
FEDERAL RESERVE BOARD 
WASHINGTON 

A D D R E S S OFFICIAL C O R R E S P O N D E N C E T O 
T H E FEDERAL R E S E R V E B O A R D 

X-8047 

October 6, 1934. 

Dear Sir: 

In accordance with the suggestion made by the representatives 

of the Industrial Advisory Committees who met in Washington on 

September 27, the Federal Reserve Board has asked each Federal Re-

serve Agent to send the inclosed l e t t e r , outlining the manner in 

which industrial loans made under Section 13(b) of the Federal 

Reserve Act are to be shown in condition and examination reports, 

to each State bank member in his d i s t r i c t and a copy thereof to 

the State banking department of each s tate in his d i s t r i c t . 

You w i l l note from the inclosed copy of the l e t t e r sent to 

the Federal Reserve Agents that the Comptroller of the Currency 

i s sending to National banks and national bank examiners a l e t t e r 

similar to that which i s being sent to State bank members. 

Very truly yours, 

L. P. Bethea, 
Assistant Secretary. 

Inclosure 

TO THE CHAIRMAN OF EACH INDUSTRIAL ADVISORY COMMITTEE 
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TO THE BAM ADDRESSED: 

The Act of Congress approved June 19, 1934, re lat ing to direct 

loans for industrial purposes "by Federal Reserve "banks, published on 

pages 430-434 of the July 1934 issue of the Federal Reserve Bul le t in , 

added a new sect ion, 13(b) to the Federal Reserve Act, paragraph (b) 

of Which authorizes each Federal reserve "bank to discount f o r , or 

purchase from, any member bank or other financing in s t i tu t ion operat-

ing in i t s d i s t r i c t , obligations having maturities not exceeding f i v e 

years entered into for the purpose of furnishing working capital to 

an established industrial or commercial business; to make loans or 

advances direct to any member bank or financing i n s t i t u t i o n on the 

security of such obligations; and to make commitments with regard 

thereto, including commitments made in advance of the actual under-

taking of such obl igat ions. 

The Act also provides that a member bank or other financing in-

s t i t u t i o n , which discounts or s e l l s such an obligation to a Federal 

>9serve bank, shal l obligate i t s e l f to the sa t i s fac t ion of the 

Federal .reserve bank for at least 20 percent of any lo s s which may 

be sustained thereon; a lso that, in l i e u of so obligating i t s e l f 

to the Federal reserve bank, a member bank or financing i n s t i t u -

t ion may advance at least 20 percent of a working capital loan to 

an established industrial or commercial business and the Federal 

reserve bank the remainder, provided the to ta l of such loan i s 

considered as one advance and repayment made prorata under such 

regulations as the Federal Reserve Board may prescribe. 
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In view of the apparent misunderstanding on the part of some mem-

ber "banks on th i s subject, the Federal Reserve Board has requested me 

to advise you as follows in regard to the manner in which these loans 

should "be included in condition reports submitted to the Federal re-

serve "bank and in examination reports made "by examiners for the Federal 

reserve banks. 

1. If your "bank discounts with, or s e l l s to , the Federal 

reserve bank any obligation of an industrial or commercial busi-

ness issued for working capital purposes, only that portion of 

such obligation rediscounted with, or sold to , the Reserve 

bank on which your bank has obligated i t s e l f to the Federal 

reserve bank for any loss sustained thereon i s to be included 

among the asse t s and l i a b i l i t i e s of your bank in condition 

reports submitted to the Federal reserve bank. The amount of 

such obligation on which your bank i s l i ab le for any loss sus-

tained i s to be included in loans cr investments and shown 

among l i a b i l i t i e s as "Obligations on industrial advances trans-

ferred to Federal Reserve Bank". 

2. I f , instead of discounting a working capital obligation 

with, or s e l l i n g i t to, the Federal reserve bank, your bank 

advances not l e s s than 20 percent of such obl igation and the 

remainder i s advanced by the Federal reserve bank, only the 

amount of the advance by your bank should be included in the 

loans or investments in condition reports submitted to the 

Federal reserve bank. The amount advanced by the Federal 
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reserve bank should not be included in the balance sheet of 

your bank. 

3. When your bank makes an industrial advance of the 

kind described in the Act of June 19, 1934, and obtains a 

commitment from a Federal reserve bank in regard thereto, 

the to ta l advance should be included in the loans or inves t -

ments of your bank in condition reports submitted to the 

Federal reserve bank, but the commitment obtained from the 

Federal reserve bank should not be shown in the balance 

sheet of your bank. 

4. Examiners for the Federal reserve banks have been 

instructed not to include in the loan c l a s s i f i c a t i o n the por-

t ion of a working capital advance which has been transferred 

to the Federal reserve bank without obligation on the part 

of your bank for any loss thereon or which, in accordance 

with a commitment obtained from the Federal reserve bank, 

may be so transferred, and not to c l a s s i f y , except with 

respect to apparent losses , the remaining portion of such 

working capital advance. 

Very truly yours, 
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