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X-I705 

Subject: Amendment to Section 5200 and Redis-
count Powers of Federal Reserve Banks. 

Dear Sir: 

There is enclosed herewith an analysis of the 

amendment to Section 5200 of the Bevi eed Statutes of the Unit-

ed States, which became a law on October 22, 1919, together 
with a memorandum discussing the distinction which must be 

. drawn in making rediscounts for national bank and state bank 
members. 

Very truly yours 

Governor# 
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X-1705 (a) 

LOANING- POWERS OF NATIONAL BANKS 
UNDER THE AMENDMENT TO SECTION 5200 U.S.R.S. 

APPROVED OCTOBER 22, 1919 • 

The amendment to Section 5200 of the Revised Sta tu tes which be-

came a law on October 22, 1919, has made c e r t a i n ma te r i a l changes i n the 

loaning powers of na t iona l banks * For the convenience of n a t i o n a l banks 

and o thers i n t e r e s t ed i n the e f f e c t of those changes, there i s submitted 

herewith an ana lys i s of the provis ions of Section 5200 now in f o r c e . 

The' amounts which a National Bank may proper ly lend to any one 

person, company, corporat ion or f i rm (including i n the l i a b i l i t y of a com-

pany or f i r m , the l i a b i l i t i e s of the several members thereof) under the 

var ious c lauses of Section 5^00, as amended by the Act approved October 

22, 1919, are s t a t ed i n terms of the percentage of the paid-up and unim-

pa i red c a p i t a l s tock and surplus of the lending bank. 

Character of Loans. Amounts Loanable. 

(A) Accommodation or s t r a i g h t loans, 1 Maximum l im i t , of bank 's . 
whether or not s ingle name, 1 paid-up and unimpaired c a p i t a l 

1 and surp lus . 

(B) " B i l l s of exchange drawn in good ' No l imi t imposed by law, 
f a i t h agains t a c tua l l y e x i s t i n g 1 

values" . ' 
The law express ly provides tha t 1 

t h i s phrase s h a l l a l so inc lude : 1 

(a) Dra f t s and b i l l s of exchange 1 

secured by shipping docu- 1 

ments conveying or securing 1 

t i t l e to goods shipped. 1 

(b) Demand ob l iga t ions , when se- 1 

cured by documents covering ' 
commodities i n ac tua l pro- 1 

cess of shipment. ' 
(c) Bankers ' acceptances of the ' 

kinds descr ibed i n Section ' 
13 of the Federal Reserve 1 

— 

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis



- 2 -
X-1705 (a) 

Character of Loons. 

(C) Commercial or bus iness paper (of 
other makers) ac tua l ly owned by 
the person, company* corporat ion 
o r f i rm nego t i a t ing the same. 

•Amounts Loanable, 

No l i n i t imposed, by law. 

(D) Notes secu red by shipping docu-
ments , warehouse r ece ip t s or 
other such documents, conveying 
or securing t i t l e covering read-
i l y marketable non-perishable 
s t a p l e s , including l ive s tock. 

No bank may make any loan under 
(D), however, 

(a) Unless the ac tua l market v a l -
ue of the proper ty securing 
the obl iga t ion i s not at any 
time l e s s than 115$ of the 
face amount of the note , and 

(b) Unless the proper ty i s f u l l y 
covered by insurance, and in 

no event sha l l the p r iv i l ege a f -
forded by (D) be exercised f o r any 
one customer f o r more than s ix 
months i n any consecutive twelve 
months. 

15$ of bank 's c a p i t a l and surplus, 
i n addi t ion to the amount allowed 
under (A); or if the f u l l amount 
allowed under (A) i s not loaned 
then the amount which may be loaned 
i n the maimer described under (D) 
i s increased by the loanable amount 
not used under (A) . In other 
words, the amount loaned under (A) 
must never be more than 10$ but the 
aggregate of (A) and (D) may equal, 
but not exceed, 25$. 

(E) Notes secured by not less than a 
l i k e face amount of bonds or 
notes of the United States issued 
since April 24, 1917, or by ce r -
t i f i c a t e s of indebtedness of the 
United S t a t e s . 

of bank 's c a p i t a l and surplus , 
in addi t ion to the amount allowed 
uuv...? (A), or if the f u l l amount 
allowed under (A) i s not loaned, 
then the amount which may be loaned 
in the manner described under (E) 
i s increased by the loanable amount 
not used under (A). In other 
words, the amount loaned under (A) 
must never be more than 10$, but 
the aggregate of (A) and (E) may 
equal , bu t not exceed. 20#. 

(F) Notes secured by U. S. Government 
ob l iga t ions of the kinds desc r ib -
ed u n d e r (E) the face amount of 
which i s a t l e a s t equal to 105$ 
of the amount of the customer 's 
no tes . 

No l i m i t , but t h i s p r i v i l e g e , under 
r egu la t ions of the Comptroller of 
the Currency, expi res December 
31. 1920. 
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SOME EXAMPLES OF WHAT A NATIONAL BANK MAY LEND AT ANY ONE TIME 
TO ANY ONE CUSTOMER UNDER THE AMENDMENT TO SECTION 5200 

APPROVED OCTOBER 22, 1919, EXPRESSED IN TE%S OF 
PERCENTAGE OF THE BANK'S CAPITAL AND SURPLUS. 

(.A) Accomodation or s t r a i g h t loans, 

(D) Notes secured by warehouse re -
ce ip t s , e t c . , 

(E) Notes secured by a l ike face 
amount of Government obligar-
t ions , 

I l l u s t r a t i o n I l l u s t r a t i o n I l l u s t r a t i o n 
1 2 2 

10$ 5 $ 5$ 

15$ 20$ 15$ 

lofo 10$ , 15* 
35$ 35$ 35$ 

(B) B i l l s of exchange drawn against 
ac tua l ly ex i s t i ng values , No l imi t imposed "by law. 

