4'%9
FEDERAL RESERVE BOARD 4603

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE TO
‘THE FEDERAL RESERVE BOARD ] Octabver 13, 1 926.
: ]

SUBJECT: TOPIC FOR THE GOVERNORS' CONFERENCE.

Dear §ir:
The Board has voted to place unon the progran
for the next conference of Governors the question whether
the Board'!s Reguletion A should be amended so as to make
eligitle for rediscyuwat or purchase by Federal reserve
banks a bankers!' acceptance drawn oy an elevator or
warehousc company and secured by terminal warehouse
receipts issued by the elevator or warchouse coipany
that draws the draft.
~For your information in connection with
this matter there are enclosed herewith copies of
certain corresnondeace and memoranda diecussing this

question.

Very truly yours,

Walter Lt E‘:l‘i-:]”’ -
Secretnry.
To all Governors.,
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X-4693-a

August 23, 1926.

Mr, E. . Kenzel,

Deputy Governor,

Fuderal Reserve Bank of New York,
New York City, New York.

Dear Mr. Kenzel:

I have your letter of August 20th with reference
to bankers' acceptances drawn by an elevator or warehouse
company and secured by terninal warchouse receipts of the
company that draws the draft. You state that you assume
that the Board's action in postponing the consideration of
an anendnent to Regulation A on this subject until after the
next Governors! Conference would not necessarily preclude
a ruling by the Board along the lines imdicated in the last
paragraph of Governor Y.ung's letter to Mr. Eddy dated July
26th.

At the time when the Board decided to refer this
matter to the next Governors' Conference it had under consid-
eration not only the proposed amendment to Regulation A but
also the proposal made in Governor Young's letter that the
Board so interpret its present regulations as to make eligidle
the acceptances under consideration. The Board's acticn 'in
deferring this matter was intended to include both of these
proposals and consideration of the entire subject was postponed
until the next Conference of Governors.

Very truly yours,

(signed) J. C. Noell,

J. C. Noell,
Assistant Secretary.

Federal Reserve Bank of St. Louis
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FEDERAL RESZRVE BANK
OF NEW YORK

August 20, 1926.

Jc C. Noallg Esq.p
Asalistant Secretary, ?edaral Reserve Board,
‘ Washington, D.C.

Dear Mr. Noell:

t

I have yOury letter of August 18, advising me that after
careful consideration the Board has decided to refer back to the Con-

ference of Governoré for further consideration an amendment to Section

X (3) of Regulation A, which was discussed at th§ last conference, and
thank yoﬁ. for the information. |

I assume that this would not necessarily preclude a ‘mling '
by the Board meanwhile along the lines indicated in the last paragraph

of Governor Young's letter to Mr. Eddy, dated July 26, 1926. If that

were done it would, I think, serve the Minneapolis and St. Paul banks

quite as well during the approaching grain soason, which is almost upon

us and which, from all accounts, I surmise will bring pretty héavy de-
mands on the banks in that section. |
Yery ’crﬁly yours,
© (signod) 3. R. Konzel

_EJ R- xenzﬂl'
Doputy Governor.

ngﬁlzed for Fm
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August 18,
1926.

Mr. R. A. Young, Govcrnor,
Federal Reserve Bank of Minneapolis,
Minneapolis, Minn.

Dear Sir:

The Board has given careful consideration to
the matter of adopting an amendment to section X(3) of
its Regulation A as proposed by the last Governors'! Con-
ference so as to make eligible for rediscount or purchase
by Federal reserve banks a bankers' acceptance drawn by an
elevator or warehouse company and secured by terminal

“warchouse receipts of the clevator or warehouse company

that draws the draft. .

Although this subject was discussed at the
last Conference of Governors, it was not on the program
and the stenographic record indicates that the Governors .
had not had a sufficient oppvortunity to study the ques-
tion. Since the Conference took place some question has
arisen as to whether the adoption of the amendment to
the regulations ia the form proposed would properly ac-
complish the desired purpose.

In view of these facts the Board telieves
that this matter should be given further consideration
by the Governors! Conference before being acted upon
by tho Board and has accordingly decided to put it upon
the program for further discussion at the next confer-
cnce of Governors.

Yery truly yours,
(signed) J. €. Noell

J. C. Noell,
Assistant Secretary.

GBV 0uC

Fedetal Reserve Bank of St. Louis
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Aug. 10, 1926.

Federal Reserve Eoard Bankers'! accevtances
securcd by terminal warchouse re-
Mr. Wyatt - General Counsel ceipts issued by the borrower.

Pursuant to the instructions issued by the Board at
its mesting of August Sth, I have drafted and respectfully sub-
mit herewith a proposed ruling which would permit Federal reserve
banks to rediscount or purchase on the open market bankers' accept-
ances sccured by registered terminal warehouse receipts issued by
the borrowers when such receipts conform to the essential conditions
prescribed in the attached correspondence.

I feel it my duty, however, to advise the Board that, in
my opinion, it would be unwise to issue a ruling of this kind and
that if the Board desires to make acceptances of this kind eligible
for rediscount, it would be much wiser to do so by means of an amend-
ment to Regulation A along thc lines of that recommended by the last
Governors! Conference. I have, therefore, taken the liberty of
preparing and respectfully submit herewith a revised draft of the
proposed amendment to Regulation A which, in my judgment, will meet
most of the objections raised by Nr. Kenzel,

I respectfully request permission to discuss this sub-
ject orally with the Board when it comes up for definite action.

Respectfuvlly,
(signed) Walter Wyatt

Walter Wyatt,
General Counsel.

org/

Federal Reserve Bank of St. Louis
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X-4693-¢
( PROPCSED RULING OF THE FEDERAL RESERVE BOARD.)

BANKERS' ACCEPTANCES SECURED BY TERMINAL GRAIN ELEVATOR OR WARE-

EQUSE RECEIPTS ISSUED BY THE BORROWER.

