BOARD OF GOVERNORS

i, OF THE
5@?“@%‘ FEDERAL RESERVE SYSTEM 3-560

WASHINGTON

ADDRESS OFFICIAL CORRESPONDENCE
TO THE BOARD

September 30, 1942.

Deaf Sir:

The War Department, the Navy Department, and the United
States Maritime Commission have adopted instructions in substan-
tially similaer form for the guidance of the Federal Reserve Banks
in arranging guarantees and in servicing gusranteed loans pursuant
to Executive Order No. 9112. The instructions are contained in
the following letters to 211 Federal Reserve Banks, copies of
which are transmitted herewith:

(1) Letter from the Navy Department to all Fed-
eral Reserve Banks, dated September 17,
1942, signed by Mr. S. A. Mitchell,.Chief
. of Finance Section;

(2) Letter from the War Department to all Fed-
zral Reserve Banks, dated September 21,
1942, signed by the Honorable Robert P.
Patterson, Under Secrstary of War; and

(3) letter from the United States Maritime Com-
mission to all Federal Reserve Banks, dated
. September 23, 1942, signed by Mr. R. E.
Anderson, Director of Finance.

Very truly yours,—

S. R. Carpenter,
Assistant Secretary.

Enclosure 3

TO THE PRESIDENTS OF ALL FEDEKAL RESERVE BANKS

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



S-560-a

NAVY DEPARTMENT
WASHINGTON

September 17, 1942

TO ALL FEDERAL RESERVE BANKS:

The Federal Reserve Banks are requested to observe the follow-
ing instructions in arranging and closing guarantees pursuant to Exe-
cutive Order No. 9112 on behalf of the Navy Department and in following
the progress of loans which have been guaranteed. The Navy Departiment
does not deem it practicable to prescribe rigid instructions govern-
ing the question whether a Federal Reserve Bank should ascertain the
information or take the actions herein indicated through its own efforts
or should rely upon the financing institution to do so, as this matter
is one which should be governed by the circumstances of particular cases.
While the Navy Department does however expect the Federal Reserve Banks
to use their best banking judgment in these matters, it will not hold a
Federal Reserve Bank responsible if it exerciscs a discretion in good
faith in accordance with the instructions herein given.

Arranging Guarantees

. In arranging, executing and completing guarantees a Federal
Reserve Bank should exercise its discretion as to the steps to be taken
to sec that the conditions of the authorization for the guarantee and
the instructions of the Navy Department are observed. The Reserve Bank

. ‘should, of course, carefully prepare the guarantee agreement in accord-

ance with the standard form and such gpecial provisions as may be ap-

proved or required in the particular case by the Navy Department. The

Reserve Bank may make minor changes in the terms and conditions of the

loan prescribed by the Navy Department in authorizing the guarantee with-

out obtaining the prior approval of the Navy Department provided such
changes in the terms are considered by the Reserve Bank in its discrection
not to make any important or substantial alteration. All the terms and
conditions prescribed by the Navy Department either in the identical

~ form prescribed or as modified by sucli minor changes, should be included
in summary form in the guarantee agreement. When the Reserve Banl has
received the authorization from the Navy Department, it should transmit
to the financing institution the guarantee agreement with such written

- advice of the conditions which are required in connection with the

guarantee and such other information as it may deem appropriate. The

Reserve Bank should ascertain, or, if it deems it safe to do so, rely

upon the financing institution to see, that the conditions prescribed

by the Navy Department in authorizing the loan are fulfilled and that

the loan agreement, if any, assignments of contracts or other collateral,
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snd any standby or subordination agreements or other similar documents
uniess such documents have been previously passed upon by the Navy
Department do not contain provisions which conflict with any provision
of the guarantee agreement or with any condition prescribed by the
Navy Department in authorizing the guarantee in question. For example,
if among the terms of the authorization is a provisicn that the proceeds
of the loan be used only for expenditures in connection with contracts
assigned as cecurity for the loan, the Federal Reserve Bank should sat-
isfy itself that mechanics reasonably calculated to assure this result
have been set up. Where feasible, copies of loan agreesments and the

o form of the notes should be obtained from the financing institution and
ong copy forwarded to the Navy Department through the Board of Governors.

