
ADDRESS OFFICIAL. CORRESPONDENCE TO 
THE FEDERAL. RESERVE BOARD 

FEDERAL RESERVE BOARD 

WASHINGTON 

X-9464 

January 25, 19:56. 

SUBJECT: Discounts for bdividuals, Partnerchi.ys 
nnd Corporations. 

Dear Sir: 

The authority granted by the Federal Reserve Board 

to all Federal Reserve banks in its circular of .July 26, 1932 

(X-7215-a), as amended by its letter of July 8, 1935 (X-9257), 

to discount eligible notes, drafts and bills of exch<=mgc for in-

dividuals, partner::;hips and co:tporations, subject to the provisions 

of the ls.w, the Board's regulations, and thr..t circular, will expire 

at tho close of business on January 31, 1956. The Board has de-

cided to extend such authorization for an n.ddit.iomtl six months. 

The Boo.rd has revised it.s circular of July 26, 1952 

(X-7215-a), effc~ctive February 1, 193G, in order to conform to 

a chan;;e in the law on this ~mbj ect made by seetion 522 of the 

Banking Act of 1935, and a copy of the circular as revised is in-

closed herewith. You will ouserve that section 2 of thc;; revised 

circular contains an authorization 'by thH Board to all Federal 

Reserve b'lr:ks, for ::-, period ending at th(~ close of business on 

July 51, 1956, to discuu.'1t eligibl8 notes, drafts and bills of 
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exchange for individuals, partnerships and corporations, subject 

to the provisions of the law, the Board's regulations and the 

circular. " 

You may if you wish have the revised circular printed 

or mimeographed and give copies thereof to persons making inquiries 

regarding this subject, together with copies of the Board's Regula-

tion A and of any supplemental circular and any forms which your 
-

bank may adopt with the approval of your counsel. 

Inclosure. 

Very truly yours, 

Chester Morrill, 
Secretary. 

TO CHAIRMEN AND GOVER.l"'JORS OF ALL FEDER)L, RESERVE BANKS 
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February 1, 1956. 

StJB,JECT: DISCOUFTS_ FOR INDIVIDj.JA1_~PARTN~RSHIPS AND COHPOHATIONS. 

TO ALL FEDERAL RESER VI<.; BA~:KS: 

The third pm.•a.g:caph of Section J.3 of the Io~ederal Reserve 

Act, as amended by the Acts of .July 21, 1932, and August 25, 1955, 

providec as follows: 

11 In unusual ar-.d exigent circumstances, the Board of 
Governorn of the Federal R.eserve System, by the affirma­
tive vat(! of not loss th~1.n fi VH '!lombers, may authorize 
any fr.':derDl rer.erve bank, during such periods as the said 
bocrd may cktormtne, at ratr;;s c~stctbltshod i.n 'lCCordrmco 
with the provis1ons of scctbn 14, ::n~bdivision (d), of 
this Act, to discount. for any i.ndJ.viclual, partnership, or 
corporation, notc~s, drafts, nnd bills of exchunge of' tho 
kinds ~md rnnturi ties made eligible for discount for mem­
ber bt.'.nko under other provisions of this Act when such 
notes, drafts, and billi:l of exchung0 arH indorsed or 
othorwi S•.:: secu:rud t.o tho Stl t isfac tion of the Fed·Jrc.l re­
S<Jrva br:.nk: I-'rovidcd, That before discount,ing any such 
note, drr~ft, or bill of exchange for an indi-vidual or a 
partnerflhip or corpor~tion the Federal reserve bank shall 
obta:i.n evidence tlwt such individual, partnership, or 
corport: t:Lon ln unable to secure ac~equate c"~ed:t t ~tccom­

mod~ +,ions from ether banking ir..sti tutions. All GUCh 

discount~ for lnd1vidu:l1S, partnorships, or cor:1orations 
shr~ll be subject to such limitat:~ons, restrictions, c.nd 
regulB tions as the Bonrd of Governors of the Jl'ederal 
Rcnurve System may r>rc<>cribo. n 

In vievJ of thr: frJCt thr: t toe power conferreu by this provi-

sian can oe exercised onl~r in 11 unu~ma1 and exigent circumstances", 

the Bonrd of Governors of the Federnl Reserve Syst•~m has not pre-

scri.bed any formal r•Ji?,U1ations governing tho 8Xercise of this power; 

but the requirements of tho law and tho procudtU'e which the Board 

will expect to be followed are outlined below for the .information of 
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the Federal reserve banks und any individuals, partnerships or cor­

porations that may contemplate applying to them for discounts. 