Notwithstanding that provision of Section X(3) of
Regulation A which requires that, in order to be eligible for,
rediscount by Federal reserve banks, bankers'! acceptances issued
to finance the storage of readily marketable staples must be
secured at the time of acceptance by warehouse, terminal or
other similar receipts, issued by a varty indevendent of the
borrower, the Federal Reserve Board has ruled that Federal re-
serve banks may rediscount bankers'! acceotances drawn by terminal
grain elevator or warechouse companics and secured by terminal

grain elevator or warehouse receipts issued by the drawers;
provided that:

(1) Such terminal grain elevator or warehouse company is
duly bonded and licensed and is regularly inspected by State or
Federal authorities with whom all receipts for grain and all
transfers thereof are registered and without whose consent no
grain caa be withdrawn;

(2) Under the laws of the State in which such terminal
grain elevator or warehouse is located, as interpreted by the
courts of such State, such receipts give the holder good legal
titie to, or an effective legal lien on, grain of the amount
and quality for which such receipt is issued, which title
or lien is good as against bona fide purchesers and general
creditors; and

(3) Such acceptances comply in all other respects with the
relevant provisions of the Federal Reserve Act and the regula-
tions and rulings of the Federal Reserve Board.

This ruling is designed to give recognition to receipts
issued by terminal grain elevator or warehouse companies located
in certain States thc laws of which provide for the supervision
of such elevator or warehouse companies and the registration of
receipts to such an extent that in practical effect, the grain
is under the control of State officials independent of the issuing
warehouse or elevator. Such State supervision and control is
believed sufficient to warrant the Federal Reserve Board in making
an exception to its general rule that warshouse receipts securing
bankers! acceptances issued to finance the storage of readily
marketable staples must be issued by a party independent of the
borrower.

http:/fraser.stlouisfed.org/ N
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PROPCSED ANENDMENT TO REGULATION A.

BE IT RESOLVED by the Federal Reserve Board that Section
X (3) of Regulation A be amended to read as follows:

"(3) The storage of readily marketable staples, pro-
vided that the bill is secured at the time of acceptance
by a warehouse, terminal, or other similar receipt, con-
veying security title to such staples, issued by a party
independent of tho customer or issued by a terminal grain
elevator or warehouse company duly bonded and licensed and
regularly insvected by State or Federal authorities with whom
All receipts for grain and all transfers thereof are regis-
tered and without whose consent no grain can be withdrawn;
and provided further that the acceptor remains secured through-
out the life of the acceptance. Ir the event that the goods
must be withdrawn from storage prior to the maturity of the
acceptance or the retirement of the credit, a trust receipt
or other similar document covering the goods may be sub-
stituted in lieu of the original document, provided that
such substitution is conditioned upon a reasonably prompt
liquidation of the credit. In order to insure compliance
with this condition it sheuld be required, when the orig-
inal document is released, either (a) that the proceeds
of the goods will be applied within a specified time
toward a liquidation of the accepiance credit or (b) that
a new document, similar to the original one, will be re-
substituted within a specified time.%

August 10,
1926.

http§//fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis
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FEDERAL RESERVE BANK 4150
OF ' MINNEAPOLIS

July 26, 1926

Mr. Walter L. Eddy, Secretary,
Federal Reserve Board,
Washington, D.C.

Dear Mr. Eddy:

This will acknowledge receipt of your letter of July 24, en-
closing copy of letter of Mr. E. R, Xenzel, Chairman of the General
Committee on Bankers Acceptances, dated July 9, to Mr, Walter Wyatt,

Mr. Kenzel is correct in his interpretation of rules numbers
63, 64 and 65, adopted by the Railroad & Warehouse Commission of the
State of Minnesota. It is not compulsory for an elevator in this state
to issue reccipts for all the grain stored. Likewise, it is not com-
pulsory for these reccipts to be registered. Therefore, the receipts
of an elevator company in the state of Minnesota may be good, or may
not be good. However, an elevator compeny may issue receipts for all
grain stored and may have the receipts registered by a representative
of the State Department, as to quantity and grade.

The Twin City bankers loag ago recognized that if receipts

3 were to be good security, receipts should be issued for all grain stored
i and that such receipts should be registered by the State Department,
and, in reality, be uander state control. In fact, a regular registered
terminal warchouse receipt is the only security that a northwestern
banker can accept on the domestic storage of grain and feel absolutely
sure of what he is getting. The Twin City bankers would not care to
accept many receipts that are issued by elevators in this state that
comply with the law. Therefore, the amendment to Subdivision 3 of

4 Section 10 of Article B of Regulation A, was worded in such a way 80

¢ that the recoeipts of elevators that were not bonded, that did not issue
receipts for all of the grain stored in their elevators, or that did

not have the receipts registered, would be excluded.

I am still convinced that the suggested amendment will cover
the situation and throw out the proper safeguards. Nevertheless, I
cannot help but feel that the whole question could be handled much
better if Mr. Kenzel's suggestion be adooted - that is, that the Board
interpret its own regulations to mean that regular registered terminal
warehouse réceipts constitute documents for commodities so controlled
by althird party independent of the borrower, as to make them good and
eligible collateral.

Yours respectfully,

Digitized for FRASER (signed) R. A. Young
http?/fraser.stlouisfed.org/ R. A. Young,
Federal Reserve Bank of St. Louis
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July 24, 1926.

Dear Governor Young:

There is enclosed herewith copy of a
letter addressed to the Board under date of
July 9th by Mr. Xenzel, Deputy Governor of
the Fedcral Reserve Bank of New York, which
is self-explanatory. It is requested that
you advise the Board of your wviews on the mat-
ters discussed in Mr. Xenzel's letter.

Very truly yours,

Walter L. Eddy,
Secretary.

Mr. R, A. Young, Governor,
Federal Reserve 3Bank,
Minneapolis, Minn,

(Enclosures)
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| July 13, 1926.

v To Federal Reserve Board Subject: Bankers' Acceptances
secured by terminal warehouse re-
From Mr. Wyatt - General Counsel ceipts issued by the borrower.

