
FEDERAL RESERVE BOARD 
WASHINGTON 

ADDRESS OFFICIAL CORRESPONDENCE TO 
THE FEDERAL RESERVE BOARD X—4975 

October 18, 1927. 

SUBJECT: Topic for Governors' Conference. 

Dear S ir : 

The Governor of the Federal Reserve Bank of 
Dallas has advised the Board that he has forwarded to the 
Governor of each other Federal reserve "batik, copy of an 
opinion rendered "by Counsel for that tank with respect to 
the e f f e c t upon the n e g o t i a b i l i t y of backers' acceptances 
of cer ta in language contained in the standard form of en-
dorsement placed thereon "by the accepting hanks to show 
the e l i g i b i l i t y of the acceptances for rediscount at 
Federal reserve hanks. 

I t i s understood that t h i s question w i l l "be 
given considerat ion a t the forthcoming conference of 
Governors. The question has heen re ferred to Counsel for 
the Federal Reserve Board and the Board has approved a 
recommendation Wade "by him that the conference he requested 
to consider certa in , suggestions set out in a memorandum ad-
dressed to the Board* copy Of which i s enclosed herewith* 

d irec t ion of the federal Reserve Board. 

Walter L. Eddy, 
Secretary. 

TO! GOVERNORS OF ALL F»R. BAMS EXCEPT DALLAS. 
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October 7 , 1927. 

Federa l Reserve Board n e g o t i a b i l i t y of c e r t a i n 
forms of bankers f accep tances . 

* Mr. Vest - A s s i s t a n t Counsel. 

The a t t a c h e d l e t t e r from Governor Ta l l ey of the Federa l Reserve 
Bank of Da l l a s sugges t s t h a t the language conta ined in the s t andard 
form of endorsement p l aced on bankers 1 acceptances by t h e accen t i ng 
banks to show e l i g i b i l i t y f o r red iscount in accordance wi th the 

> Board*s r e g u l a t i o n s may render such acceptances nonnego t iab le . He 
encloses a copy of an opinion of Counsel f o r the Federa l Reserve 
Bank of Dal las to the e f f e c t t ha t the fo l lowing language would render 
bankers* acceptances nonnegot iab le ; 

"This acceptance a r i s e s from the domestic s t o r age 
of co t ton and was secured a t the time of acceptance by 
documents secur ing and conveying t i t l e to b a l e s 
and w i l l remain so secured throughout the l i f e of t h i s ac -
cep tance , " 

This conclus ion i s based on two grounds (1) t h a t the language 
used comes w i t h i n the r ecen t Texas dec i s ion of Lane Company v. Crum 
in which a t r a d e acceptance was h e l d to be nonnego t i ab le , and (2) 
t h a t an acceptance having t h i s language con ta in s a promise to do 
an a c t in a d d i t i o n to the payment of money. 

The fo l l owing a r e the forms of c e r t i f i c a t i o n of acceptance approved 
by the Board in 1921 f o r u s e on the s e v e r a l types of bankers* accep tances : 

i 
"Domestic Snipments; 'At time of acceptance , t h i s "bill was 

accompanied by sh ipp ing documents e v i -
dencing the domestic shipment of (name 
of commodity) f rom(poin t of shipment) 
to (p lace of d e s t i n a t i o n ) . 

> 

(Name of Acceptor) 1 

"Import and Export Transac t ions ; 
'Th i s acceptance a r i s e s out of a t r a n s -
ac t i on invo lv ing ( impor ta t ion)o f (name 

(expor ta t ion^ 
of commodity) from (po in t of shipment) 
to (p lace of d e s t i n a t i o n ) . 

(Fame of Acceptor ) 1 

"Warehouse Secured Cred i t ; 
'Th i s b i l l was secured a t the time of 
acceptance by independent warehouse, 
t e r m i n a l , or o the r s i m i l a r r e c e i p t con-
veying s e c u r i t y t i t l e to (name of r e a d i -
l y marketable s t a p l e ) s t o r e d i n (count ry 
where s t o r ed ) and the accep to r w i l l remain 
secured throughout the l i f e of the b i l l . 