The Federal Reserve Banik should exercise its discretion as
to whether to examine into the legal sufficiency of mortgages, deeds of
trust and other similar collateral. In some cases it may find it desir-
able to do this before the gnarantee agreement is executed, but in many
cases, that may be impracticable, and reliance may then be placed upon
o statement of the financing institution. In the latter event the
Federal Reserve Bank may deem it to be in the interests of the Navy De-
partment that these matters be looked into after the execution of the
guarantee agreement. The Federal Reserve Bank will not be expected to
examine into questions of legal incorporation of the borrower or other
party, or of the authority of the signing officers of the bhorrower or
otner party, unless there are special circumstances which make the
Federal Reserve Bank feel that this is necessary in the particnlar case.

The Federal Reserve 3anx must satisfy itself that the various
matters menticned above have been properly examined into. It may
accomplish this result by making the examination itself, cor, in the
exercise of its discretion, may rely upon the {inancing institution to
do so. However, it should nrot rely upon the financing institution if

. by reason of the size or character <f the firnancing institution, or the
guality of its management, the percentage of guarantee, or other consid-
crations, it has reason to believe that the financing institution will
not check all the appropriate matters or that the information obtained

- from the financing institution on this subjcct may not be entirely ade-

quate. The question as to the circumstances in which the Federal Re-
serve Bank is justified in rclying con the financing institution is left
to the determination of the Reserve Benx in its discretion, in the
absence of specific instructions in the particular case from the Navy

Department.

Servicing Guarantced Loans

Lod « In connection with each loan guaranteed pursuant to Executive
Order No. 9112, the Federal Reserve Bank should, in the absence of
special circumstances, require reports from the financing institution
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showing the daily net ocutstanding amounts of each guaranteed loan and
such other pertinent information as the Reserve Bank may deem necessary.
Such reports should be required at such times and in such form az the
Reserve Bank decems appropriate. The Reserve Bank may require such other
reports, explanations and information from the financing institution or
the borrower, make such visits to the financing institution or the
borrower, and take such other steps as in its judgment may be desirable
in this connection or as are requested by the Navy Department. The Re-
serve Bank will be expected to furnish the informaticn requested in the
letter addressed to you by the Board of Governors of the Federal Reserve
System under date of Junc 30, 1942 (S-520).

The question as to the extent to which the Federal Reserve
Bank should folleow the progress of guaranteed loans or rely upon the
financing institution to do so is left to the determination of the Re-
serve Bank in its discretion, in the absence of specific instructions
in the particuler case from the Navy Department. Ir this connection,
consideration should be given the circumstances of the particular case,
including the amomnt and nature of the loan and of the collateral, the
size and character of the financing institution and the quality of its
management, the percentage of guarantee, information received with re-
spect to the progress of the lean, and other considerations.

In the usual cases the Federal Reserve Bank will not be ex-
pected to make or undertake tn enforce any requirement with respect to
the obtaining or maintenance of insurazace by the borrower. In the
absence of special instructicns from the Navy Department, this may be
lert to the financing institution. There is no objection, however, to
the Heserve Bank's taking such steps as it deems necessary with respect
to the maintenance of insurance if for any reason it feels that it is
desirable to do so in any particular case.

In the absence of specific iastructions from the Havy Depart-
ment, the Reserve Bank may, in cases wherc it deoms it appropriate in
order tov enforce compliance with conditions of the loan agreement, sug-
gest to the financing institution such action as appears necessary in

> any particular case regarding salaries of executive officers of the
borrower, payment of dividends by the borrower, incurring of indebted-
ness by the borrower, the making of capital expenditures by the borrower,
or ovher similar matters, and in the cvent that the Reserve Bans and the
linancing institution cannct agree on a basis which the Reserve Bank be
lieves to be in the best interests of the Government, the matter should
be reported to the Navy Department.