' At the last Governors' Conference, the Conference voted to
v request the Board to amend Section X(3) of Regulation A to read as fol-
lows, the words underlined being added to the present regulation:

"(3) The storage of readily marketable staples, pro~
vided that the bill is secured at the time of acceptance
by a warehouse, torminal, or other similer receipt con-
veying security title to such staples, issued by a party
independent of the customer or issued by a terminal grain
elevator company duly bonded and licensed and regularly in-
spected by State or Federal authorities with whom all re-
ceipts for grain and all transfers thereof must be regis-—
tered and without whose consent no grain can be withdrawm;
and provided further that the acceptor remains secured through-
out the life of the acceptance. In the event that the goods
must be withdrawn from storage prior to the maturity of the
~accaptance or the retirement of the credit, a trust re-
ceipt or other similar document covering the goods may be
substituted in lieu of the original document, provided that
such substitution is conditioned upon a reasonably prompt
liquidation of the credit. In order to insure compliance
with this condition it should be required, when the orig-
inal document is released, either (a) that the proceeds
of the goods will be applied within a spccified time
toward. a liquidation of the acceotance credit or (b) that
a new document, similar to the origiaal one, will be re-
substituted within a specified time.™

The purpose of this proposed amendment is to wmake eligible for
4 rediscount or purchase by Federal reserve banks, bankers! acceptances
drawn by an elevator company and secured by a terminal warehouse re-
ceipt of the elevator company that draws the drait.

OPINION

i my opinion, the Board may legally adopt and promulgate this
amendment to its regulations. The question whether it should do so
is a question of policy to be decided by the Board.

DISCUSSION

This proposed amendment to the Board's regulations was first
recommended by Governor Young in a letter addressed to the Board under
date of September 17, 1924. The matter was referred to this office
and Mr. Freeman rendered an opinion in which he stated that there was
some doubt whether warehouse receipts of the kind described in Governor

Digitized for FRASER
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Young's letter would comply with that provision of the Federal Re-
serve Act which requires that they convey or secure title, esnecially
in view of the fact that the grain is stored in an elevator owned by
the borrower and that the warehouse receipts are issued by the borrow-
er to himself. Mr. Freeman stated that there is a conflict in the de-
cided cases as to whether such a receipt does secure title to the goods
or whether a bona fide purchaser of goods from the warehouseman does
not take precedence over the holder of the receipt. In my opinion,
the question whether these particular receipts convey a good title or
give the holder a valid lien enforceable against a bona fide purchaser
of the wheat, is a question which will depend upon the laws of the
state in which the clevator is located and upon tho construction of
thosc laws by the courts of that state. This is a question of local
law upon which this office cannot undertake to pass.

Mr. Freeman also stated that, cven if such warehousec re-
ceipts could be considered as complying with the letter of the law,
there would still remain an important question of policy whether the

) Board should make an exception to the fundsmental principle hereto-
fore established by it and uniformly adhered to, that such receipts
rmast be issued by a party independent of the borrower. In view of
the impartance of this question Mr. Freeman recommended that it be
considered by the Acceptance Committee of the Governors! Conference
and that cormittee be requested to make a recommendation to the
Pederal Reserve Board.

The Board advised ~'Governor Young under dnte of October
15, 1924, that no imuediate change in the regulations was possible
in such an important matter and suggested that he submit the ques-
tion for consideration at the next Governorsg! Conference. The ques-
tion, however, was not submitted to, or considcred by, the Governorsi
Conference at that time.

Under date of September 9, 1925, Governor Young asgoin
brought up this question and urged an early ruling uvpon it. Mr.
Mitchell came to Washington to discuss the question with the Board
and, by direction of the Board, this office prepared a proposed form
of amendnent designed to accomplish what the Federal Roserve Bank of
Minneapolis and its member banks desircd. Thais amendment was pre-
pared after a discussion with Mr. Mitchell and he was entirely satis-
fied with it. At the 3Board meeting on September 29, 1925, the nmat-
ter was discussed informally by the Board with Mr. Mitchell., No def-
inite action was taken by the Board because the nmatter had necver been
passed upon by the Governors! Conference. The discussion resulted
in an informal understanding to the effect that the Board would not
consider the adoption of any such amendment to its regulations with-
out the question having first been considered by the Governors'
Conference and that, if the Federal Rescrve Bank of Minneapolis
desired to have the subject considered by the Governors' Conference,
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Governor Young should have it put on the program for discussion at the
next Governors'! Conference.

This subject was finally put on the program for discussion
at the last Governors! Conference and the Conference recormended the
adoption of the proposed amendment to Regulation A.

Under date of July 2nd, Mr. Kenzel, Chairman of the
General Cormittee on Banking Accentances, addressed a letter to the
Board in which he suggested that, in view of the close approach of
the grain marketing season, it would be - desirable for the Board to deal
with this question at its early convenience. I have had some further
correspondence with Mr. Kenzel on this subjsct, which develops the
fact that Mr. Kenzel fears that the proposed amendment is so strict-
ly worded that it would be difficult for the terminal elevator com-
panies to comply with its requirements. In this connection I desire
to call attention to the fact that the amendment recormended by the
Governors! Conference was drafted by this office at the Board'!s direc-
tion and after thorough consultation with Mr., Mitchell. Mr. Mitchell
- and I discussed the subject personally at great length, and Mr.
Mitchell was thoroughly satisfied with the lgnguage of the amend-
nent and advised me that it would satisfactorily fit the practical
gituation in his district. In view of these facts, I am inclined to
" think that Mr. Kenzel's fears are unfounded, though I cannot under-
take to interpret the Minnesota law, which is not at all clear.

The law requires that a bankers! acceptance drawm
to finance the domestic storage of readily marketable staples rmust
be secured by a warehouse receipt "conveying or securing title" to
such staples; and the Board cannot waive this rcquirement of the law.
In order to make sure that this requirement of the law is complied
with, the Board has heretofore ruled uniformly, and has required by
the terms of its regulations, that such receipts rmst be issucd by a
party independent of the borrower. If, under the laws of the state in
which the warehouse or elevator is located, a recceipt like that
described in Governor Young's letter is held by the courts to convey
walid title to the grain and to give the holder a valid lien on such
grain which is good against a bona fide purchaser of the grain, the
Board gould waive the requirement of its regulations that such re-
ceipt be issued by a party independent of the borrower. The ques-
tion whether, even under these circumstances, the Board should waive
this fundamental requirement of its regulations, however, is an extreme-
ly important question of policy.

