formally adopting 
the opinion would be glad t o have an expression of the views 
of your bank on the subject together with a statement as t o 
what i t s p r ac t i c e i s regarding such i tems. 

In t h i s connection I des i re t o c a l l a t t e n t i o n t o 
an opinion rendered by the Attorney General of the United 
S ta tes severa l months ago, which takes the pos i t ion t h a t 
the Federal Reserve Banks are not author ized to receive 
items which involve the payment of exchange charges. 

Very t r u l y yours, 

Governor. 
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F E D E R A L R E S E R V E B O A R D 
WASHINGTON 

C O P Y . 

Decerr.ber 31, 1918. 

Ebar Governor: 

Under Section 13 of the Federal Reserve Act, Federal Re-
serve Banks are authorized to receive froir. other Federal Reserve 
&nks, so le ly f o r the purposes of exchange or co l lec t ion , checks 
drawn upon other Federal Reserve Banks, and checks and d r a f t s pay-
able upon presen ta t ion . 

I t appears from the correspondence submitted t h a t i t i s 
customary fo r some of the l a r g e r f i r e s or corporations to issue d r a f t s 
drawn upon themselves payable a t a designated bank. One of the Federal 
Reserve Banks has objected to receiving these itetr.s f o r co l l ec t ion on 
the ground tha t they are not checks and because t h i s font of instrument 
i s used by the drawer to enable hirr. to issue these d r a f t s without f i r s t 
deposi t ing the money with the bank a t which i t i s payable, t o protec t 
there. 

From a l ega l s tandpoint , if the instruments in question a re 
in negot iable form, tha t i s to say, if they contain an uncondit ional 
order on the drawee to pay a f ixed sun to a designated person, there 
i s no object ion to a Federal Reserve Bank receiving them f o r co l l e c t i on . 

Under Section 87 of the Negotiable Instruments Law -

"Where the instrument is trade payable a t a bank 
i t i s equivalent to an order to the bank to pay 
the sane f o r the account of the p r inc ipa l debtor 
thereon." 

3his Section i s omitted in I l l i n o i s , Nebraska and South Dakota. In 
Minnesota, the word "not" i s in terpola ted so t h a t in t ha t State a 
d r a f t would not be equivalent to an order on a bank to pay the same. In 
the other S ta tes which have adopted the Negotiable Instruments Law such 
a d r a f t could be t r e a t e d to a l l in ten t s and purposes as a d r a f t on the 
bank a t which i t i s payable. The Negotiable Instruments Law has now 
been adopted by a l l of the S ta tes except Georgia and Texas. 

In some instances which have been brought to the a t t e n t i o n 
of t h i s Of f i ce , the instrument presented does not contain an uncondit ional 
order t o pay a f ixed sum and i s t he re fo re t echn ica l ly non-negot iable . In 
such cases a Federal Reserve Bank i s e n t i r e l y j u s t i f i e d in dec l in ing t o 
receive such items f o r c o l l e c t i o n . 
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The Board*s a t t en t i on has "been ca l led to the f a c t t h a t some 
question has been ra ised as to the receipt on deposi t of checks or 
d r a f t s drawn by Federal Treasurers of the Railroad Administration 
agains t various r a i l r oad companies. While the forms used oy the 
Railroad Administration a r e not e n t i r e l y uniform,an examination 
of p r a c t i c a l l y a l l of these forms furnished t h i s Off ice by the 
Director of Finance and Purchases of the United S ta tes Railroad 
Administration, indica tes t ha t these d r a f t s a re in negot iable form 
and there would seem to be no reason why they should r o t be handled 
as any other bank checks* The f ac t that in some instances the check 
or d r a f t i s accompanied Ly an explanatory voucher showing the d e t a i l s 
to enable the aud i to r to make proper d i s t r i b u t i o n , should not a f f e c t 
the n e g o t i a b i l i t y of the instrument. 

Respectfully., 

(Signed) M. C. ELLIOTT. 

General Counsel. 

For Governor Harding* 
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