
FEDERAL RESERVE BOARD 357 
WASHINGTON 

a d d r e s s o f f i c i a l c o r r e s p o n d e n c e t o 
t h e f e d e r a l r e s e r v e b o a r d 

X-9028 

llov ember 24, 1934 

Dear Sir: 

There i s inclosed for your information a copy of a 

l e t t e r received from Mr. Worthington, Deputy Governor of the 

Federal Reserve Bank of Kansas City, regarding the at t i tude 

of Dun & Bradstreet with reference to credit ratings of con-

cerns that have mortgaged their real estate and plant equip-

ment and in some instances made assignments of receivables to 

secure industrial loans; a copy of a l e t t er from Mr. Rounds, 

Deputy Governor of the Federal Reserve Bank of New York, in 

regard to the questions raised in Mr. Worthington's l e t t e r ; 

and a copy of the Board's reply to Mr. Worthington. 

Very truly yours 

Chester Morrill , 
Secretary. 

Inclosures. 

TO GOVERNORS OF ALL F. R. BANKS EXCEPT KANSAS CITY. 
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C o p y x -9028 -a 

f e d e r a l j r e s e r v e m m 
o f 

k a h s a s c i t y 

November 2, 1934. 

Federal Reserve Board, 
Washington, 
D . 0 . 

Gentlemen: 

In the handling of negotiations for industr ia l loans 
an obstacle has developed i n th i s d i s t r i c t which may or may 
not have been "brought to your at tent ion "by other Federal r e -
serve banks. I t i s the a t t i tude of Dun & Bradstreet, Inc. , 
with reference to credit ratings of concerns that have mort-
gaged their rea l es tate and plant equipment and, in some 
instances , made assignment of receivables to secure industr ia l 
loans. One loca l applicant, whose loan has been approved by 
our Industrial Advisory Committee and our Executive Committee, 
has about decided to withdraw his application because he has 
been informed by the Kansas City o f f i c e of Dun & Bradstreet 
that the pledging of his real e s ta te , machinery and a portion 
of h i s receivables wi l l make i t necessary for them to eliminate 
h i s rating from their reference books. If th i s i s done, the 
applicant f e e l s that he w i l l be unable to obtain shipments of 
raw materials except on a C.O.D. b a s i s . This a t t i tude of Dun 
& Bradstreet w i l l have a tendency to destroy the value of an 
industr ia l loan to such an applicant. The matter has been d i s -
cussed with the l o c a l manager of the mercantile agency, who has 
agreed to submit i t to New York but doubts whether the instruc-
t ions of the New York o f f i c e w i l l enable him to g ive a s a t i s -
factory rating to such concerns as may take advantage of the 
provisions of the law under which we are making these industr ia l 
loans. 

It i s suggested that the Federal Reserve Board may 
deem i t advisable to take th i s matter up direct with Mr. Whiteside, 
President of Dun & Bradstreet, I n c . , or with other responsible 
o f f i c i a l s at their headquarters in New York. 

Very truly yours, 

(Signed) C. A. Worth!ngton 

C. A. Worthington, 
Deputy Governor. 
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OF HEW YOEK 

November 13, 1934. 

Mr, E. 1. Smead 
Chief, Division of Bank Operations 

Federal Reserve Board 
Washington, D. C. 

Dear Mr. Sniead; 

Referring to Mr. Worthington's l e t t e r of November 2 
addressed to the Board concerning the pol icy or at t i tude of Dun & Brad-
s tree t , Inc. with reference to credit ratings of concerns which have 
mortgaged their real es tate and plant equipment to secure industrial 
loans, l.Ir. Whiteside, President of Dun & Bradstreet, Inc . , i s now in 
Washington in the Government service. Mr. Boy Foulke, Vice President of 
the company, i s well known to one of our o f f i c e r s , and in discussing this 
matter with Mr. Foulke he has explained that i t i s , of course, the func-
tion of the rating agency to advise i t s c l i ents of any fac t s coming to 
i t s attention with reference to the f inancial status of concerns rated 
by them. These facts may he d i f ferent ly interpreted according to the 
view taken by the subscriber to the service . Mr. Foulke says, however, 
that so far as their rating of such concerns i s a f fec ted by these loans, 
they have been incl ined to consider the loan a constructive factor . He 
does not reca l l any instance where the rat ing of the concern has been 
lowered because of the loan. On the other hand, he did reca l l some iin-
stances where the rating had been raised. He said that he knew of a few 
cases where a rating had been lowered at about the time a loan was granted 
but that i t was not the result of the granting of the loan, but rather the 
result of a review of the s i tuat ion and that the rating would have been 
lowered even though the loan had not been granted. 

Mr. Foulke has been in contact with us i n connection 
with a number of applications and he expressed the opinion that the making 
of industrial loans as had been done in this d i s t r i c t i s altogether 
desirable from the standpoint of the creditors of the borrower . as well as 
from the borrower*® standpoint. * 

Mr. Foulke indicated a will ingness to review any spec i f i c 
case that we might bring to his attent ion, and i f Mr. Worthington w i l l sub-
mit the fac t s in the case he has mentioned, we w i l l be glad to take i t up 
with Mr. Foulke. 