1. LEGAL REQUIREMENTS. 

It will be observed that, by the express terms of the law: 

(a) The power conferred upon the BoL~rd of Governors of the 

Federal Reserve System to authorize Federal r<~serve banks to dis-

count eligible paper for individuals, partnerships or corporations 

may be exercised only: .. 
(1) In unusual and exigent circumstances, 

(2) By the affirmative vote of not less than five 

members of the Board of Governors, and 

(5) For such periods as the BoQrd of Governors may 

determine. 

(b) When so authorized, a Federnl reserve bank may discount 

for individuals, partnerships or corporations only notes, drafts and 

bills of exchange of the kinds and maturities made eligible for dis­

count for member banks, under othur provisions (Sections Hi, 15a, and 

24) of the Federal Reserve Act. (Such paper must, therefore, comply 

with the applicable requirements of the Regulations of the Board of 

Governors of the Federal Reserve System.) 

{c) Paper discounted for individmlls, partnerships or cor­

porations must be either (1) indorsed or (2) o~~erwise secured to the 

satisfaction of the Federal reserve bank. 

(d) Before discom1ting paper for any individual, partnership 
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or corporation, a Federal reserve bank must. obtain evidence that such 

individual, partnership or corporation is unable to secure adequate 

credit accommodations from other banking institutions • 

(e) Such discounts may be made only at rates established by 

the Federal reserve banks, subject to review and determination by the 

Board of Governors of the Fedural Rose::.·vo System. 

(f) All discounts for lndividl.:;.als, 9artnerships or corpor­

ations are subject to such limitations, restrictions, and regulations 

as the Board of Gove:cnors of the Federal Reserve System may prescribe. 

2. AUTHOHIZI\.TION BY THE BOARD OF GOVERNORS. 

The Bo!1rd of Governors of the Federal Reserve System, pur­

suant to the power conferred upon it by the amendment hereinbefore 

quoted, hereby authorizes all Federal reserve banks, for a period 

ending e.t the close of business on July 51, 1936, to discount eligi­

ble notes, drafts and. bills of exchange for indi ':iduo.ls, partnerships 

and corporations, subject to the provisions of the law, the Board's 

regulations, and this circuJ.ar. 

5. FOR vmDivL PAPER MAY BE DISCOUNTED. 

A Federal :ceserve bank may di[>Count for individuals, part­

nersh1.ps or corporations notes, drafts or bills of exchange, which 

are the obligations of such individuals, partnerships, or corporations 

or which are the obligations of other parties actually owned by such 

indi vidu.·,,_ls, partnerships or corpora tior•s. 

Within the meaning of this circu1£~r, the term "corporations" 

does not includt;; b11nks. 
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4. APPLICATIONS FOR DISCOUNT. 

Each application of '1n inO.ividual, partnership or corpora­

tion for the discount of eligible paper by the Federal reserve bank 

must be addressed to the Federal reserve bank of the District in 

which the principal place of business of the applicant. is located, 

must be made in writing on a form furnished for that purpose by the 

Federal reserve bank and must contain, or be accompanied by, the 

following: 

(a) A statement of the circumstRnces giving rise to the 

application and of the purposes for which the proceeds of the dis­

count are to be used; 

(b) Evidence sufficient to satisfy the J?ederal reserve bank 

as to (l) the legal eligibility of the paper offered for discount 

under the provisions of the Federal Rosorvc Act and tho Hegulations 

of the Board of Governors of the Ji'edere.l Reserve Sy·stem and (2) its 

acceptability from a credit standpoint; 
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(c) A statement of the efforts mad.e by the applicant to 

obtain adequate credit acco!111nodatj_ons from other banking institutions, 

including the names and addresses of all other banking institutions 

to which applicD.tions for such credit accommodations were rnado, the 

dates upon which such e.pplicat.ions were made, whether such c.pplica­

tions were; definitely refused and tho reasons, if any, given for 

such refusal; 

