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To: Federal Reserve Board. 

i..-3767 

July 2, 1923. 

From: Law Co~m~tts~. Subj0ct: Roport on N~w Regulation. 

Tiie Law Comrnittee :tal? carefully consider~d t1'le proposed new 

edition of the Board 1 s ree:,u1a.t ions, fee provf of which is attached 

}:ere to, ar~d recormr.onds t;"at it be approved and adopted by the Board, 

except as to two points m .ct.eg1.1:.ation H, wDiC~1 are referred to the 

Boa.rd without recomr •. enuation. 

T:1ere is given belov a brief description of t:.e c~·~anges w::ich 

have baen made in tr_e regula.t ions, in the o~der in which they appear. 

REG~ATION A-Di~counts m1der Sections 13 and 13 (a). 

~ction l· Gen~ra;t._ Sta~'.J,.:t_C2!:1L_Prcvisions. This section contains 

only a summary or para:;?hrD.se of the general statutory provisions ef­

fecting the rediscount cf notes, drafts and bills of excf.a.nge, and the 

only changes made are suet as are necessary to make this section con­

form to the law as amended to da.te. 

Section II. Gcn-Jral Character of _No_~;::_?2 __ ;1lr_§Jf~~?!ld_ Bills of 

Excha.nge eligible. Subdivision (a) i:ac b.; en am0nd00. uy ins.srting in 

tte first line tJ-.. ereof imr:-JBdia tely bafore Le •,vord ''note" t. e word 

''negotiabla", in order to incorporats intte r.:;;gula.tions tte well 3Stab­

lished ruling of the Board t~at only neEotiable uotes, drafts and bills 

of e:~;;cr.tanga are eligible fer rediscount. J.t tha end of this subdivision 

there :C.as also been inserted a requir.err.ent t:_at 1'the na.rr;e of the party 

to such transaction must a .. y.."'ear upon it :iS g.ak.er. d.ra-:ter, acceptor or 

endorser. 11 The purpose o.f t~~hi ct.ang2 is to incorporate in the :regu­

lation the substance of the ruling puulisi-:ted in the Fadera.l Reserve 

Bulletin for September, 1921, w': .. ici'l. announced a rule which is m~rely a 

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



• 

--2- X-3767526 

corollary to the rule previously stated in suodivision (a). 

Subdivision (c) of t-he old regulation conta.ined a statement of two 

d..iffereni;.:rules, (1) teat pa.per offered for rediscount must not be 

paper the proceeds of 1iJbi.:h have bean or a.re b be used for investments 

of a purely spec'C.l.J.tive ~haracter and (2) it must not be paper the 

proceeds of which hav a te,m used for the purpose of lending to some 

other borrowe:..·. This ~ubci:i ·::.s Ln ~1as been split into two subdivisions 

in order that exception::: mignt be made to t;:J.e latter rule to covar two 

classes of paper w~ich have been made eligible by the Agricultural 

Credits .Act even though tl1e proceeds bave been usad for the purpose of 

making loans to other borrowars ,- i.e.", papar of cooperative marketing 

associations of the kinds described in Section VI (b) and factors' paper 

of the kind described in Section VIII. This part of old subdivision (c), 

and the exceptions to the rule nave been incorporated in new subdivision 

(b), and the remaining part of old subdivision (c) has been re-designated· 

as subdivision (d) . 

New subdivisions (c) and (>;1) are identically tLa same; as old sub-

divisions (b) and (d), respectively. 

~on III. .Applications for Discount. Tr.e language of this 

section r~s been changed somewhat in order to clarify it, but the sub-

stance remains the same except that the latter part, which relates to 

the amount of paper bearing the signature or endorsement of any one 

borrower wLich :nay b;;; rediscounted for any ono merr.ber bank has been 
/ 

changed $0 as to conform to -t;,he provisions of Section 9 of the Federal 

Reserve .Act as amended by the Act of July 1, 1922. 

Section IV. Promissory Notes. T:le second paragraph of subdivision 

(b} has n()t been changed in ::mbstance, but the phraseology has been changed 
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somewhat for the purpose cl .cla.:ri£ying wbo.t ..vas forrr.erly a. very am­

biguous provision. 

