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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 awendwent to Section 5200 of the Revised Statutes which be-
came a lgw on October 22, 1919, has wade certain material changes in the
. loaning powers of national banks. For the convenience of national banks
and others interested in the effect of those changes, there is submitted
herewith an analysis of the provisions of Section 5200 now in force.

The  amounts which a National Bank may properly lend to any one
per'son, company, corporation or firm (including in the liability of a com-
pany or firm, the liabilities of the several members thereof) under the
various clauses of Section 5200, as amended by the Act approved October

v 22, 1919, are stated in terms of the percentage of the paid-up and unim-

paired capital stock and surplus of the lending bank.

Character of Loans. Amounts Loanable.

Meximum limit, 0% of bank's .
paid-up and vnimpaired capital
and surplus.

(A) Accommodation or straight loans,
whether or not single nane,

]
1
1
1
(B) "Bills of exchange dramn in good ' No limit imposed by law.
faith against actually existing !
values'. !
The law expressly provides that !
this phrase shall also include: !
(a) Drafts and bills of exchange !
secured by shipping docu- !
ments conveying or securing !
title to goods shipped. !
(b) Demand obligations, when se-
cured by documents covelring '
comwodities in actual pro- '
cess of shipuent. !
(c) Bankers' acceptances of the '
kinds described in Section !
13 of the Federal Reserve !
1

_Act. !
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\ (c)

CheTacter of Loans.

CommeTcial oF business paper (of
other niakeTs) actually owned bv
the peTson, conpany, coCfporation
of fiTm negotiating the sane.

X-1705 (a)

Auounts Loansble.

No 1init iuwposed by law.

(D)

Notes secured by shipping docu-
ments, walehouse Teceipts or
other such documents, conveying
or seculing title coveTing Tsad-
ily maTketable non-peTishable
staples, including live stock.

No bank may make any loan unde?l
(D), however,

ue of the property seculing
the obligation is not at any
tize less than 115% of the
face an.ount of the note, and
(b) Unless the property is fully
covered by insurance, and in’

no event shall the privilege af-
forded by (D) be exeTcised for any':

one custoneTl for moTe than six
months in any consecutive twelve
months.

15% of bank's capital and sulplus,
in addition to .the amount allowed
under (A); or if the full anount
allowed under (A) is not loaned
then the anount which way be loaned
in the nammer described under (D)
is incTeased by the loanable aount
not used under (4). In other .
woFds, the amount loaned undeT (A)
must nevel be more than 10% but the
aggregate of (4) and (D) way equal,
but not exceed, 25%.

(E)

Notes seculed by not less than a
like face amount of bonds or
notes of the United States issued
since April 2U, 1917, or by cer-
tificates of indebtedness of the
United States.

1
1
t
¥
1
1
1
1
1
1
1
1
|
v
]
]
(a) Unless the actual mafket val- !
)
¥
1
1
1
t
]
1
t
1
)
1
i
\
1

10% of benk's capital and suFplus,
in addition 1o the amount allowed
uaw.™ (A), of if the full smount
allowed under (A) is'not louned,
then the amount which may be loaned
in the manner descTibed under (E)
is incTeased by the loanable anount
not used undeT (A). In othel .
words, the amount loaned under (A4)
must nevel be moTe than 10%, but
the aggTegate of (A) and (E) nay
equal, but not exceed, 20%.

(F)

Notes secured by U. S. Government
obligations of the kinds describ-
ed under (E) the face amount of
which is at least equal to 105%
of the amount of the customel's
notes,

No lirdt, but this privilege, undel
Tegulations of the Couptroller of
the Currency, expiTes Deceubel

31, 1920.
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.g‘ Y ' | . 3 ) ' x’l705 (a) .

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 TERMS OF
PERCENTAGE OF THE BANK'S CAPITAL AND SURPLUS.

