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Subject : Acceptances aga ins t Shipping Documents, 

Eear S i r : 

The Federal Reserve Board has been asked to r u l e upon the e l i g i -
b i l i t y of bankers ' acceptances created under the fol lowing circumstances: 

Cotton seed o i l i s sold and shipped by a mil l to a r e f i n e r . The 
mil l drams a s ight d r a f t upcn the r e f i n e r and a t t a c h e s the b i l l of l ad ing 
Covering the cotton seed o i l shipped. Upon r ece ip t of the s igh t d r a f t with 
b i l l Of l ad ing a t tached, the Refiner pays the s ight d r a f t and r e t a i n s the 
b i l l of l ad ing . The r e f i n e r des i res to draw ninety day d r a f t s f o r accep t -
ance by h i s bank, the b i l l of lad ing to be a t tached to the d r a f t a t the time 
of acceptance but to be returned to the r e f i n e r immediately t h e r e a f t e r . 
The f a c t s which have been presented to the Board do not i nd i ca t e how long 
a period of time i t takes f o r the completion of the shipment from the mil l 
to the r e f i n e r , but i t i s t o be in fe r red that the shipment w i l l be concluded 
shor t ly a f t e r the drawing of the d r a f t s by the r e f i n e r . In f a c t i t i s urged 
t h a t the d r a f t s must be drawn f o r ninety days because i t w i l l requi re a t 
l e a s t tha t time before the r e f i n e r can r e f i n e the cotton seed o i l , and r e -
ship the f in i shed product and receive payment t h e r e f o r . 

The Federal Reserve Board i s of the opinion tha t d r a f t s drawn under 
these or s imi la r circumstances a re not e l i g i b l e f o r rediscount by Federal 
Reserve Banks. 

The Board has here tofore ruled tha t d r a f t s drawn by the purchaser 
of goods and secured a t the time of acceptance by b i l l s of l ad ing covering 
the goods bought a re not e l i g i b l e unless the proceeds a re to be used to pay 
for the goods. (Federal Reserve Bu l l e t i n May page 380; Federal Reserve 
Bu l l e t in January 1Q20, page 66). Under the f a c t s which have been presented 
to the Board i n the present case, i t i s not c lear whether the r e f i n e r i s t o 
use the proceeds of the bankers1 acceptance to pay the mi l l f o r the cotton 
seed o i l covered by the b i l l of lading. If not, the acceptance would be 
i n e l i g i b l e upon t h i s ground. 

Furthermore, even though i t should appear tha t the r e f i n e r i s to 
use the proceeds of the d r a f t to pay f o r the cotton seed o i l purchased, the 
circumstances would not , i n the Board's opinion, j u s t i f y the issuance of a 
ninety day acceptance c r e d i t , since i t i s apparent tha t the credi t i s 

1 des i red f o r the purpose of adding to t he working capital, of the borrower 
r a t h e r than to f inance the shipment of goods during the period tha t the 
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shipment i s cont inuing. A c red i t f o r such a purpose should, of course, 
be granted upon the borrower 's promissory note r a t h e r than by means of 
bankers1 acceptances . 

In the r u l i n g in the January 1920 Bu l l e t i n i t was said with 
reference to c e r t a i n renewal acceptances "the s p i r i t of the law does not 
contemplate t h a t acceptances based upon the domestic shipment of goods 
sha l l be used a s a cloak t o f inance the carrying of those goods throughout 
the process of manufacture in to f in i shed products" . The p r i n c i p l e there 
s t a ted i s equally app l icab le to o r ig ina l acceptances based upon the domestic 
shipment of goods* 

Regulation A of the Board's Regulations, Ser ies of 1920, provides 
in Section Subdivision (c) (2) t ha t -

"Although a Federal Reserve Bank nay rediscount an 
acceptance having a maturi ty a t the time of rediscount 
of not more than three months, exclusive of days of 
grace, i t my decline to rediscount any acceptance the 
maturi ty of which i s in excess of t he ac tua l or customary 
period of c red i t required to f inance the underlying t r a n s -
ac t ion or which i s i n excess of any period reasonably 
necessary to f inance such t r ansac t ion" . 

Where bankers ' acceptances a re drawn agains t ' b i l l s of lading, the 
underlying t r ansac t i on i s , of course, the domestic shipment of the goods 
covered by the b i l l of lading. The period during which the acceptances are 
to run should, t he re fo re , have some r e l a t i o n to the period of time a c t u a l l y 
required f o r the shipment. The acceptance of d r a f t s secured by b i l l s of 
l ad ing for the primary purpose of providing the borrower with working 
cap i t a l during the period required to manufacture and r e s e l l t he goods 
covered by the b i l l s of l ad ing i s an abuse of the domestic acceptance 
p r i v i l e g e which should be c a r e f u l l y guarded aga in s t : and Federal Reserve 
Banks should decl ine t o rediscount or purchase acceptances made f o r such 
purpose. 

Very t ru ly yours, 

Governor# 

To Chairmen and Governors of a l l F.R. Banks. 
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