It is possible that the Navy Department may find it necessary
. at a later date, in the lizht of experience with guaranteed loans, to
issue additional or supplementary instructions with regard to the responsi-
bilities of the Federal Reserve Banks with respect to the matters dis-
cussed above. :

. NAVY DEPARTMENT OF THE UNITED STATES
By (Signed) S. A. Mitchell

S. A. Mitchell
Chief of Finance Section
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September 21, 1942

TO_ALL FEDERAL RESERVE BANKS:

The Federal Reserve Banks are requested to observe the follow-
ing instructions in arranging and closing guarantees pursuant to Execu-
tive Order No. 9112 on bgchalf of the War Department and in following the
progress of loans which have been guaranteed. The War Department does
not deem it practicable to prescribe rigid instructions governing the
question whether a Federal Reserve Bank chould ascertain the information
or take the actions herein indicated through its own efforts or should
rely upon the financing institution to do so, as this matter is one which
should be governed by the circumstances of particular cases. W¥hile the
War Department does however expect the Federal Reserve Bankc to usc their
best barixing judgment in these matters, it will not hold a Federal Re-
serve Bank responsible if it exercises a discretion in good faith in ac-
cordance with the instructions herein given.

Arranging Guarantees

In arranging, executing and completing guarantees a Federal
Reserve Bank should exercise its discretion as to the steps to be taken
to see that the conditions of the authorization for the guarantee and
the instructions of the War Department are observed. The Reserve Bank
should, of course, careiully prepare the guarantece agreement in accord-
ance with the standard form and such special provisions as may be ap-
proved or required in the particular case by the War Department. The
Reserve Bank may make minor changes in the terms and conditions of the
loan prescribed by the War Department in authorizing the guarantee with-
out obtaining the prior approval of the War Department provided such
changes are considered by the Reserve Bank in its discretion not to make
any important or substantial alteration (in the terms or conditions pre-
scribed). All the terms and conditions prescribed by the War Depart-
ment either in the identical form prescribed or as modified by such
minor changes, should be included in summary form in the guarantee agree-
ment. When the Reserve Bank has received the authorization from the
War Department (or is prepared to execute thc guarantee if the case is
one in which no advance approval from the War Department is necessary),
it should transmit to the financing institution the guarantee agree-
ment with such written advice of the conditions which are required in
connection with the guarantee and such other information as it may deem
appropriate. The Reserve Bank should ascertain, or if it deems it safe
to do so, rely upon the financing institution to see, that the con-
ditions prescribed by the War Department in authorizing the loan are ful-
filled and that the loan agreement, if any, assignments of contracts or
. other collateral, and any standby or subordination agreements or other

similar documents unless such documents have been previously passed

L
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upon by the War Department do not contain provisions which conflict with
any provision of the guarantee agreement or with any condition pre-
scribed by the War Department in authorizing the guarantee in questicn.
For example if among the terms of the authorization is a plOVlSlOn that
the proceeds of the loan be used only for expenditures in connection with
contracts assigned as security for the loan, the Federal Heserve Bank
should satisfy itself thot mcchanics reasonably calculated to assure this
result have been set up. VWhere feasible, copies of loan agreements and
the form of the notes should be obtained from the financing institution
and one copy forwarded to the War Department through the Board of Gover-
nors.

The Federal Reserve Bank should exercise its discretion a to
whether to examine into the legal sufficiency of mortgages, deeds o
trust and other similar collaneraL. In some cases 1t may find it dO*
sirable to do this before the guarantee agreement is exccuted, but in
many cases, that mry be impracticable, and reliance may then be placed
upon a statement of the financing institution. In the latter event the
Federal Rescrve Bank moy deem it to be in the interests of the War De-
partment in some cases that these matters be lcoked into after the cx-
ecution of the guarantce agreement. The Federal Reserve Bank will not
be expected to examine into ques tions of legal incorporation of the
borrower or cther party, or of the authority of the signing officers of
the borrower or other partv, unless there are special circumstances which
make the Federal Heserve Bank feel that this is necessary in the particu-
lar case.

The Federal Reserve Banic must satisfy itself that the wvarious
matters menticned above have been properly examined into. It may accom-
plish this result by waking the examination itself, or, in the exercise
of its discretion, may rely upon the finuncing institubion to do so.
However, it should not rely upon the financing institution if by renson
of the size or character of the financing institution or the quality of
its management, the percentage of guarantee, or other considerations, it
has resson to believe that the financing institution will not check all
the appropriste matters or that the information obtained from the flnunc—
ing institution on this subject may not be entirely adequate. The

ucstion as to the clrcumstances in which the Federal Reserve Bank is
uuublilcd in relying on the flndncing institution is left to the de-
sermination of the Keserve Bank in its discretion, in the absence of
specific instructions in the particuler casc from the War Department.