(d) A list showing each bank with which the applicant has 
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had banking relations, either as a depositor or as a borrower, during 

the preceding year, with the approximate date upon which such banking 

relations commenced and, H' such banking relations have been termin­

ated, the approximate date of their termination; 

(e) Complete credit data regarding the financial condition 

of the principal obligors and indorsers, if any, on the paper offered 

for discount; 
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(f) A list and description of any collateral or other secur­

ity offered by the applicant; 

(g) A waiver by the applicant of demand, notice and protest 

as to applicant's obligation on all paper discounted by the Federal 

reserve bank or held by the Federal reserve bank as security; and 

(h) An agreement by the appliccmt, in form satisfactory to 

the Federal reserve bank, (1) to furnish e.dditional credit informa­

tion to the Federal reserve bank, when requested, (2) to submit to 

audits, credit investigations or examinations by representatives of 

the Federal reserve bank at the expense of the applicant, whenever 

requested by the Federal reserve bnnk, and (5) to furnish additional 

security whenever requested to do so by the Federal reserve bank • 

5. GR.~NT OR REFUSAL 01<~ APPLICATION. 

Before discountlng notes, · drc..fts, or bills of exchange for 

any individual, partnership or corporation, the Federal reserve bank 

shall ascertain to its satisfaction by such means as it may deem 

appropriate: 
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(c.) That the finandal condition and credit ""standing of 

the applicrtr~t justify· the grc:.r~ti1:g of ;:mch c:cedi t eccommodo.tions; 

(b) That the paper offo:-ed for d:isccunt ir-: acceptable from 

a credit str.:mdpoint and eUgible from a leg[~l st&ndpoint; 

(c) That the indorsement or the socur:i..ty offered is adt::-

quate to protect the Fodc~al resorvo ~ank c.gai.nst loss; 

(d) Tho. t therE.l is a ro.~tsonable n(jed fo:c such crodi t accom-

mod::t tions; ~;~nd 

(e) 'i'h:~t tho applicant is 1.L'1able to obtain adequate credit 

accommodntions from otl~.:::r bo.nkint; institutions. 

A specic.l effort should be made to determine whether the 

banking inntitution with which the applicant ordinarily transacts 

his banking bm>iness or any other bu.nklng institution to which the 

applic~mt ordi.narily would have uccess is willing to grant such 

credit accommodations. 

A Federcl rosc>rve bnnk should not discount such paper U..'1-

less it appeo.rs th.<:. t the ;;roceeds of such discounts will be used to 

finance cu:;:rcnt business opcrrtt:i.ons and not for specul[;ttive purposes, 

for permo.nent or fixod :Lnvcstmon ts, or fo:::.~ any other capi to.l purposes. 

Except with the permis~>ion o·:.' the Bo~~rd ol Goverr..ors of the Federal 

Reserve System, no such paper should be discounted if it aprears tho.t 

the proceeds wiLL be used for the purpose of pa;,•ing off existing in-

debtedness to other banking insti tuti.ons. 

In discounting paper for individuals, partnerships or 
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corporations, a Federal reserve bank should not make any commitment 

to renew or extend such paper or to grant further or additional dis-

counts. 

6. LIMITATIONS. 

Except with the permission of the Board of Governors of the 

Federal Re~erve System, no Federal reserve bank shall discount for 

any one individual, partnership or corporation paper amounting in the 

aggregate to more than one per cent of the paid-in capital stock and 

surplus of such Federal reserve bank. 

7. ADDITIONAL REQUIHEMENTS. 

Any Federal reserve bank may prescribe such additional re-

quirements and procedure respecting discounts hereunder as it may 
. 

deem necessary or advisable; provided that such requirements and 

procedure are consistent with the provisions of the law, the Board's 

regulations and the terms of this circular. 

Chester Morrill, 
Secretary. 
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