. . ( COPY ) 
i 

(Name of Acceptor) 1 " 
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I t w i l l be noted t h a t the l a s t tv:o of the d e r t i f i c r . t o s above quoted 
con ta in language s u b s t a n t i a l l y the some as c e r t a i n p a r t s of the endorsement 
cons idered 'oy Counsel f o r the Dal las Federal Reserve Bank to render ac -
ceptances nonncgo t i ab le . 

In the case of Lane Company v. Crun, the Su orerne Court of Texas h o l d 
t h a t the f o l l owing language i n a t r a d e acceptance rendered i t non-
n e g o t i a b l e : 

"The o b l i g a t i o n of the accep to r hereof a r i s e s out 
of the purchase of goods from the drawer, m a t u r i t y be-
ing in conformity wi th the o r i g i n a l terms of pu rchase . " 

In o rde r to meet t h i s dec i s ion the Federal Heserve Board recommended 
a change i n the s t anda rd form of t r a d e acceptance so as to e l im ina t e 
theref rom the c l a u r e quoted and to i n s e r t i n l i e u thereof the fo l low-
ing : "The t r a n s a c t i o n which gives r i s e to t h i s ins t rument i s the p u r -
chase of goods by the cccep to r from the drawer.11 

I can see no e s s e n t i a l d i f f e r e n c e between t h i s p r o v i s i o n recomnend-
ed to overcor.e the dec i s ion i n Lane Company v . Crm, and the s ta tement 
"This acceptance a r i s e s from the domestic s to rage of co t ton * * *, " v.hich 
was cons idered by Counsel f o r the Federa l Heserve Bank of Da l las to cone 
w i th in t h i s Texas d e c i s i o n . I f h i s conclus ion i s c o r r e c t , the new -qre-
v i s i o n of the s t anda rd form cf t r a d e acceptance would seen to be i n e f -
f e c t i v e to accomplish the d e s i r e d r e s u l t . 

In my opin ion , however, the language, "This acceptance a r i s e s 
from the domestic s to rage of c o t t o n * * *" does not come w i t h i n 
the Lane Company dec i s i on and does not render an ncccpfcance nonnegot iab le . 
I t w i l l be. observed t h a t t he 1angaage j u s t quoted does not con ta in the 
words " the o b l i g a t i o n of the acceptor" found i n the language cons idered 
i n the Lane Company c a s e . The opinion i n t h a t case i n d i c a t e s t h a t these 
words were the b a s i s of the dec i s ion , on the theory t h a t the o b l i g a t i o n 
of t h e accep to r a rose not from the ins t rument but from c o l l a t e r a l t r a n -
s a c t i o n s . The absence of t he se Words i n my opinion t r k e s the language 
out of the Lane Company ease . The Negot iable Ins t ruments Act, which has 
been un i fo rmly adopted, express ly p rov ides t ha t a n e g o t i a b l e ins t rument 
nay con ta in a s ta tement of the t r a n s a c t i o n which g ives r i s e to the i n -
s t rument . I t would seem t h a t the c l ause , "This acceptance a r i s e s from 
the domestic s t o r a g e of c o t t o n * * *" as '..ell as the now p r e v i s i o n i n 
the s t anda rd form of t r a d e acceptance cones c l e a r l y w i th in t h i s p r o v i s i o n 
of the Negot iable Ins t ruments Act . The s&::o may be s a i d a l s o cf the 
form of c e r t i f i c a t e f o r acceptances a r i s i n g out cf import and export t r a n -
s a c t i o n s approved by the Board i n 1921 and quoted above. 

