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(TENTATIVE DRAFT) 

REGULATION S, SERIES OF 1934. 

Report of Committee appointed "by Conference of Governors and 
Agents, June 26, 1934, 

The Committee understood its function to be not only that of giv-

ing consideration to tentative draft of Regulation S, Series of 1934, but 

also to exchange ideas and make recommendations and suggestions with ref-

erence to the operations of the Federal Reserve Banks touching Section 

13b of the Federal Reserve Act as amended by the Act of Juno 19, 1934. 

At the outset the Committee agrees thoroughly with the statements 

made by Governor Black at the conference yesterday with respect to the 

amendment to Section 13b. It is the feeling of the Committee that each of 

the Federal Reserve Banks should endeavor in a sincere and earnest way to 

make loans under the amendment and in every way, so far as possible, carry 

out the purposes of Congress as set forth in the new legislation. 

Upon a casual consideration, it might be felt that the proposed 

Regulation S is fairly long but the Committee is of the opinion that it 

is not unnecessarily so. Much of the regulation is a re-statement of the 

law, made necessary by the requirement that the Board adopt suitable and 

proper regulations and thus in a manner vitalize or give effect to the 

provisions of the amendment. In addition to this it should be borne in 

mind that the regulation when adopted will not only be furnished to member 

banks but as well to nonmember banks and other financial concerns and to 

prospective applicants for direct loans under the provisions of the new law. 
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It, therefore, seems entirely proper for the regulation to contain a fall 

and comprehensive statement not only of the pertinent provisions of the 

amendment hut also of the procedure essential to the proper filing and 

disposition of applications for loans, In other words, it is desirable, 

more than ordinarily is the case, for the regulation to he informative 

as well as regulatory. 

It is the judgment of the Committee that the proposed regulation 

is freer from definition and less restrictive upon Federal Reserve Banks 

in administering the amendment than perhaps is any previous regulation 

issued by the Federal Reserve Board. For example, such terms as "finan-

cial institutions", "working capital" and "established commercial business" 

are not defined. While, of course, in a general way there must be some 

uniformity in the application of these terms to specific transactions, 

nevertheless, it is felt by the Committee that an attempt to define thorn 

would mean only a limitation upon the ability of the Federal Reserve Banks 

to carry out the broad intent of Congress. It is quite important that we 

proceed with the least possible delay in making the loans provided for in 

the new Act and, therefore, it seems inexpedient to us, in the light of 

the different conditions and laws prevailing in the several districts, to 

hamper the operations of the Federal Reserve Banks in respect to the now 

regulations by technical definitions and interpretations. 

The attention of the Conference is called to the fact that not only 

under the terms of the law but as provided in the regulations (see page 2) 

it is provided in connection with loans made to financial institutions that 
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at least 20$ of the loss which may be sustained on an obligation purchased 

by a Federal Reserve Bank shall be borne by the financing institution 

selling or transferring the same. It will thus be seon that it is within 

the power of the Federal Reserve Banks to require the guaranty of a por-

contago greater than 20$ in connoction with any obligation acquired from a 

financial institution. 

Reference is made to page 3 of the tentative draftttierein it is 

provided that an application for a loan, purchase or commitment must be 

made on a form furnished for that purpose by the Federal Reserve Bank. It 

is the thought of the Committee that this is an exceedingly wise provision 

in that it leaves each Federal Reserve Bank free to provide its own forms, 

and particularly is it appropriate under the circumstances by reason of 

the fact that preparation of forms by the Federal Reserve Board would tend 

to delay the making of such loans, purchases or commitments at the present 

time. Each Federal Reserve Bank provides its member banks with applica-

tions for rediscounts in such form as it may feel desirable and proper. 

In other words, there is no uniformity throughout the System in the form 

of applications for rediscount. In like manner, as stated, we think it 

entirely proper for each Federal Reserve Bank to determine the nature and 

provisions of the applications to be used in connection with loans under 

the amendment; and this applies also to applications for direct loans under 

the terms of the Act. 

The proposed regulation,in harmony with the amendment, provides 

(page 4) that among the things a Federal Reserve Bank shall ascertain to 
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its satisfaction, is that obligations have been or will be entered into for 

the purpose of obtaining working capital for a business located in its dis-

trict. We feel that this is a proper provision; however, it is recognized 

that there may be some concerns which, have businesses and offices in more 

than one district. Where a question may arise in connection with this 

matter and some uncertainty may exist as to the proper district in which an 

application may be filed, the Committee feels that satisfactory disposition 

can be made of it by conference and agreement with the Federal Reserve Banks 

in other district or districts where the applicant may have an office or 

offices. 

The Committee gave very careful consideration to page 5, dealing 

with the determination of losses in connection with those obligations ac-

quired from financing institutions. It was at first felt by some members 

of the Committee that a loss should be deemed to have occurred whenever 

the obligation acquired from a financial institution shall have become in 

default. A discussion of the subject developed the unanimous thought that 

the provision in this respect set forth in the regulation is the better and 

more satisfactory way to determine and fix the loss. There was some feel-

ing that perhaps the clause "after having obtained the approval of the 

Federal Reserve Board" might well be eliminated. The decision was finally 

reached that it would be wise to have the Federal Reserve Board, an inde-

pendent authority, to approve the decision of the Board of a Federal 

Reserve Bank, inasmuch as such action on the part of the Federal Reserve 

Board would tend to be more convincing to the financial institution involved 

that full consideration had been given to the loss status of the obligation. 
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Ho unusual delay should "be experienced in securing action of our own 

Boards of Directors and of the Reserve Board. Members of the staff pres-

ent informally stated to the Committee that the Federal Reserve Board 

would probably not object to the immediate writing off of a loss so de-

termined rather than waiting until the end of the year as has been the 

practice with respect to other losses sustained by Federal Reserve Banks. 