There i s , of course, no escaping the facts in these s i t -
uations and creditors w i l l almost invariably consider that any concern which 
has given a chattel mortgage upon i t s machinery and equipment, or which has 
made an assignment of i t s accounts receivable, i s a l e s s desirable credit 
r i sk from the point of view of the unsecured trade creditors than i t was 
before such mortgage or assignment was made. This i s a fact which can not 
be escaped. I t i s only fa ir to say, however, that th i s change in att i tude 
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Federa l Reserve Bank of Hew York 2 . X-9028-1) 

i s not a lone the r e s u l t of the a c t u a l g iv ing of the mortgage or making of 
the ass ignment , but i s a l s o the r e s u l t of the d i s c l o s u r e of the extended 
s i t u a t i o n which raade necessary t h i s a c t i o n . 

We have been mindful of t h i s adverse e f f e c t on t h e 
c r e d i t s t and ing of a borrower by the t a k i n g of c o l l a t e r a l i n t h i s form 
and have t r i e d t o avoid t ak ing of c h a t t e l mortgages or ass ignments of a c -
counts r e c e i v a b l e wherever we can p rope r ly do so and i n many cases i n 
l i e u thereof have taken t h e agreement of the borrower not to g ive a c h a t t e l 
mortgage or to make an assignment of accounts r e c e i v a b l e t o any o the r p a r t y 
without our consent . There a r e s i t u a t i o n s , however, where i t i s imposs ib le 
to make a loan on a reasonab ly sound b a s i s without t ak ing t h e s e s t e p s , and 
i t may g e n e r a l l y be considered t h a t i f t h e t a k i n g of t h i s s t e p r e s u l t s i n a 
lowering of t h e c r e d i t r a t i n g of the borrower, then such c r e d i t r a t i n g was 
p rev ious ly h igher than j u s t i f i e d and was due f o r a lower ing i n any e v e n t . 
I t would not seem to the w r i t e r t h a t t h i s i s a mat te r t o be g r e a t l y con-
cerned about and a t l e a s t from the p o i n t of view of our hand l ing of t he se 
c a s e s , we do not b e l i e v e i t r e p r e s e n t s a s e r i o u s o b s t a c l e to the g r a n t i n g 
of these l o a n s . 

I f t h e r e i s any f u r t h e r i n fo rma t ion t h a t you d e s i r e , 
we s h a l l be glad t o be of s e r v i c e . 

Very t r u l y yours , 

(Signed) L. R. Rounds 

L. R. Rounds 
Deputy Governor 
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C O P Y X-9028-c 

November 23, 1934, 

Mr. C• A. Worthington, Deputy Governor, 
Federa l Reserve Bank of Kansas Ci ty , 
Kansas C i ty , Missour i . 

Dear Mr. Worthington: 

Upon r e c e i p t of your l e t t e r of November 2, r e l a t i n g to the a t t i -

tude of Dun & B r a d s t r e e t wi th r e f e r e n c e to c r e d i t r a t i n g s of concerns 

tha t have mortgaged t h e i r r e a l e s t a t e and p l a n t equipment and, i n sane 

i n s t a n c e s , made ass ignments of r e c e i v a b l e s to secure i n d u s t r i a l l o a n s , 

we c a l l e d Mr. Rounds, who i s i n charge of malung i n d u s t r i a l loans a t 

the Fede ra l Reserve Bank of New York, and asked him whether he had en-

countered o b s t a c l e s s i m i l a r to those s e t f o r t h i n your l e t t e r . Mr. 

Rounds advised us t h a t s i m i l a r d i f f i c u l t i e s had not been encountered by 

h i s bank, but t h a t he would be glad to con tac t one of t h e o f f i c e r s of 

Dun & B r a d s t r c e t , not f o r the purpose of i n f l u e n c i n g the company's 

r a t i n g procedure i n any way, but f o r the purpose of f i n d i n g out the ex-

t e n t to which i t s r a t i n g s a r e a f f e c t e d by the i n d u s t r i a l loans made by 

the Federa l Reserve banks . 

For your i n f o r m a t i o n , t h e r e i s i n c l o s e d a copy of a l e t t e r r ece ived 

from Mr. Rounds, under da te of November 13, i n which he s e t s f o r t h the 

r e s u l t of h i s d i s c u s s i o n with Mr. Foulke, Vice P r e s i d e n t of Dun & 

B r a d s t r e e t , I n c . 

I t i s unders tood from your l e t t e r t h a t the Kansas Ci ty Manager of 

Dun & Brads t r e e t i s submi t t ing the f a c t s i n the case you mention t o h i s 
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Hew York o f f i c e , and i t i s assumed t h a t he w i l l r e c e i v e a r e p l y i n harmony 

TTith the p o s i t i o n o u t l i n e d i n Mr. Rounds ' l e t t e r . This rrould seem t o 

make i t unneces sa ry f o r e i t h e r your "bank or the Board to t a k e t h e m a t t e r 

up f o r m a l l y vrith Dun & B r a d s t r e e t , I n c . 

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

(Signed) Ches te r M o r r i l l 

Ches te r M o r r i l l , 
S e c r e t a r y . 

I n c l o s u r e . 
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