The second reason f o r the conclus ion reached by Counsel f o r the 
Federa l Reserve Bank of Dal las i s t h a t t he n r e v i s i o n t h a t the accep t -
ance " w i l l remain sc secured throughout the l i f e cf t h i s acceptance" i s 
a p r o n i s e to do an a c t in a d d i t i o n to the payment of money. S imi la r 
language i s found i n the form of c e r t i f i c a t e of acceptance approved 
by the Board i n 1921 f o r acceptances cover ing the s to rage of r e a d i l y 
marketable s t a p l e s . 
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A3.though the Negot iable Ins t ruments Act provides "An i n s t r u -
ment which con ta ins an order or promise to do an ac t i n a d d i t i o n 
to the payment of money i s not nego t i ab l e " , the b e t t e r r u l e seems 
to be t h a t an a d d i t i o n a l promise which does not impair the o b l i g a t i o n 
to pay t he . c e r t a i n amount of money, but which tends to f a c i l i t a t e r a t h e r 
than to impede i t s c o l l e c t i o n , does not a f f e c t n e g o t i a b i l i t y . 8 Corpus 
J u r i s , page 125. The $r,a.ne r u l e i s s t a t e d i n s u b s t a n t i a l l y t h e same 
language i n 1 Daniel on Negot iable Ins t ruments , page 80. Thus, i n 
the case of Farmer v . F i r s t Nat ional Bank, (Ark.) 115 S.W. 1141, a 
no te con ta in ing a s t i p u l a t i o n by the maker to have the p r o p e r t y secur ing 
the same i n s u r e d was h e l d to be n e v e r t h e l e s s n e g o t i a b l e . The Court s a i d 

"Here the r e c i t a l s of the f a c t of the mortgage as a 
c o l l a t e r a l to t h e note and of the promise to have the p rop -
e r t y i n s u r e d as an a d d i t i o n a l s e c u r i t y do not i n any wise im-
p a i r t he o b l i g a t i o n to pay the c e r t a i n amount i n money named. 
I t does not t end to impede, but r a t h e r to f a c i l i t a t e , i t s c o l -
l e c t i o n . The promise to pay a c e r t a i n sum of money a t a c e r t a i n 
time remains a b s o l u t e . The c o l l a t e r a l con t r ac t does not a f f e c t 
the p r i n c i p a l o b l i g a t i o n except to a i d i n i t s f u l f i l l m e n t . The 
no te t h e r e f o r e remains a 1 c o u r i e r without luggage.* 

In the case of C h e r r y v . Spra^u.e, (Mass,) 72 EM). 4 5 7 t h e 
Court s a i d " I t i s s e t t l ed , t h a t the i n c o r p o r a t i o n i n to an ins t rument 
which con ta ins an uncond i t iona l promise to pay a d e f i n i t e sum of 
money of a d d i t i o n a l s t i p u l a t i o n s does not of i t s e l f n e c e s s a r i l y de-
p r i v e the ins t rument of the c h a r a c t e r of a promissory note * * * 
I f the a d d i t i o n a l s t i p u l a t i o n r e l a t e s to the manner i n which the un-
cond i t iona l promise to pay a d e f i n i t e sum may be enforced , and does 
not change the promise from one to pay t h a t sum a b s o l u t e l y and a t 
a l l events , or change the genera l na tu re of the whole c o n t r a c t , the 
ins t rument i s a promissory note , no twi ths t and ing a d d i t i o n a l s t i p u -
l a t i o n s r e l a t i n g to the manner of enforcement of the promise i f i t 
s h a l l be broken." 

There a r e one or two; cases which a t f i r s t glance appear to 
be c o n t r a r y to the a u t h o r i t i e s above c i t e d on t h i s quest ion* Thus, 
in the case of E j ^ i r ^ a n d v . Nat ional S a l t Company, (iT J , ) 81 A t l . 
828, a p r o v i s i o n by wMch the maker promised to keep the p r o p e r t y 
secur ing the xnstrumfrn t / f r o m encumbrances and of the same value as 
when i t was p ledged was h e l d to be a promise to do an ac t in a d d i t i o n 
to the payment of money and, t h e r e f o r e , the ins t rument was cons idered 
nonnego t i ao le . In t h a t case , however, the maker of the ins t rument 
had agreed to do c e r t a i n o ther th ings bes ides keeping the p r o p e r t y 
f r e e fi om encumbrances, and t h e r e wore o ther grounds which the cour t 
a l s o cons idered i n reach ing the conclus ion t h a t the ins t rument was 
no nnego t i ab l e . In the case of Br ight v . Of f i e l d , (Wash,) 143 Pac . 159, 
i t was h e l d t h a t a p r o v i s i o n to the e f f e c t t h a t i f the maker should 
permit the taxes on mortgaged p r o p e r t y to become de l inquent the whole 
amount of the ins t rument should become a t once due and payable , was in 
e f f e c t a promise to pay taxes on the mortgaged p rope r ty , thus making 
the amount of the note u n c e r t a i n because of the u n c e r t a i n t y as to the 
amount of t axes , and the note no nnego t i a b l e . The cour t reached t h i s 
conc lus ion , however, p r i m a r i l y on the ground t h a t t h i s p r o v i s i o n was in 
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e f f e c t 
/ a c o n d i t i o n a l promise to pay an u n c e r t a i n sum of money. 

