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SUBJECT: E l i g i b i l i t y f o r r e d i s c o u n t of n o t e s of p a r e n t c o r p o r -
a t i o n to f i n a n c e p u r c h a s e of a u t o m o b i l e s t o "be u s e d 
by i t s s u b s i d i a r i e s . 

Dear S i r ; 

The Board h a s been r e q u e s t e d to r u l e upon t h e e l i g i b i l i t y 
f o r r e d i s c o u n t a t a F e d e r a l R e s e r v e Bank of n o t e s i s s u e d u n d e r t h e 
f o l l o w i n g p l a n : 

The n o t e s a r e to be made by a c e r t a i n c o r p o r a t i o n which 
i s a p a r e n t company owning a p p r o x i m a t e l y 75$ of the c a p i t a l s t o c k 
of a number of c o r p o r a t i o n s t h r o u g h o u t t h e U n i t e d S t a t e s engaged i n 
motor t r a n s p o r t a t i o n u n d e r t h e " D r i v e i t y o u r s e l f p l a n " . The p r o -
c e e d s of t h e n o t e s i n q u e s t i o n a r e t o be u s e d by t h e p a r e n t company 
to p u r c h a s e a u t o m o b i l e s which a r e t o be d i s t r i b u t e d to t h e v a r i o u s 
s u b s i d i a r y c o m p a n i e s . These s u b s i d i a r i e s a r e t o pay f o r t h e c a r s o u t 
of e a r n i n g s f r o m month to month . The n o t e s w i l l b e g u a r a n t e e d by a 
s u r e t y company. The p a r e n t company does a l l of t h e b o r r o w i n g f o r t h e 
s u b s i d i a r i e s . 

The p l a n a p p e a r s t o be one whereby t h e p a r e n t c o r p o r a t i o n 
bo r rows money to f i n a n c e t h e p u r c h a s e of a u t o m o b i l e s t o b e u s e d a s 
pe rmanen t o r f i x e d i n v e s t m e n t s i n t h e b u s i n e s s of i t s s u b s i d i a r i e s . 
The Board h a s h e r e t o f o r e h e l d t h a t n o t e s of a c o r p o r a t i o n engaged i n 
t h e b u s i n e s s of f u r n i s h i n g motor t r a n s p o r t a t i o n , made f o r t h e p u r p o s e 
of p r o v i d i n g f u n d s w i t h which to p u r c h a s e motor v e h i c l e s , a r e i n e l -
i g i b l e f o r r e d i s c o u n t , on t h e g rounds t h a t such motor v e h i c l e s 
n e c e s s a r i l y c o n s t i t u t e a l a r g e p a r t of t h e c o r p o r a t i o n ' s e n t i r e 
equ ipment and a r e h e n c e to be c o n s i d e r e d pe rmanen t o r f i x e d i n v e s t -
m e n t s . I t i s t r u e t h a t u n d e r t h e p l a n h e r e p r e s e n t e d t h e n o t e s a r e 
to be made by t h e p a r e n t c o r p o r a t i o n and t h e c a r s p u r c h a s e d and d i s -
t r i b u t e d by i t to i t s s u b s i d i a r i e s , b u t t h i s does n o t change t h e 
n a t u r e o r p u r p o s e of t h e t r a n s a c t i o n . I t does n o t a p p e a r w h e t h e r 
t h e r e i s an a c t u a l s a l e of t h e s e a u t o m o b i l e s by t h e p a r e n t company 
to t h e s u b s i d i a r i e s , b u t i n any e v e n t t h e Board does n o t f e e l t h a t 
t h e s e n o t e s s h o u l d b e c o n s i d e r e d e l i g i b l e on t h e t h e o r y t h a t t h e 
p r o c e e d s a r e t o be u s e d to p u r c h a s e goods which a r e t o b e r e s o l d , 
b e c a u s e of t h e c l o s e a f f i l i a t i o n of t h e p a r e n t company w i t h t h e 
s u b s i d i a r i e s ; t h e o b v i o u s p u r p o s e of t h e p l a n i s t o f i n a n c e t h e 
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s u b s i d i a r y c o r p o r a t i o n s in a c q u i r i n g the au tomobi l e s . In t h e 
B o a r d ' s o p i n i o n , t h e t r a n s a c t i o n i s , in s u b s t a n c e even i f n o t in 
form, a borrowing f o r c a p i t a l p u r p o s e s . The n o t e s of t h e p a r e n t 
company, t h e r e f o r e , t h e p roceeds of which a r e t o be u s e d to pu rchase 
au tomobi l e s to be d i s t r i b u t e d to i t s s u b s i d i a r i e s and u s e d by them 
f o r c a p i t a l p u r p o s e s , mast be c o n s i d e r e d i n e l i g i b l e f o r r e d i s c o u n t 
a t a F e d e r a l Reserve Bank. 

By o r d e r of t h e F e d e r a l Reserve Board. 

Very t r u l y y o u r s , 

Wal ter L. Eddy, 
S e c r e t a r y . 

TO GOVEBBOaS OF AIL F.R.BANKS AND ALL F.H.AGENTS. 
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