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INTERPRETATION OF LAW OR REGULATION 

(Copies to be sent to all Federal reserve banks) 

December 31, 193?. 

Mr. , 
First Vice President, 
Federal Reserve Bank of , 

Dear Mr. 

This refers to your letter of November 27, 1937, in which 
you raise certain questions as to the eligibility of paper for dis-
count under Regulation A. 

You first suggest the possibility that, in view of the rul-
ing of the Board contained in its letter 8-49 of November 23, 1937, 
a note given for the purchase of machinery for use by an individual, 
firm or corporation engaged in manufacturing or some other enterprise 
might be considered as given for an eligible purpose. Under the rul-
ing referred to, paper whose proceeds are used by the maker to pur-
chase goods for consumption may be considered as arising out of an 
actual commercial transaction, but in order to be eligible for dis-
count the paper must meet the other applicable provisions of the law 
and the regulation, including the requirement that the proceeds shall 
not be used for "permanent or fixed investments of any kind, such as 
land, buildings or machinery, or for any other fixed capital purpose." 

The Board has held in past years, as you point out, that 
agricultural implements which wear out rapidly and in most cases have 
to be replaced within a comparatively short time are not permanent or 
fixed investments, and likewise that tractors, although their use is 
extended over several seasons, are not fixed investments but, like 
horses and mules, are considered as being for current agricultural 
purposes. On the other hand, it has been held that motor trucks of 
a corporation furnishing motor transportation and silos constitute 
permanent or fixed investments within the Board's regulation. 

It is believed that no general rule can be laid down in an-
swer to the question whether the purchase of machinery constitutes a 
permanent or fixed investment or is for any other fixed capital pur-
pose. Generally speaking, the purchase of machinery by a manufactur-
ing concern, which is expected to last over a period of a number of 
years or indefinitely, would seem to constitute a permanent or fixed 
investment and, accordingly, a note given for this purpose would not 
be eligible for discount. However, there may be machinery of certain 
types which wears out rapidly and must be replaced within a compara-
tively short time, and the purchase of such machinery might be regarded 
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as an eligible purpose. The question is one which appears to depend 
upon the type of machinery in question as well as the other facts and 
circumstances of the particular case and upon which no definite an-
swer can be given in advance. 

You also refer to the fact that there are many finance com-
panies which, in addition to the business of financing the purchase 
and sale of goods which would give rise to eligible paper, are en-
gaged in the business of making personal loans on chattels, endorse-
ments or guaranties. You point out that in many instances the pro-
ceeds of such personal loans are not used for eligible purposes, and 
you inquire as to how to determine whether the notes of such finance 
companies engaged in various types of business represent borrowing 
to finance eligible or ineligible transactions. The Board appre-
ciates the difficulty of this problem, but. does not feel that it 
should attempt to make any general statement or ruling regarding it 
at this time. Here again it is not possible to give any categorical 
answer to the question, as the matter is one which can be determined 
definitely only in the light of the facts of specific cases as they 
may arise, bearing in mind the intention of the statute and the regu-
lations that the proceeds of paper which is discounted should be used 
for commercial or agricultural transactions. By this it is not meant 
that the Board will not consider a question of this kind until a note 
of a finance company has actually been presented for discount at a 
Federal Reserve bank. If there is reason to feel that circumstances 
may arise in which the paper of a particular finance company may be 
offered for discount by a member bank at some later date and the mem-
ber bank or the finance company itself desires to know in advance 
whether the nature of the business of the company is such that its 
paper might be considered as issued for an eligible purpose, the Board 
will be glad to give consideration to the question upon receipt of 
full information as to the facts in accordance with the Board's letter 
of October 25, 1937, S-39. 

We regret that we are unable to make our replies to your in-
quiries in this connection more definite. In the nature of the ques-
tions, however, it is not believed that it is feasible to undertake 
to answer them more specifically at this time in the absence of the 
facts of particular cases. In general it may bo said that in its re-
vision of Regulation A ana in the rulings which have been issued since 
the regulation was promulgated it has been the purpose of the Board to 
interpret the law on the question of eligibility in as liberal a man-
ner as seemed to be justifiable and practicable. 

It is hoped that this discussion of the questions which you 
have raised may be of some assistance in your consideration of these 
problems. 

Very truly yours, 

(Signed) Chester Morrill 
Chester Morrill, 

Secretary. 
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