The attached draft of a proposed amendment to Resulation
A would make an exception t> the requirement that the warehouse
receipt be issucd by a party independent of the borrower, dbut would
not waive the requirement >f the law that such receipt rmst convey
or secure title. The question whether receipts securing bankers!'
acceptances comply with the law as conveying or securing title would
in each instance be a question for detormination by the Federal ro-
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serve bank upon the advice of local counsel; because the court ,
decisions in the various states are in such conflict upon this subject
that the Board could not well atterpt to issue any general ruling on it.

I wish to make it clear that this office does not
recommend the adoption of this amendment. If, however, the Board
decides to adopt this amendment, I respectfully suggest that the matter .
is not of sufficient general importance to warrant the publication
of a new edition of the regulations at this time, and that the matter
could be sufficiently covered by the publication of the amendment in
the Federal Reserve Bulletin. Such a statement in the Federal Reserve
Bulletin should call particular attention to the fact that this amend-
ment to the Regulations does not waive the requirement of the law
that such warehouse or terminal receipts must convey good security
title and that under the regulation as amended it is essential that,
such terminal or warehouse receipts rust actually convey tothe holder
a valid lien which is enforceable as against generzl creditors of
the warehouse corpany or bona fide purchasers frumthe warehouse coxpany.

For the futher information of the Board, there is attached
hereto the Board's previous file on this subject and the recent
correspondence with Mr. Kenzel.

Respectifully,
(Signed) Walter Wyatt,

General Counsel,

File attached.
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FEDERAL RESERVE BANK

OF NEW YCRK

July 9, 1926.
Federal Reserve Board,
Washington, D.C.

Attention: Mr. Walter Wyatt

Dear Mr. Wyatt:

Referring to our coaversation this morning over the telephone as
to the adequacy of the terms of Regulation A if modified as suggested by
Governor Young (see page 383 of Stenographer's Minutes of the Governors Con-
ference of March 1926), to admit as eligible security for warehouse secured
bankers acceptance credits the reccipts issued by the Minneapolis terminal
elevators, I shall endeavor to state the doubts that arose in my mind in that
regard.

The pertinent language in the proposed amendment is "or issuved by a
terminal grain elevator company duly bonded and licensed and regularly in-
spected by State or Federal authorities with whom all receipts for grain and
all transfers thereof must be registered and without whose consent no grain
can be withdrawn." ©Nothing that I have seen, either in thc law of the State
of Minnesota, the rules or by-laws of the Railroad and Warchouse Commission
of the State of Minnesota or in any comrunications from bankers, indicates
that the Minneapolis terminal elevator grain cormanies are duly bonded and
licensed or that all of their receipts for grain ond all transfers thereof
must be registered.

I think it is quite clear from the documerits waich I sent to Mr.Vest
on July 2 that the Bartlett Frazier Conpany of Minneapolis c.uducts its Soo
Line terminal elevator as a public terminal warehouse aad that it is as a
public terminsl warechouse rather then as a terminal grain elevator that they
come within the warehouse provisiocas of the law.

Fule 464 adopted by the Railroad and Warehouse Commission states
that holders of warehouss receipts should promptly present them, etc., for
registration. You will note that it is permnissive, not compulsory.

Eule #63 covering the dslivery of grain on storage receipts provides
for delivery of the grain upon surrendsr of the rsceipt properly indorsed. I
do not See that the rule requires that the receipt shall have been registered
by the Commission. Another part of the same rule authorizes the State Registra-
tion Department to accept terminal public warehouse raceipts. for cancellation,
etc. No mention is made of registered receipts, from which I iunfer thst some
receipts may not be registered.

Rule #65 refers in its latter part to grain delivered for which no
rec?gpts have been issued, which to my mind presents the probsbility of the fact
Digitized for FRASE . )
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that it is contemplated that grain shall be received for which no receipts are
issued and which, therefcre, when deliversd must be delivered without the
surrender of receipts.

It would seem to me, therefore, at least from these rules and lacking
further definite information, that sericus doubt is created in respect of the
compliance of these terminal elevator receipts with the terms of the smendiment
suggested by Governor Young, and in every case it would be a question in which
Federal ressrve banks would have to ascertain the facts as to exact compliance
with the proposad regulation w:ich, in my opinion, would be a serious detriment
to the resdy negotiability of the bills.

If it is desirad to admit this class of receipt as eligible by a
change in the Reguletions, in ny opinion, for practical purposes the change woulu
have to be so drafted a8 to relieve all aspprehension or doubt as to the compli. ~
ance of the collateral with the terms of the regulation. This, I consider, might
well require such a genersl description of the collateral as would be difficult
to draft in such a way a8 would exclude other receipts not safeguarded ss the
Minneapolis grain receipts are by the Railroad and Warehouse Commission, provided
the holder of the receipts chooses to avail of the protection provided by
the Commissicn. -

On the other hand, carrying a little furtaner the thought that I intended
to coanvey in my letter of July 2, it has always been my understanding that the
purpose of all of the Board's special rulings in respect of warehousing facili-
ties controlled by trusteses or agents of creditors was to assure that the securi-
ty title would be coanveyed by the warschousemen's receipt 2ad that the physical
broperty would be safeguarded to the creditors by a physical control as well, ex-
ercisad by the trustees or ageats, rather than that the signature of the actual
receipt issued should be by someone other thsa tha oorrower. In fact, I am quite
sure that in many credits tast have been grantsd =undar tiese special rulings the
actual rsceipts wsre executed oy the borrowsr. Trerefore, I have felt and I be-
lisve that the accepting bankers gsnerslly fesl tast the spirit snd intent of the
Regulations as interpreted by these spacial rulings is complied with if the phys-
ical custody of the goods pledged is msde practically i.dejensent of the borrower
by the supervision and acts of the trustses or agauts.