Sub-parag!'a.ph (1) of Bection I'V (b) h~:;~.s also been amended in 

substance by inse::-th·.e; after the word 11 storage 11 the words 11by a. valid 

prior lien on live stock which is being D:'arketed or fattened for 

ma.rket. 11 The eifec-:: of ~his amendment is to waive financial staten:ents 

as to makers of notes Vvh:u.1. c;..l'd secured by such a lien on live stack. 

It wa.s n:ade at the suggel:>ti.)n of several of the Western Federal Reserve 

:Banks who stated the.t it had lon~ been their custom to waive financial 

statements as to ndtes secured. by chattel mortgages on live stock. 

Section VI. Agricultural Pape:· Subdivision (a) Which consists 

of a definition of agricultural paper ~as been re-drafted so as to 

clarity the definition and broaden it so as to incorporate the latest· 

and most liberal principles adopted by the ~oard in determining what 

constitutes agricultural paper and especially the principle that the 

marketing of agricultural products or the carrying of agriculturSl. 

products by the growers thereof pend.ing orderly marketing constitutes 

an agricultural purpose. This definition has also been changed by the 

substitution of the new nine months' maturity clause i~ place of the 

old six months' maturity clause, to conform to an amendment contained 

in the Agricultural Credits Act. 

Subdivision (b) is entirely new and was inserted for the purpose 

of incorporatiLg the provisioLs contained in the Agricultural Credits 

Act whiCh make certain cla~ses of paper of cooperative rrarketing as- · 

sociations eligible for rediscount as agricultural paper. All of this 

subdivision except the ~.ast paragraph thereof is simply a. paraphrase 
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or analysis of the law. ~hE) last paragraph is a. corollary to the rule 

that paper the proc~::eds o{ which have beuv .J.Sed for permanent or fixed 

investrr£nts of for gny other capital ~urpose is ineligible for rediscount. 

It is inserted iu tJ:-ds ra:::-t of the regulation in order to obviate the 

necessity of ar.swering r'JJnz.r inquiries as to the eligibility of the class 

of paper described which cleA.:dy is inelig5.ble even under the law as 

amended by tha Agr.icul ~ur3.·'. ·;r-cu ts .Act. 

Subdivision (c) is exactly the same a.s the corresponding portion 

of the old regulation, except that the words "six months" which previously 

appeared immedia.tely before the words "agricultural paper 11 have been 

stricken out. 

Subdivision (d) is entirely new and covers the redisaount of agri­

cultural paper for Fedaral Intermediate Credit Banks as permitted under 

the second paragraph of Saction 13 (a) of the Federal Reserve Act as 

amended by the .Agricultural Credits Act. 

Section VII. Sight Drafts secured by Bills of Lading. This 

section is entirely new and was inserted for the purpose of covering a 

new provision inserted in Section 13 of the Federal Reserve Act by the 

Agricultural Credits Act. It is merely a paraphrase or analysis of the 

law except in one respect in which an interpretation of the law ha.s 

been attempted, i.e., the law says that all such bills shall be ~orwarded 

promptly for collection and "demand for payment shall be made with 

reasonable promptness a.:t~ the arrival of such staples at their 

destina.tion." In the re£'1.llation this is interpreted to trean that all 

such bills of exchange shall be forwarded promptly for collection and 

demand for payment shall be zr.ade promptly, unless the drawer instru:::ts 
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that they be held until arrival of car, in which event they ~st be 

presented for payment within a reasonable time after notice of arrival 

of such staples at their destination bas bee.."'l received. This is be­

lieved to be a correct and practical interpretation of the law and one 

which fairly cax·ries cro.t the intention of Congress. 

§ection VIU. Fac.tors 1 Paper. This soction is entirely new and 

is merely a paraphras~ of th(::l law, except that one ambiguous phrase 

has been interpreted.d' The law says that "notes,. drafts and bills of 
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exchange of factors issued as such making advances exclusive~ to pro­

ducers of staple agricultural products in their raw stato shall be 

eligible for such discount.n This ndght be construed as making eligible 

only the paper of such factors as make advances exclusively to pro­

ducers of agricultural products in their raw state, but such an in­

terpretation would exclude the paper of all factors who make advances 

to any one else. It is believed that this is not what .,was intended, and 

the provision has been construed in the regulation to apply to the 

paper of all factors issued as such fg: the purpose ~ nak:i.ng advances 

exclusively ~ producers £f agricnltural products in thei~ raw state. 

This is believed to be a fair interpretation of the law and one which 

carries out in good faith the real intent of Congress. 

