
INTERPRETATION OF LAW OR REGULATION 

S-106 
Reg. 0-56 

(Copies to be sent to all Federal reserve banks) 

July 20, 1958. 

Mr. , Vice President, 
Federal Reserve Bank of ___ , ___ , __ . 
Dear Mr. 

This refers to y·our letter of June 22, 1958, inquiring 
under what circumstances, if any, a member bt~nk may lawfully make 
a loan secured by n collateral note for a sum in excess of ~·2,500 
on which an executive officer of such bank is liable us maker or 
indorser. Regulation 0 defines the term "loan" and the term "ex
tension of credit" as including any transaction as a result of 
which an executive officer becomes obligated to a bru1k, directly 
or indirectly by any means whatsoever, by reason of an indorsement 
on an obligation or otherwise, to pay money or its equivalent; m1t 
thes0 terms do not include the acquisition of any evidence of in
debtedness through foreclosure on collateral or similar proceed
ing for the protection of the bank. 
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it is believed that the question presented in your let
ter is one upon wrrlch it is not feasible to attempt to give a defi
nite answer which would be applicable to all cases which may arise, 
but in each case the answer must depend upon the particular facts. 
It turns largely on the mattclr of good faith and on whether or not 
the real intention of the partios is to evade the provisions of the 
law or the regulation. 

If the circumstances are such that it appears that the 
tvking of the note of the executive officer as collateral to the 
loan was merely for the purpose of evading the provisions of the 
law or the regulation, or if the facts indicate that the loan was 
made for the accommodation of the executive officer or was in ef
fect an indirect extension of credit to him, it seems clear that 
the acceptance of the note of the executive officer would be con
trary tc the intGnt of the statute and would not be permissible. 
It is probable that this is true in any case in which the note of 
the executive officer and the note given by the third party are 
made simultcneously. On the other hand, if till individual to whom 
an executive officer has previously become indebted offers the note 
of the officer to a member b:mk as collateral to a loan which he 
desires to obtain o.nd the transaction is entered into by all parties 
in good faith, the trru1saction would appear not to be inconsistent 
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with the purposes of the law and there is believed to be no suffi
cient reason for regarding it as prohibited by the statute or the 
regulation. If it was not contemplated by the parties at the time 
of the making of the locn by the bm1k that the note of the executive 
officer would be used as collaten ... l security, and his note, because 
of subsequent developments, is delivered to the bank as collateral, 
tlH:: tr~<.nsaction would r~ppoar to be ono for the protection of the bank 
El.nd not within the prohibition of tho law or regulation. 

WE.: regret that we can not make 1:~ more definite reply to 
you:r inquiry on the basis of the fr.:t.cts at hand but we hope that vii th 
the stutement of principles above expressed your bank will be able 
to pctss upon the particulL~r transaction referred to in your letter. 
If in the consideration of the mat1:.er any question should develop 
upon 7hich you fed thc.t it is desirable to hnvu an expression from 
the board, we would, of course, be glad to consider it upon presenta
tion of all of the; psrtinont facts. 

Very truly yours, 

(Signed) L. P. Bethea 

L. P. Betheo., 
Assiste.nt Secretary. 
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