It secems to me tnat, for practical purposes, tuédt is a ressonabls view
and it was with such thoughts ir mind taat I attempted to siate my belief that
these Minnespclis tsrminal wsrsiouse receipts for grain in terminal elevators,
whan registered by the Commission, knowing all that we now do about the physical
control of the grain by the representstive of tae Commission, the inspection of
it on resceipt, the weighing it in and the weighing it cut, the registration and
the sealing up of the spouts at night when the sgeut of the Comuission is absent
from the elevator, constitute documents for commodities so controlled by the Ccoi-
mission independently of the borrowser as t¢ meske them good and eligible collntur-
al under the prssent regualaticns as modifisd and interpreted by the special rui-
ings - the Board has msde from time t¢ time heretofore in commection with com-
modities stcred in the berrower's warshouses or on the borrower's premises but
physically contrelled by trustses or agents of the craditors,

I should be glad to discuss any ctiasr points in tois matter with you
at your convenience.
Very truly yours,

(signed) F. R. Kenzel

G
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http://fraser.stlouisfed.org/ Chairmen, General Committee on

L) Y

Federal Reserve Bank of St. Louis



‘ ‘ ( COPY )
X-U4693-k

194

FEDERAL RESERVE BANK

OF NEW YORK

ATTENTION OF: July 2, 1926
MR. G. B, VEST, ASSISTANT COUNSEL

Federal Ressrve Board,
Washington, D.C.
Dear Sirs:

Referring to our conversation over the telepame this afternoon
with respect to the eligibility for acceptance by member banks of bankers
acceptances secured by terminal elevator receipts for grain issued by
Minneapolis terminal elevators or warchousss w:ich are owned by the taker
of credit and drawer of the bill but which ars operated under the super-
vision of the Railroad and Warehouse Commissicn of the State of Minnesota,

I am enclosing as arranged a copy of a letter receatly received by Mr.

) Fred I. Kent, Vice President of the Bankers Trust Company and former Presi-
dent of the American Acceptance Council, from the First National Bank of
Minneapolis, dated June 24, 1926; also copies of excerpts from the law of
Minnesota pertaining to warehouse receipts and a copy of some of the rules
and regulations adopted by the Railrosd and Warehouse Commission of the
State of Minnesota, aad a phctostatic copy of a warehouse receipt registered
by the Railrcad and Warehouse Commission, all being copies of the enclosures
mentioned in the aforesaid letter c¢f the First Naticnal Bask of Minnespolis
received by Mr. Kent and loaned t¢ ms by ninm.

In our conversation over the telephone I referred to the fact that
the real question at issue, waich is whether or not warshouse receipts issued
under such circumstances are issued by a warehousing coicern independent of
the borrower, was presented by Governor Young at the coaference of governors
in March, 1926, when the question was discussed and the conference acted fav-
orably upon Governor Young's suggestion that the Board's regulations govern-
ing warehouse secured credits should be amended in such a way as was intended
to include such ware house recoeipts as sscurity for an oligible bill. (See
Stenographic Minutes of Confersnce, pagss 378-389).

As stated to you over the telsphone, it would hardly seem t0 me necs.
sary to amend the rsgulation as suggested tc the conferance if the control by
the Railroaj and Warehouse Commission of the grain stored in such terminal
elevators is such as to mske a receipt issued by the elevator compsay and
registered by the Commission such an "other similar document™ as conforms t¢
the spirit and intent of ths present regulations.

I may say that I have discussed the dsgree of actual security as
represented by such receipts with the leading bankers in Minnespolis, with
Governor McDougal and Deputy Governor McKey of the Chicago Federal EKeserve

and with leading bankers in Chicage, and have been assured by each of

ag%ii:%ﬁgg _that such receipts are tsken freely as collatersl for losns in important
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amounts by the Minnespolis and Chicage banks and sre by them regserded as being
absclutely safe and about the best ccllatsral that they handle in their insti-
tuticens. EFEach of them has referred t¢ the practical contrcl ¢f the warehouses
by the Cormmission through its representative stationed at each warehouse and
had told me in effsct that it would be practically impossible for the grain to
be removed from the warehouse without the surrender of the receipts.

Personally, I am assurad in my own mind that these terminsl receipts
registered by the Commission sre the full equivalent of the kind of receipts
intended to be required by the Board in its Regulations.

Mr. Kent had stated to me that the First National Bank of Minnseapolis
would have occasion during the coming grain ssason to extend a large amount of
credit on grain in terminal elevators in Minneapolis, possibly as much as
$5,000,000 and that the other banks in Mimmeapolis would have relative opportuni-
tigs and that he himself would consider receipts issued end registered under
these conditions as collateral abundantly good and entirely satisfactory to se-
cure acceptance credits; also that it had been his intention to take the matter
up with the Board through the American Acceptance Council. He, however, did
not know that the matter was already before the Bosrd and hag been under dis-
cussion for some considersble psriod of time and he, thersfore, gladly acquiescsd
in my suggestion that I forwsrd you this new informstion waich had come to him.

In view of the close approach of the grain shipping season I would
respectfully suggest that it would scem desirable that the Board might deal wit
this question at its sarly convenienco.

Respectfully,
(signed) E. R. Keazel,
E. R. Xenzel,

Chairman, General Ccmnittee on
Banksrs Acceptances.

FRK/ VRM
Encs.
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FIRST NATIONAL BANX

MINNEAPOLIS, MINN.
June 24th, 1926.

Mr. F. I. Keat, Vice President,
Bankers Trust Co.,
16‘ Wall Street, New York City.

Dear Mr. Kent:

) : Referring to our conversation of a few days ago regarding the
eligibility of bills secured by warehouse receipts issued by the same
corpany as the drawer of the bill. I enclose herewith photostatic copy
of a terminal elevator receipt issued in accordance withthe rules and
regulations of the R. R. & Warehouse Cormission of Minnesota. You will
note the receipt reads for a specified amount of a certain grade of grain
and bears a stamp showing date of registration by the R. R. & Warchouse
Commission. As stated in my conversation, it is our practice to check the
registration and genuineness of the receipts by presenting them at the
office of the R. R. & Warehouse Commission in Minneapolis, so that we are
assured of the genuineness of the collateral in our hands. The Statute
distinctly states that grain can only be delivered upon  delivery of the
warchouse receipt. :

I thinlz I mentioned to0 you that torminasl elevators are inspected
by the R. R. & Warehouse Comnission at resular intervals, and that also in
each elevator is a representative of the Commission who actually checks
the incoming and outgoing grain, and when this represontative leaves at
night, the spouts are sealed Ly him.