Section X. Eligibility. The first paragraph of this section has 

been changed by strilQ.ng out the words trof not more than three months, 

exclusive of days of grace", and inserting in lieu thereof the words 

"not greater than that prescribed by Sectior.. XI (a). ri The purpose of 

this is to make it possible to cover in a different)sectian the amend­

ment to the law naking si.x months 1 acceptances eligible for rediscount 
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when drawn for an a.gricul i~ural PQ.rpose and aoou:~.·ed at tha time of ac­

ceptance by warehouse rece:t.pts. or other such documents conveying or se-

curing title covering readily marketable staples. 

Section (:i) has been amended by adding.at the end the words nor 

between dependencies or insular possessions and foreign countries.n 

This amendment cover3 a class of acceptances which has always been elig-

i'ble under the law, but wh:l.nh. ~,,as over looked in writing the old regu.-

lation. The remainder of this section is identically the same as the 

corresponding part o: the old regulation. 

Section XI. Maturities. Subdivision (a) is entirely new and was 

inserted for the purpose of covering acceptances draw.n for an agri­

cultural purpose and se~ured at the time of acceptance by a warehouse 

receipt or Other such document conveying or securing title covering 

readily narketa.ble staples, which acceptances were made eligible for 

rediscount with maturities up to six months by an amendment contained 

in the Agricultural Credits Act. 

Subdivision (b) is identically the same as Section IX of the old 

regulation, except that the words not not more than three months, ex­

clusive of days of grace,. have been stricken out and the words "not 

greater than that prescribed under (a) n have been inserted in lieu 

thereof. 

~ rema.inder of Regu.lation A is identically the same a.s the old 

· regu.lation, except that whereve:r:. the word "rediscount" occurs in the old 

regu.lation it has been ohanged to ndiscount", in order to meet a sug­

gestion as to phraseology maae by the Gover.nors of several of the Federal 

~serve Banks. 
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REGULA:J:liON B4 QPan Mt..rket Purchases. 

There :!las be::n no sub$ta...~tial change in this regu.lation except that 

the ondssion therefrom of subdivision (c) of Section II, which was in­

serted. by an amendment adopted by the Board uader date of Decembe.r 19. 

1922, making a certain restricted class of acceptances of cooperative 

marketing associations eligible for purchase lll the open market with 

maturities upto six months. This provision has been completely super­

seded by the amendment contained in the Agricultural Credits Act which 

makes a much broader class of acceptances drawn for agricultural purposes 

eligible for rediscount with maturities up to six months. Inasnuch as 

the first parag~ph of Section II of RegQlation B in general terms makes 

eligible for purchase on the open ma.rket all bankers 1 acceptances which 

are eligible for redisnount under Regulation A if secured in the manner 

required by the Agricultu=al Credits Act, subdivision (c) of the old 

regu.lation is now entirely unnecessary ood would only cause confusion 

if retained in the new regu.lation. 

The first paragraph of Section II bas been rewritten and clarified; 

but the substance of it has not bean changed. 

· REGULATION c. Acceptances of member banks. 

This regulation is identically the same as the old Regu.lation C, 

except for slight cha~ges in phraseology which were made in order to 

describe accurately the statutory provision referred to in the first 

section thereof; and wherever the expression "per centum" occurred in 

the old regula tier. it has been changed to ':per centi! ,in order to make 

the "style" uniform. 
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REGULATION D. Time Deposits and ~avings Accounts. 

This regulation has not been changed in substance, but section. 

nunmers have been inserted Qnd certain inaccuracies in the ~otatian 

from Section 19 of the Federal Reserve Act have been corrected. 

REGULPTION E. Purchase of Warrants. 

This regulation has been rearranged and the appendices heretofore 

published sp:jarately have been incorporated in tne body of the regulation. 

No material change has been made in the substance of the regulation, 

however, exce~t the elimination of the 10 per cent limitation an the 

amount of warrants of any municipa.li ty which might be purchased by a 

Federal Reserve Eank with the endorsement of a member bank. This limit-

ation did not apply to the pu.rcbase of warrants with the endorsement of 

nonmember banks, and it was contended that it operated as a discrimination 

against member banks and in favor of nonmember banks, This matter was 

calle.d to the attention of the Board by Governor Youug and was discussed 

at the last Governors' Conference. 