In the case under cons ide r a t i on the accep tor of the b i l l agrees 
to pay a c e r t a i n sum of money 4in accordance wi th the terms of the 
b i l l . In a d d i t i o n he s t a t e s t h a t ho w i l l remain secured throughout 
the l i f e of the "bi l l . This p r o v i s i o n , however, does not i n any way 
render c o n d i t i o n a l h i s promise to pay or render the amount to he 
p a i d u n c e r t a i n . I t does not impede the c o l l e c t i o n of the ins t rument 
in any way; i f anyth ing i t f a c i l i t a t e s i t s c o l l e c t i o n . Applying the 
above a u t h o r i t i e s to the p r e s e n t case , t h e r e f o r e , i t would seem t h a t 
under the b e t t e r r u l e a p r o v i s i o n to the e f f e c t t h a t the acceptance 
or the accep tor w i l l remain secured throughout the l i f e of the 
acceptance would not a f f e c t the n e g o t i a b i l i t y of the ins t rument• 
In my opinion t h i s i s the conclus ion which the cour t s of most j u r i s -
d i c t i o n s would reach on t h i s ques t ion , a l though the re may be &omc 
doubt as to whether t h i s view would be taken in a l l j u r i s d i c t i o n s . 

CONCLUSIONS. 

My conclus ions may be summarized b r i e f l y as f o l l o w s : The 
forms of acceptance approved by the Board i n 1321 f o r acceptances 
a r i s i n g out of domestic shipments and f o r acceptances a r i s i n g out 
of import and export t r a n s a c t i o n s con t a in no p r o v i s i o n s which would 
render the acceptances nonnegot iab le . The form approved f o r use i n 
case of acceptances secured by r e a d i l y marketable s t a p l e s con ta ins 
no p r o v i s i o n which under t h e b e t t e r r u l e , would render the a c c e p t -
ances nonnegot iab le , but inasmuch as i t con ta ins the c lause . n t h e 
accep tor w i l l remain secured throughout the l i f e of the b i l l " , the re 
may be a few j u r i s d i c t i o n s i n which such acceptances would not be 
cons idered n e g o t i a b l e . 

I unde r s t and from Governor T a l l e y ! s l e t t e r t h a t t h i s m a t t e r 
i s to be on the urogram f o r the for thcoming Governors* Conference, 
presumably to give c o n s i d e r a t i o n to some p l a n whereby such p a r t s 
of the c e r t i f i c a t e s which have been approved by the Board f o r 
use i n a c c e p t i n g b i l l s as make the ins t ruments nonnegot iable nay 
be e l i m i n a t e d . I f de s i r ed , the p o s s i b l e e f f e c t on n e g o t i a b i l i t y 
of the c lause Mthe acceptor w i l l remain secured throughout the l i f e 
of the b i l l " may be avoided by having the accep t ing bank p l a c e the 
agreement to remain secured throughout the l i f e of the b i l l i n an 
ins t rument s e p a r a t e and a p a r t from the acceptance i t s e l f and sub-
mit t he same to t h e member bank which d iscounts the acceptances 
or d i r e c t l y to t h e Federal r e s e r v e bank, only i n case of r ed i s coun t 
of the acceptance by the Federa l r e s e r v e bank. I t i s d o u b t f u l , how-
ever , whether t h i s course i s d e s i r a b l e as a p r a c t i c a l ma t t e r , and i n 
•Kiew of the conc lus ion above reached t h a t the c lause mentioned would 
render an ins t rument nonnegot iable i n few j u r i s d i c t i o n s , i f indeed, 
i n any, i t may be adv i sab l e to leave the forms of c e r t i f i c a t i o n of 
acceptances j u s t as they have been s ince 1921, 