As requested by you, I enclose copies ol excerpts from the
Law of Minnesota pertaining to warchcuse receipnts, and also a copy of
some of the rules and regulations adopted by the R. R. & Warehouse Com-
nission. We feel that bills secured by these warehouse receipts conform
with the requirements for eligible bills and will gppreciate your assist-
ance in having them declared eligi®le. 'Governor Young has already had
the matter up before the Governors of the Federal Reserve Bank, and it
is my understanding the change was aphroved by them and their action
has been submitted to the Federal Reserve Board who now have the matter
under advisement. With kindest regards, I an,

Yours very truly,
(Signed) J. G. BYAM

Vice President.

JGB'B
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Chapter 28, of the Goneral'Statutes of Minnesota for 1923 covers
railroads, warchouses and grain, including the power and duties of the Rail-
road and Warehouse Commission under Sections 5020 and 5021, as follows:

5020. - GRAIN TO 3E RE~DELIVERED ON SURRENDER OF WAREHOUSE RECEIPT.>
Upon retura of the receipt of grain not stored in scparate bins to the proper
warehouseman, properly indorsed, and upon payment or tender of all advances
and lecgal charges, grain of the same grade and quantity named therein shall
e delivered to the holder of such receipt within twenty-four hours after
facilities for receiving the same have been provided. The identical grain,
if stored in separate bins, shall be so delivered. If such warehouseman
shall fail so to deliver it, he shall be liatle to the owner in damages at
the rate of one cent a bushel for each day's delay, unless he shall deliver
the rroperty to the several owners in the order of demand, as rapidly as it
can be done by ordinary diligence. If the warehouseman shall fail so to
deliver such grain, the person entitled thereto may recover the same, if
kept in separate bins, or the same amount of grain of like grade, if stored
with other grain, or the value thereof, in a civil action; aand such ware-
housenan shall also be guilty of larceay. e

5021. - WAREHOUSEMAN NOT TO SELL WITHOUT AUTHORITY FROM OWNER. -
No such warehousenman shall sell or otherwise dispose of or deliver out eof
store any grain stored in his warehouse without the express authority of
its owner dnd the return of the storage receipt, except as herein provided,
nor mix together grain of different grades in store, nor select grain of
different qualities, but of the same grade, for storage or delivery, nor
shall he in any way tarper with zrain of others while in his possession or
custody, with the purpose of sccuring any profit to himself or any other
person, or attempt to deliver. grain of one grade for that of another,
Any person violating any provision of this section shall be punished by
fine of not more than one thousand dollars or imprisonment in the state
prison for not more thaa five years, or both.
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. L&
ULES 61, 62, 63, 64, 65 and 66 of RULIS AND REGULATIONS SRS
ADOPTED 5Y THE RATLR0AD AND 7AREHOUSE COMISSION

Rule 61
INSPECTION AT TERMINAL WAREHOUSES

All zrain received into or shipped from public termirnal warehousecs
rmst be inspected by a duly authorized State Inspector and weighed by a duly
authorized State Weigher.

ule 62
WAREJZOUSE RECEIPTS

Warehouse receipts in the form prescribed by law rmust be issued upon
the application of the owner or cousignee for all grain received, but only upon
actual delivery of grain into store. No receipts shall be issued for a great-
er quantity of grain than is actually r eceived.

Rule 63
DELIVZRY OF GAAIN ON STORAGE RECEIPTS

Upon return of the receipt to the proper Warehouseman properly
indorsed, and upon payment or tender of all advances and legal charges, grain
of the grade and quantity named therein shall be delivered to the holder of
such receipt within twenty-four hours after facilities for 'receiving the
same have been provided,

The grain represented by said receint is immedistely deliverable and
not subject to further charge for storage, aud the Warchcuseman shall be held
in default if delivery is not made in the order deranded and as rapidly as
due diligence,cary and prudence will justify.

The State Registration Departrient is hereby autlidorized to accept
terninal public warehouse receipts for cancellation, also loading out in-
structions, from parties surrendering the same, whdo may havo taken delivery of

~ wheat on May, July and other future contracts. The Registration Department
shall furnish to such receipt holders, dlank forms in triplicate ofthe sur-
render notice and loading out instructions, and upon surrender of the receipts
to the Department by the holder thereof, accompanied by surrender notice and
loading instructions, said receirts shall be cancelled by the Department and
returned to the terminal cormeny issuing the sane, talking duplicate receipts
therefor, one to te retained by the Depariment and the other returned to the
party surrendering said receipts.

fule 64
HOLDERS OF RECFIPTS TO PRESENT SAME FOR REGISTRATION

Holders of warehouse receipts should promptly present them at the
office of the Warehouse Registrar for registration, and upon the delivery of
grain represented by any of the said receipts such receipts shall be im-
D@mﬁmfmFRgg%giately cancelled and shall thereafter be void and not again placed in
hitp://fraser stio@GiRCwtation,
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fule 65
" WAREHOUSEMAN'S DAILY REPORT TO- REGISTRAR

warchousenen must state in their daily rcports to the Registrar
the amount of cach kind and grade of special bin grain received or delivercd;
also what warehouse receipts representing such grain have been cancelled,
glving number of each receipt and the amount, kind and grade received and
delivered upon cach; they rmst also state the amount, kind and grade of all
other grain delivered, for which no receipts have been issued; also show
when and how such unreceipted grain was recceived. -

. Rule 66 .
WAREHOUSEVAN'S- STATEMENT
It shall be the duty of Public Warehouscmen on or before Tuecsday
norning of ecach week to make a statement, under oath, of the amount of each
grade of grain in store in his warehouse at the close of business on the

previous Saturday, and shall furnish to the Varchouse Registrar and Railroad
and Warchouse Commission such daily and weekly statements as they may require.

- 4 " o €y W o G o S ot e P S e o s
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Septenber 29,1925.

PROPOSED AMENDMENT TO REGULATION A, ARTICLE B, SEC-
TION X, SUBDIVISION (3).