IllustFation Illustrfation Illustfation ‘

1 2 3
(2) Accourmodation of stTaight loans, 10% 5% 5%
(D) Notes secufed by warehouse Te- <
ceipts, CBC., sevrnvrnararaanns 15% 20% 15%
(E) Notes secuTed by a like face
amount of Government ocbliga-
BLOMS, vrveneaiininanrearenns 107 10% 15%
\ Total  35% 35% 35%
(B) Bills of exchange dTawn against
actually existing values, ..... No 1liwit inposed by law.‘

(C) CommeTcial o business Paper, 1 n " n n

(F) Notes secuTed by at least 105%

of U. S. GoveInment obli gati ons, n n n 1 "

October 24, 1919.
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WHAT A FEDERAL RESERVE BANK_MAY DISCOUNT
FOR ITS MEMBER BANKS. :

‘The limitations imposed upon the amounts of rediscounts which
a Federal reserve bank may make for a mewber bank, whether State or na-
tional, are determined by the provisions of the Federal Reserve Act and
are not in any way affected by the amendment to Section 52004

Under the provisions of Section 13 of the Federal Reserve Act
any Federal réserve bank way rediscount for any wewber bank, whether
State or national, the obligations of any one borrower to the extent of
ten per cent of the member ¥anc's capital and surplus but it is express-
1y provided that "bills of exchange drawn against actually existing val-
ues" shall not be included in determining that ten per cent liwat.

In-the opinion of the Federal Reserve Board this phrase "bills
of exchange drawn against actually existing values" includes "drafts or
bills of exchange secured by shipping documents conveying or securing
title to goods shipped" and "bankers' acceptances of the kinds described
in Section 13 of the Federal Reserve Act" even though Section 13 (unlike
the amendment to Section 5200) does not expressly state that those two
classes of puper are bills of exchange drawn against actually existing

™ - values. In the opinion of the Board, however, accepted demand bills on
_ which the drawer is released from liability are not "bills «f &ichange"
within the meaning of Section 13 and wust, therefore, be included in de-
termining the limits on the amount of puper of my one borrower which a
Federal reserve bank may rediscount for any member bamk.

Under the terms of Section 11 (m), as swended by the Act of
Maxrch 3, 1919, any Federal reserve bank may, until December 31, 1920,

" rediscount for ény wewber bank, whether State or national, the obliga~
tions of auny one borrower to the extent of twenty per cent of the wember
bank's capital and surplus, provided, however, that the excess over and
above ten per cent nust be secured by bonds or notes of the United States
issued since April 24, 1917, or by certificates of indebtedness of the

United States.

’ Special Provisions Relating to Redjscounts for
Member State Banks, .

The above discussion relates to the general powers of a Fed-
eral reserve bank to make rediscounts for any wewber beank, whether State
or national. It must be observed, however, that under the terms of Sec-
tion 9 of the Federal Reserve Act no Federal reserve bank can rediscount
for a member State bank apy of the paper of any one borrower who is lia-
ble to such member State bank in excess of ten per cent of the capital
and surplus of that State bank but it is provided that the discount of
bills of exchange drawn against actually existing values and the discount
of commercial or business paper actually owned by the person negotiating

' the ssme shall not be included in determining the awount to which a
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2. |

borrower is nable'to such meuber State bank.

The provisions of this Section 9 are in no way affected by
the amendwent to Section 5200 of the Revised Statutes and the same test
as to the eligibility of any part of the line of paper of any one bor-
rower which is held by a member State bank is applicable now as before
that amendment to Section 5200.

R Under the provisions of Section 11 (w) as awenaed by the Act
of march 3, 1919, the Board has ruled that a Federal reserve bank way,
until December 31, 1920, rediscount for a wember State bank paper secur-
ed by not less than a like face amount of bonds or notes of the United
States issued since April 24, 1917, or certificates of indebteiness of
the United States, without regard to the auwount the borrowing bank may
already have loaned to its customer under nis regular line of credit,
provided, however, that the aggregate of all rediscounts of the paper
of any one borrower nust in no case exceed twenty per cent of the cap-
ital and surplus of the newber State bank. '

v In other words, if the regular line of credit of the borrower
from a mewber State bank is not wore than the ten per cent liuit fixed
bty Section 9 of the Federal Reserve Act, Federal reserve banks nay re-
discount for State weuber banks to the sane extent that they may for
uember national banks. If, however, the regular line of credit of the
borrower frow the wewber State bank is more than that ten per cent limit,
then the Federal reserve bank cannot rediscount any of that Tregular lins
of crfedit but way rediscount that paper which is secured by Governwent
obligations of the kinds specified up to the linits described above.
(See ruling of the Federal Reserve Board printed on pages 3bl and 3b2
of the April, 1919, Federal Reserve Bulletin.)

October 24, 1919.
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