REGULATION F ~ Trust Power::;. 

No change has been made in this regulation. 

REGUlATION G. Loans on Farm Land and Other Real 
-=~~~~~~--~~~~~~ 

Estate. 

This regulation has been changed in only one respect. Paragraph 

(g) thereof has been changed so as not to require notes representing 

real estate loans to be cancelled at maturity and new notes taken in 

their places. It now per':nits an e:q>iring note to be renewed or extended 

for an additional period. ijt1e important safeguard that the bank Illll.St 11ot 

obligate itself in advance to make such a renewal is retained, and the 

only thing changed is the ma..'lner of making a renewal. 
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REGULATlOJ.T Y. M"Dlborship of Stat6 Banks • 

This regulation has been changed materially so as to conform to 

the amendments to Sectior.. 9 of the Federal Reserve Act contained in the 

.Agri.dultural Credits Act of 192 3, which make a State bank with a. 

capital equal to not less than 6.0 per cent of the amount required for 

the organization of a na'.-ior.a.J. bank eligible :r:'or admission to member­

ship under certain te1·ms a·:1-:~ coni.i tions. Section 9 thus amended, pro­

vides that the Feder~l Reserve Board shall prescribe rules and re~­

lations fixing the time within which and the metho.ds by which the un­

impaired capital of such banks ~hall be increased ~.of lli!! income to 

the amount required to entitle it to be~~me a national banking asso­

ciation in the place where it' is situated under the National Bank Act, 

"Provided , That every sunh role or regulation shall require the applying 

bank to set aside annually not less than 20 per centwm of its net in-

come of the preceding year ~ a. fund exclusively applicable to such 

capital increase. " · Such rules and regulations have been incorporated 

in subdivision 2, of Section I of the new regulation. 

There is one point to which the Comni ttee desires to call the 

Board's especial attention: The time within which such banks shall in­

crease their capital. In the regulation as now drafted 10 years is 

named, but this is ~ch a vital point that the Committee. hesitates to 

name this time except tentatively. The time originally ~ggested was 

five years; but it was feared that it would be absolutely i~ossible 

for many of the smaller bHrJcs to increase their capital in the reqaired 

8.DX)unt (66-2/3 per cent) "ou'.; of net income 11 as required by the Act 

within five years. It probably would be eq,~lly impossible, however, 
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for many of the smaller banks to increase ~apital such an amount 

out of net income in fifty years. ·The Comnittee has suggestad ten 

years as a reasonable time limit and one which does not postpone the 

date of such increase so far in the future as to practically nullify 

·the re~uirement that the capital must be increased. 

There has also been ins&rted in Secti~. IV of the regulation a 

new paragraph (numbered lt) spe0ifically providing that all banks ad-

mit ted to membership shall cnmp)y at all tirr.es with any and all con-

ditions of ~embership prescribe~ ~Y the Federal Reserve Board at the 

534 

time of the adndssion of such member bank to the Federal Reserve System. 

This has been inserted becau~e +.here 5.s r>.. technical difference between 

the Board's power to p1·es"riiJe ·1c·Jr.oi ti~msn of membership and its power 

to prescribe 0 regulat;tons" governing state member banks, and Section 

9 authorizes the Board to expel state banks from the System for failure 

to comply with the Boar·dts regulations but does :hot authorize it to 

expel them for failure to corrply with conditions of membership. 

There is another matter in this regulation which the Coundttee de­

sires to call to the Board's attention~ The latter half of the second 

paragraph of Section V expressly authorizes the examiners of the Federal 

Reserve Banks to cooperate with the State examiners in examining state 

member banks. This is inconsistent with the rulings recently made on 

the subject and probably is not in accordance with the law, since 

Secti9.n 9 apparently cont.e~lates that the exandnations of a State member 

bank shall be e1ther Sta"'ie exa"ninations or Federal examinations.. It 

provides;.that the expenses vf Federal examinations shall be assessed 

again-st the bank examined "!:Jut tr~at the expenses of a State examination 
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shall not be assessed by tbe Federal Reserve Bank against the bank 

examined. The express mention of State examinations and Federal ex­

aminations impliedly exclude joint examinations, which are not mentioned 

in the Act at all, and the General Counsel is of the opinion that joint 

examinations are not authorized. For this reason he recomr.oonds that 

all but the first three lines of this paragraph .• bc stricken from tho 

regulation. This provision hao; beE';ln in the regulation for In9llY yearst 

however, and theCOlliili ttee hesi -~a ted to strike it out without first 

subrndtting the matter to the Board. 