In order to effect the amendment suggested by Governor Young
of the Federal Reserve Bank of Mimmespolis in his letter of September
9, 1925, Mr. Joan R. Mitchell, at a meeting of the Federal Reserve
Board today, sugzested that Subdivision (3) of Section X, of Article
B, of Regulation A, be amended to read as follows, the words in capital
letters being inserted:

"(3) The storage of readily marketable staples,
provided that the bill is secured at the time of acceptance by
a warehouse, terminal, or other similar receipt, conveying se-
curity title to such staples, issued by a party independent of
the customer OR ISSUED BY A TERMINAL GRAIN ELEVATOR COMPANY DULY
BONDED AND LICENSFD AND REGULARLY INSPECTED BY STATE OR FEDERAL
AUTHORITI®ES WITH WHOM ALL RECEIPTS FOR GRAIN AND ALL TRANSFERS
THEREOF MUST BE REGISTERED AND WITHOUT WHOSE CONSENT NO GRAIN
CAN BE WITHDRAWN; and provided further that the acceptor remains
secured throughcut the life of the scceptance. In the event
that the goods must be withdrawn from storsge prior to the
maturity of the acceptance or the retirement of the credit, a
trust receipt or other similar document ccvering the goods may
be substituted in lieu of the original document, provided that
such substitution is conditioned upcn a reasonsbly prompt
liquidation of the credit. In order t¢ iusure compliasnce with
this condition it should be required, when the original document
is released, either (a) that the procseds cof the goods will be
applied within » spuocified time toward s ligquidation of the ac-
ceptance credit or (b) that a new document, similar to the
ocriginal one, will be resubstituted within a specified time,"
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‘OF NINNEAPOLIS
September 9, 1925,

Hon. D. R. Crissinger, Governor,
Federal Reserve Board,
Washington, D.C.

Dear Governor Crissinger:

Under date of September 17, 1924, I wrote you in reference
to acceptances in this district, which our larger banks were executing
on domestic storage of grain. Copy of my letter is enclosed herewith,
r which will be self-explanatory. Under date of October 15, 192k,
J Mr. Platt replied to my communication upon behalf of the Board, and
suggested that the matter be discussed before the Governors' Conference.
I also received a letter from Mr. Cunningham in reference to the
matter, dated October 16, 1924. Inasmich as I was going to Washington,
I did not reply to their communications by letter, but discussed
the matter with them in detail when I was in Washington,

It appsars to our people that these agcceptances are entirely
legitimate and secured by a receipt that is just as good as that of
an independent elevator. Some of our banks are again accepting in
this menner, and while thers is nothing to prcohibit them from doing
it, that I know of, still T have to inform t:em thst there is a question
about their eligibility for purchsse or discowat by a Federal Reserve
Bank.

by this method at the moment, but at the same time I am satisfied that

the time will come when our banks will have to resort to the acceptance
form of credit to enable them to handle the morketing of grain in an
orderly and systematic way. I therefore would appreciate it very

much if the Board would sgain consider the request of cur people, and

see if it is not possible to amend the regulations in such a way as to
permit acceptances of terminal elevator companies, which are under State
supervision, to be eligible for discount or purchsse at s Federal Reserve
Bank, even if such acceptances are secured by regular, registered, terminal
warehouse receipts of the elevator that draws the draft. I do not sce
how it is possible for me to give any more informstion in referance to

the transaction other than was contained in my letter of September 17,

and the verbal talks I have hed with Messrs.Cumingnam and Platt. Neverthe-
less, Mr, Mitchell contemplates veing in Washington in the very nesr future,
and if there are additional inquiries which you care to make of him, he is
thoroughly familiasr with the transaction snd can explain the details.

|
|
)
f
[ I do not know tuat it is absolutely necessary to finance

I would eppreciate a ruling on this question as soon as possible
after your interview with Mr. Mitchell,because some of our benks are
anxious to get a reply.

s respectf
igitized for FRASER : , Your g; pectfully,
ttp://fraser.stlouisfed.org/ (s:Lgne K. A. Young
-ederal Reserve Bank of St. Louis ~ .
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October 15, 1924.

Dear Governor Young:

The Board, at its meeting on Tuesday, considered the
points raised in youvr letter of September 17th, ‘suggesting
a change in Section X, Article B, of Regulation: A, so that
acceptances bascd upon terminal elevator warehouse receipts
covering the storaze of their own grain night be made
eligible for discount by Federal reserve banks, and directed
ne to reply that no immediate change in the Regulations is
possivle in such an importent matter. This question is not
a new one and there is at least some doubt as to the power
of the Joard to amend ths Regulations in the desired manner
under the law. The question of policy involved is so
important that the DJoard suggests that you submit this for
consideration at the forthcoming conference of Governors.

I have heard the suggestion made that the control of
grain in thesc elevators by the State Railroad and Warehouse

" Cormission is eo complete their operation is practically

that of independent warehouses. A full statement of the
facts involved in the operation of checking in and checking
out grain should be made.

Very;gtruly yours,.

(Signed) Edrmnd Platt
Vice Governor.
¥r. R. A. Young, Governor,

Federal Heserve Jank,
Minneapolis, Xinn,
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Septceuber 17, 1924.

Hon. D. d. Crissinger, Governor,
Federal lleserve 3Zoard,
Washington, D. C.

Dear Governor Crissinger:

It has been the practice of terminal elevator
corppanies in this district to establish an acceptance credit with local
banks on the domestic storage of grain. The elevator company draws on the
bank, which accepts, and such acceptance is secured by regular registered
terminal warehousc receipts of the elevator company that draws the draft.
This fornm of acceptance was recently referred to our Counsel, and I am
sending herewith a copy of his opinion. You will observe that in Judge
Ueland's opinion such acceptances are not eligible for discount or
purchase by a Federal Reserve Dank. Nevertheless, the acceptances are
so well secured that I am writing to you to see if it would not be
possible tc have the Board amend its regulation in such. a way that
acceptances of this class would be eligible for discount or purchase by
a Federal Reserve 3ank, and in making such suggestion I offer the following:

A terminal elevator in Minnesota is under
strict supervision and control of our State Railroad & Warechouse Cormiission.
All grain that is stored in the elevator is checked in by a representative
of the State Railroad & Warehouse Commission as to grades and weights. All
| grain is checked in like manner that is removed from the elevator. There-
; fore, if an elevatdr company issues a negotiable terninal warehouse receipt
against grain stored in its own elevator, the grain cannot be removed from
i the elevator except with the knowledge and permission of a representative
i of the State Railroad & Warehouse Commission. There is one exception to
T this statement. It would be possible for the elevator corpany to nove
the grain between 6 o'clock in the evening and 7 o'clock the following
morning. However, the possibility of an elevator company removing grain
from its own elevator during these hours is almost negligible and nced not
be considered, because the only way it could remove any great amount would
be by box cars, and the railroads would not handle the grain between those
hours. Even if it is admitted that it is possible to remove a portion of
v the grain between these hours, the State has thrown out an additional safe-
: guard by requiring the elcvator corpany to furnish a bond of 15¢ a bushel
3 on the elevatorts capacity. In the case of the Electric Steel Elevator
Corpany the bond is for $600,000, . In addition to this, every terminal
i elevator in the Twin Cities is under the direct surveillance of our local
i Chamber of Commerce, i. e. .a representative of the Chamber of Cormerce
can check any terninal elevator as to bushels and grades at any time. I an
i informed that this is done regularly by the Chamber of Commerce about every
three weeks. I point out these facts to show that every possible safe~guard

i
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has beon token to Protect the delivery of the grain vhen the holder of

a receipt demands delivery: In other words, a regular registered terninal
wareéhouse receipt issued by the elevator cormany that draws the draft is
Just as good collateral as a receipt issued by a party independent of the
drawer., .

‘ It will be suggested that an independent company de organized to
take custody of the graln, but oven if such a company was ¢rganized and it
issued a regular registered warchouse receipt under state supervision, it
would not be any better collateral, and if it issued its warehouse receipt
without state suwpervision, it would not bo as good. . It may alsc be suggested
that 'the elevator corpany store the grain in an indapmdnint elevator, if they
‘contemplate financing by acceptances. Howover, on elevatorts profit comes
largely fron its storage charges, and if it has to pay storage charges, it
would have to get the additional profit either from the buyer or the seller,
0f cqurse it would bo irmpossible to got it from the buyer, and it would be
the sanme old story that the grower of the grain - the farmer ~ would have to
stand the expense, We are right in the middle of a crop moving period, and
it means cverything to our agricultural interests to have grain moved with -
a8 little expense as possible. - If it should de anmnounced at this time that
~these bills are ineligible, they would naturally sell at a highor rate in
tho gpen market. It therefore seems to me, becange of the safe-guards that

" have been placed around the warehouse receipts, that it would be entirely
proper and advisable for the Federal Reserve Soard to amend its Regulation 4,
Series 1924, Article 3, subdivision (3) in such a way as to permit acceptances
of our terminal elevator companics that are under state supervision to be
eligible for discount or purchasc by a Federal Reserve lank, even if such
acceptances are secured by rogular reg&storod terninal warehouse receipts of

 the elevator that draws the draft, .

1 feel that this matter is urgent and would sppreciate it
very rmuch if the Doard would act favorably upon ny suggestion. :

Yours respectfully,

(8igned) R, A. YOUNG
Governor,

~P. 8. Ihave roferred this letter to Nr. uitchell and he approves of
‘ oy mggoation. ‘
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Ssptember 15, 1924.

Mr. John R. Mitchell, Chairmen,
Board of Direciors,
Federal Reserve Bank
of Minneapolis.
Dear Sir:-
In commection with the letter from Mr, Curtiss of the
Federal Reserve Bank of Rocston of August 9th inquiring.concerning
the eligibility of & banksr's scceptence drawn by the. Electric
Steel Elevator Conpany or the Russell-Miller Milling Compsny of
thig city and secured by the grain warehouse receipte of the Eleva-
tor Company, I submit the following for your information:
Regulation A, Series 192U, Article B, subd. (3) provides

that such an acceptance is to be secured "at the timc of acceptance

by a warehouse, terminal, or other similar receipt, conveying secur-

ity title to such staplés, issued by s party independent of the cus<
tomer". |

The Elevator Company is a public terminal wershouse, in-
dependent in point of law of the Russell-Miller Milling Company, and
a banker's acceptance of the Milling Company, secured by the warshouse
raceipts of‘ﬁhe Elevator Company, is clearly aligible. .

As e public torminsl warzhovse the Elevator Compeny is
under very strict supervision and centrol by our State Railrcad and
Wa.rchouse dommission. Tﬁe-law on that subject in found in Chap.201,

Laws 1923. It requires license from the State, and bond to the State

) 3
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to secure the warehouss raceipts. The bond in this instance is for
$600,000. The grain taken into the warchouse is weighed and

graded by State employees. Tne¢ Elevator Company is required to
make daily reports to the Ccmmissican of gfain teken ocut and of
cancellation of the rocsipts for the sawe, anj of the zrain re-
maining from time to time under outstsanding raceipts. The law, in
short, places the warchouse under such rigid State coantrol so as

to make the receoipts most excellent sscurity. The Commission heving

5

constant information sbout the grain in the warcnousc and tine out-

-

standing receipts, it is the practice herse to have its registrar cer-
tify on the receipts that the grain called for is actually in the
warghouse. But while this is the practice such‘a certification is
not mandatory under the law, and a receipt issusd without that cer-

. | tification is valid, and entitles the holder to the grain called for.

It has bDeen sugzested that in effect the grain is in ths custody of

the Commission and that the receipts are therefore within the ruling

of the Board reported in Vol. 9, page 1194, Federal Reserve Bulletin,

1923, concerning coal on the Duluth docks. I do not think this can

be successfully claimed. The storage receipts for coal in that

case were issued by a storage company which hseld the title to the

coal as trusteo and had possession and custody of the coal, indepen-

dent of any contrcl on the part of the drawer of the acceptance.

In the present ianstance, notwithstending the supsrvision and controi

of the Railroad snd Warechouse Commission, and the excellence of the

storage receiptsas security, the Elevator Company mast be conceded
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the 2
to be /custodian of the grain represented by the receipts.

The receipts are hence not "issued by a party independent of the

custoner', . . 7

.

What is said above applies exclusively to théf @;ﬁst-ion~,~

2
Cd

of eligibility for discount in a Federal reserve benksfy ok’

(Signed) A. UELAND
. Counsel.

AUXMS.
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