(C) Conzuercial or business p a p e r , , , 11 " " " " 

(F) Notes secured by a t l eas t 105$ 
of U. S. Government ob l iga t ions , " n " " " 

October 24, 1919. 
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WHAT A FEDERAL RESERVE BANK MAY DISCOUNT 
FOR JT§ MEMBER BANKS. 

The l imi t a t ions imposed upon the amounts of rediscounts which 
a Federal reserve bank may make f o r a member bank, whether State or na-
t i o n a l , are determined by the provis ions of the Federal Reserve Act and 
are not i n any way a f f e c t e d by the amendment to Section 5200* 

Under the provis ions of Section 13 of the Federal Reserve Act 
any Federal reserve bank may rediscount f o r any member bank, whether 
S ta te or n a t i o n a l , the obl iga t ions of any one borrower to the ex ten t of 
t en pe r cent of the member Han i ' s c a p i t a l and surplus but i t i s express-
l y provided tha t " b i l l s of exchange drawn against a c t u a l l y e x i s t i n g va l -
ues™ s h a l l not be included i n determining that ten per cent l i m i t . 

In the opinion of the Federal Reserve Board t h i s phrase " b i l l s 
of exchange drawn agains t ac tua l ly ex i s t ing values" includes " d r a f t s or 
b i l l s of exchange secured by shipping documents conveying or securing 
t i t l e to goods shipped" and "bankers 1 acceptances of the kinds described 
i n Section 13 of the Federal Reserve Act" even though Section 1) (unlike 
the amendment to Section 5200) does not expressly s t a t e that those two 
c l a s s e s of ptaper are b i l l s of exchange drawn against ac tua l ly e x i s t i n g 
v a l u e s . In the opinion of the Board, hpwever, accepted demand b i l l s on 
which the drawer i s re leased from l i a b i l i t y are not " b i l l s of. s^schange" 
wi th in the meaning of Section 13 and must, t he re fo re , be included i n de-
termining the l imi t s on the mount of paper of m y one borrower which a 
Federal reserve bank may rediscount f o r any member bank. 

Under the terms of Section 11 (m), as amended by the Act of 
March 31 1919, any Federal reserve bank may, u n t i l December ~$lt 1920, 
rediscount f o r 31 y member bank, whether State or n a t i o n a l , the obligat-
i o n s of any one borrower to the extent of twenty per cent of the member 
b a i k ' s c a p i t a l and surplus , provided, however, tha t the excess over and 
above ten per cent must be secured by bonds or notes of the United States 
issued since Apri l 24, 1917, or by c e r t i f i c a t e s of indebtedness of the 
United S t a t e s . 

Special Provis ions Relat ing to Rediscounts f o r 
Member Sta te Banks. 

The above d i scuss ion r e l a t e s to the general powers of a Fed-
e r a l r ese rve bank to make red iscounts f o r any member bank, whether State 
or n a t i o n a l . I t must be observed, however, t ha t under the terms of Sec-
t ion 9 of the Federal Reserve Act no Federal reserve bank can rediscount 
f o r a member State bank any of the paper of any one borrower who i s l i a -
b le to such member Sta te bank i n excess of ten pe r cent of the c a p i t a l 
and surplus of that S ta te bank but i t i s provided tha t the discount of 
b i l l s of exchange drawn agains t a c t u a l l y e x i s t i n g values and the discount 
of commercial or bus iness paper a c t u a l l y owned by the person nego t i a t ing 
the same s h a l l not be included in determining the amount to which a 
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borrower i s l i ab l e to such member State "bank. 

The provis ions of t h i s Section 9 are in no way a f f e c t e d by 
the amendment to Section 5^00 of the Revised S ta tu tes and the same t e s t 
as to the e l i g i b i l i t y of any p a r t of the l ine of paper of any one bor-
rower which i s held by a member State bank i s appl icable now as before 
tha t amendment to Section 5200* 

Under the provis ions of Section 11 (m) as amended by the Act 
of march 3 > 1919, the Board has ruled that a Federal reserve bank may, 
u n t i l December 31f 1920, rediscount f o r a member State bank paper secur-
ed by not l e s s than a l i xe face amount of bonds or notes of the United 
Sta tes issued since Apri l 24, 1917, or c e r t i f i c a t e s of indebtedness of 
zhe United S ta tes , without regard to the amount the borrowing bank may 
a l ready have loaned to i t s customer under n i s regula r l i ne of c r e d i t , 
provided, however, that the aggregate of a l l rediscounts of the paper 
of any one borrower must i n no case exceed twenty per cent of the cap-
i t a l and surplus of the member State bank. 

In other words, if the regular l ine of c r e d i t of the borrower 
from a member State bank i s not more than the t en pe r cent l imi t f i x e d 
by Section 9 of the Federal Reserve Act, Federal reserve banks may r e -
discount f o r State member banks to the same extent tha t they may f o r 
member na t iona l banks« I f , however, the regular l ine of c r e d i t of the 
borrower from the member State bank i s more than tha t ten per cent l i m i t t 
then the Federal reserve baniL cannot rediscount any of tha t regular l ine 
of c r e d i t but may rediscount that paper which i s secured by Government 
ob l iga t ions of the kinds spec i f i ed up to the l i m i t s described above * 
(See ru l i ng of the Federal Reserve Board p r in ted on pages 3bl and 3 62 
of the Apr i l , 1919, Federal Reserve Bu l l e t in - ) 

October 24, 1919, 
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