REGULATION I. Increase or Decrease of Capital Stock. 

Section I (a) has been amended so as to conform to the practice 

agreed upon between the Board and the Comptroller's Office in the fall 

of 1921 with reference to applications by newly organized national banks 

for membership in the Federal Reserve System. 

Section II (b) and II (c) have also been amended so ~s to require 

the receivers of insol~ent znember banks and the liquidating agents of 

member banks 1n voluntary liquid.ation to apply for the surrender and 

cancellation of the Federal Reserve Bank stock held by such banks within 

six months after their appointment. 

REGULATION J. Check Clearing and Collecyion. 

This regulation has been rewritten and brought up to date. It has 

not only been amended by the addition of the two new paragraphs recently 

adopted by the Board, but it has also been entirely rearranged and re­

worded so as to conform to present practices and to the uniform check 

collection circular recently adopted by all the Federal Reserve Banks. 

Each section of the new regulation will be discussed briefly in order. 
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Sections I and II are identically the snme as the first three 

paragraphs of the old regulation. 

Section III. Subdivision (P.) is identically the samt: as condition 

(1) of the old regulation, except that the words "in acceptable fundstt 

have been inserteC! .• 

Subdivision (b) is the same as condition (2) of the old regulation 

except that t:he 'Nerds "in o + ~e.l:' ~~,ederal Reserve Districts authorized · 

to route direct", have been sutstituted for the words "regardless of 

their locativn" and the words "which agree to rami t at par in acceptable 

funds 11 have been substituted for the words llfihose checks are collected 

at par by the Federal Reserve :Bank." 

Subdivisions (c) and (d) are tl1e two new provisions recently 

adopted by the Board. 

Section IV. The first sentence is substantially the same as the 

last paragraph of cm1dition (7) of the old regulation. The remainder 

of the section correctly describes the present practice of the Federal 

Reserve :Banks and superse~es condition (3) of the old regulation, Which 

is obsolete. 

Section V. correctly describes the present practice of Federal 

Reserve Banks in collecting checks and contains the limitation of 

liability and other safeguards against liability on the part of the 

Federal Reserve Bank which are contained in the old regulation and in 
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the uniform check collection circular recently adopted by all the Federal 

Reserve Banks~ Itrr.takes tho place of condition (4) and the first four 

lines of condition (8)of th3 old regulation. It also permits Federal 

Rea.erve Banks to guarantee prior endorsements, a suggestion submitted 
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by the Collection Comudttee, made a topic of discussion at the la~t 

Governors' Conference and referred··,t,o the F~deral Reserve Board for 

action. This matter was referred to the Board's General Counsel who 

has suggested that it be covered by this arr.endment to Regulation J. 

As a. practical matter, it is necessary for Federal Reserve Banks to 

·guarantee prior endorsements if they are to handle checks for col-

lection and most of them have bi¥'~ doing it, though it probably con­

stituted a technical violation of. the old Regniation J. 

Section VI. Subsections (a) and (b) are substantially the SalJ19 

as the first two paragraphs of condition (6) of the old regulations .. 

Subsections (c) and (d) take the place of the third paragraph of con­

dition (6) of the old regulation, but differ from it sufficiently to 

fit the present practice of the Federal B,eserve Banks. 

Section VII• Is identically the same as the last five lines of 

the old regulation. 

BEGUlATION x. Edge Corporations. 

There is no change in this regulation. 

EEGU!m:'ION L. Clayton Act. 

This regulation is the same. as the old regu.lation with the fol­

lowing exceptions: 

1. The definition of .the term "national bank" has been broadened 

so as to include all banking institutions organized or operating under 

the laws of the United States, and corresponding changes have been made 

elsewhere. 

2. The words "such State bank has" have been striclien aut of 
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subdivisions 7 and 3 of Section III and the words "either or both 

of such banks haven have been inserted in their place. 

3· There has been inserted in Section nr under the sub-head 

"Substantial Corrpetitio:nn the statement of general principles adopted 

by the Board for its guidance in determining whether two or more 

banks are in substantial competition. 

5llie Law Commit tee 

c. s .. Hamlin 

Edmund Platt 

Walter wyatt, Secretary 
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