Attention is called to page 6 of the tentative draft. As in the 

case of other words and phrases mentioned in the preceding part of this 

report, the regulation contains no definition of "exceptional circumstances", 

"reasonable basis" and "usual sources". We believe that the Board's staff 

has correctly concluded that in the proper administration of the amendment 

to the Act the definition of these terms can well be left to each Federal 

Reserve Bank, at least for the time being, it being understood in that 

connection that the Federal Reserve Board at some future date, in the light 

of the experience of the Federal Reserve Banks, can amend the regulations 

so as to define those terms if it should doom it wise and expedient so to do. 

The attention of the Conference is called to page 9 of the regula-

tion, Section IV - INDUSTRIAL ADVISORY COMMITTEES. It is the judgment of 

the Committee that sub-section (d) of Section 13b contemplates that the 

Federal Reserve Board shall itself fix a definite number of members of 

the Industrial Advisory Committee. In this connection we suggest that the 

maximum number of five be fixed by the Board and that the tentative draft 

of regulations be amended in that respect. It is our thought that a member-

ship of five will give each Federal Reserve Bank an opportunity to secure 

representation from the various sections of its district as well as to have 
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representation on the Committee from a greater number of industries. It 

is also true that it would be easier to obtain a quorum with the membership 

placed at five than it would be with a lesser number. 

The Committee recognizes that great care should be exercised in the 

selection of these Committees and it is felt that no two members of the Com-

mittee should come from the same industry, and that members of the Committee 

should not only be successful in their individual undertakings but should 

also have a reasonably broad knowledge of general business conditions and 

practices in the district and of industries and businesses with which they 

are not identified. It is not believed that it will be desirable to appoint, 

at least as to a majority of the members of the Committee, individuals identi-

fied with the larger industries of the districts. Men of that type oftentimes, 

even though well disposed, generally, might not have a particularly sympathetic 

attitude toward or interest in the smaller industrial units. Moreover, many 

of these individuals have been called upon to serve on various committees 

and engage in different civic activities to the point where they might not 

be interested in undertaking the discharge of the responsibilities of mcmr-
y 

bership on the Committee; and, too, other duties might preclude them from 

attending the meetings of the Committee as regularly as would be desired. 

On the other hand, successful managers of the medium sized business units 

would not only feci some pride in their designation on the Committee but 

would no doubt attend more regularly and render better service. 

The Committee is aware of the provision in the new Act to the effect 

that members of the Advisory Committee shall receive no compensation for 

their services but shall be reimbursed for their expenses, or in lieu thereof 
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shall be granted an allowance on a per diem "basis. If the Federal Reserve 

Banks receive the number of applications which now seems probable they will 

receive, the work of the Committeemen will be somewhat burdensome. It is, 

therefore, hoped that the Federal Reserve Board will make as liberal provi-

sion in this connection as the law will warrant. 

The Committee recommends that paragraph (a) of Section 7 - "Limi-

tations on accommodations for any established industrial or commercial 

business" (see page 11) be stricken out. The Committee takes notice that 

the amendment to the Federal Reserve Act under discussion itself fixes no 

limit and it believes that for the present at least any provision with re-

spect to the maximum amount loaned to one borrower should bo omitted. As 

has been suggested in a preceding paragraph, conditions will vary quite 

substantially in the various districts. What night be a suitable naxinun 

in one district night be out of line in another. Inasmuch as each loan will 

be passed upon by the Advisory Committee and subsequently by the Federal 

Reserve Bank itself, the Committee believes that the Board could well leave 

to the discretion of such Advisory Committee and the Federal Reserve Bank 

the maximum amount to be loaned to one applicant. 

It was also felt by the Committee that the paragraph relating to 

•t Limitations on Commitments" (paragraph (c), page 12) could also be left out 

of the regulations with the understanding that the Federal Reserve Board, at 

some future time and in the light of experience, could establish a limitation 

if circumstances should seem to warrant. As in the case of the maximum 

amount to be loaned to any one borrower, wo believe that the Board can with 

confidence leave it to each Federal Reserve Bank to determine in each case 

the time limit of a commitment granted. 
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The Committee discussed at some length Section VI - "Bates of 

interest and discount" (see page 12) and reached the conclusion that the 

fixing of rates on transactions growing out of the new legislation comes 

within the scope of the general provisions of the Federal Reserve Act re-

lating to interest rates; that is they shall to established "by the Federal 

Reserve Banks and reviewed and determined "by the Federal Res-erve Board. 

So the Committee feels that Section VI is a proper provision of the regula-

tion. It may he said, however, that some fltinor differences of opinion 

developed among the members of the Committee with respect to the applica-

tion of rates in the several districts. One member of the Committee thought 

that perhaps some preferential rate should "be given to paper purchased from 

a member hank. The view was expressed "by another member that the rates 

should not he sufficiently attractive to bring about a state of competition 

with member banks. The opinion was also expressed that it might be desir-

able to permit different rates within the same district to apply to the 

varying typos of loans from the standpoint of crcdit quality and amount, and 

particularly having in view the general level of rates obtaining in the 

locality of the borrower. The Committee feels, however, that through the 

medium of the Federal Reserve,Board as final authority in the matter, equit-

able and proper rates can be established for the several districts without 

undue delay or inconv oni enco. 

We recommend to the Conference the approval of the tentative draft 

of Regulation S except insofar as amendments or changes are herein suggested. 

Respectfully submitted, 

Geo, H, Hamilton 
Oscar Newton 
W. McC. Martin 
17. S. Johns 
J. S. Wood 
J. IT. Peyton 
3. it. McKinney 
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