R e s p e c t f u l l y , 

GBV—sad 
George B. Vest 

A s s i s t a n t Counsel 
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I b e l i e v B on parinod-pXe Mr- Veet * 6 li*gal c o n c l u s i o n s 4 

a re sound.; "bat I f e a r t h a t , i n view of the dec i s ion i n Lane Company 

v . Crum, some of the c o u r t s might ho ld t h a t acceptances "bearing the 

second and t h i r d c e r t i f i c a t e s a r e npn-nego t i ab l e . In my op in ion , 

the dec i s i on i n Lane Company v . Crum was wrong; Tout, n e v e r t h e l e s s , 

i t e s t a b l i s h e s the law i n t he S t a t e of Texas and may "be fo l lowed i n 

o the r j u r i s d i c t i o n s . The same cour t which decided the Crum case 

i n c o r r e c t l y , and any cour t s which might be i n c l i n e d to fo l low the 

dec i s ion i n the Crum case , would "be l i k e l y to hold t h a t such a c c e p t -

ances a r e n o n - n e g o t i a b l e . 

I t i s h i g h l y important t h a t t h e r e should "bo no ques t ion 

i n any j u r i s d i c t i o n as to the n e g o t i a b i l i t y of the s t andard forms 

of accep tances . I b e l i e v e , t h e r e f o r e , t h a t , as a p r a c t i c a l m a t t e r , 

i t would be d e s i r a b l e to change the second and t h i r d c e r t i f i c a t e s 

quoted above i n such a way as to e l imina te a l l p o s s i b l e doubt of 

the n e g o t i a b i l i t y of acceptances con ta in ing such c e r t i f i c a t i o n s . 

No doubt has been cas t upon the n e g o t i a b i l i t y of acceptances b e a r -

ing the f i r s t c e r t i f i c a t e quoted above. 

EECOmrnNDATIOES: 

I r e s p e c t f u l l y recommend, t h e r e f o r e , t h a t t he Governors1 

Conference be r e q u e s t e d to consider t he fo l lowing sugges t ions : 

1 . That no change be made in the form of c e r t i f i c a t e to 

be used on acceptances covering domestic shipments . 

2 . That the form of c e r t i f i c a t e to be used on a c c e p t -

ances cover ing import and export t r a n s a c t i o n s be changed to r ead 

as f o l l o w s : 
11 The t r a n s a c t i o n which g ives r i s e to t h i s i n s t r u -

ment i s the ( impor t a t ion ) of (name of commodity) from 
( expo r t a t i on ) Digitized for FRASER 
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(po in t of shipment) to (p l ace of d e s t i n a t i o n ) . 

Home of Acceptor . " 

3 . That tho c e r t i f i c a t e he e l imina ted e n t i r e l y from 

the f a c e s of acceptances secured by warehouse, t e rmina l or o the r 

s i m i l a r r e c e i p t s ; and t h a t the fo l lowing form of c e r t i f i c a t e he 

p r i n t e d on a s epa ra t e p i e c e of paper to accompany the accep tance : 

11 This c e r t i f i e s t h a t a c e r t a i n b i l l drawn hy 
(Name of drawer) on the unders igned f o r $ 

da ted , and accep ted by the unders igned , 
was secured a t the time of acceptance by independent 
warehouse, t e rmina l or o ther s i m i l a r r e c e i p t convey-
ing s e c u r i t y t i t l e to (name of r e a d i l y marketable 
s t a p l e ) s t o r e d i n (country where s t o r e d ) and t h a t 
the accep to r w i l l remain secured throughout the l i f e 
of t he b i l l . 

Name of Acceptor ." 

This may be l e s s convenient than a c e r t i f i c a t e on the 

f a c e of the acceptance but i s much s a f e r and i s no more cumbersome 

than an acceptance with a b i l l of l ad ing or warehouse r e c e i p t 

a t t a c h e d . 

I a l s o recommend t h a t a copy of t h i s memorandum and the 

a t t a c h e d correspondence be sent to a l l Federal r e s e r v e banks f o r 

t h e i r i n fo rma t ion in connect ion wi th the d i scus s ion of t h i s t o p i c 

a t the Governors ' Conference, 

R e s p e c t f u l l y , 

Walter Wyatt, 
General Counsel. 

m WLH 10-8-27 
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