A

Servicing Guarantceed Loons

In connection with each loan guarantceed pursuant to Executive
Order No. 9112, thc Federal Heserve Bank should, in the absence of
special clrcumstanccs, require reports from the flnwnc1ng institution
showing the daily net outstanding amounts of cach guaranieed lcan and

L]
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such other pertinent information as the Reserve Bank may deem necessary.
Such reports should be required at such times and in such form as the
Reserve Bank deems appropriate. The Reserve Bank may recuire such other
revorts, cxplanations and information from the finsnecing institution or
the borrower, make such visits to the financing institution cr the
borrewer, and take such other steps as in its judgment may be desirable
in this connecticon or as are requested by the War Department. The Re-
serve Bank will be exvected to furmishi the information requested in the
letter addressed to you by the Board of Governors of the Feder:zl Reserve
System under date of June 30, 1942 (5-520).

The question as to the extent to which the Federal Reserve
Bank should follow the progress of guaranteed loans or rely upon the
financing institution to do so is left to the determiration of the le-
serve Banit in its discretion, in the absence of specific instructions
in the particular cose from the War Department. In this connection, con-
sideration should be given the circumstances of the particular case, in-
cluding the amount and nature of the loan and of the collateral, the
size and character of the financing institution and the guality »f its
management, the percentoge of guarantee, informaticn received with re-
spect to the progress of the loan, and other consideraticns.

In the usual cases the Federal Reserve Bank will not be ex-
pected to make or undertake to enforce any requircment with respect
to the obtaining or maintenance of insurance by the borrower. In the,
absence of special instructions from the War Department, this may be
left to the financing institution. There is no objectien, however, to
the Reserve Bank's taxing such steps as it deems necessary with respect
tc the maintenance of insurance if for any reason it feels that it is
desirable to do =o in any particular case.

In the absence of specific instructions from the War Depart-
ment, the Reserve Banlt may, in cases where it deems it appropriate in
order to enforce compliance with conditions of the loan agreement, sug-
gest to the financing institution such action as appears necessary in
any particular case regarding salaries of executive officers of the
borrower, payment of dividends by the borrower, incurring of indcbted-
ness by the borrower, the making of capital expenditures by the borrower,
or other similar matters, and in the evoent that the Reserve Bank and
the financing institution cannot agree un a basis which the Reserve Bank
believes to be in the best interests of the Government, the matter should
be reported to the War Department.

It is peossible that the War Department may find it necessary at
a later date, in the light of experience with guaranteed loans, to issue
additional or supplementary instructions with regard tc the responsi-
bilities of the Federal Reserve Banks with respect to the matters dis-
cussed above.

Sincerely yours,
(Signed) Robert P. Patterson
Under Secretary of War
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September 23, 1942

TO ALL FRDERAL RESERVE BANKS:

The Federal Reserve Banks are requested to observe the fol-
lowing instructions in arranging and closing guarantees pursuant to
Executive Order No. 9112 on behalf of the Maritime Commission and in
following the progress of loans which have been guarsnteed. The Mar-
itime Commission does not desire to prescribe rigid instructions gov-

rning the question whether a Federal Reserve Bank should ascertain
the information or tuke the actions herein indicated through its own
efforts or should rely upon the financing institutisn to do so, as
this matter is one which may well be treated differently at the dif-
ferent Federal Reserve Banks and will be governed by the circumstances
of particular cases. A Federal Reserve Bank, however, will not be
held respensible by the Maritime Commission if it exercises a discre-
tion in good faith in accordance with the instructions herein given.

Arranging Guarantees

In arranging, executing and completing guarentees, a Fed-
eral Reserve Bank should exercisc its discretion as to the steps to
be taken to see that the conditionz of the authorizetion for the
guarantee and the instructions of the Maritime Commission are ob-
served. The Resezrve Bank should, of course, carefully prepare the
guarantee agreement in accordance with the standard form and such
special provisions as may be zpproved or requirzd in the particular
case by the Meritime Commission. All the terms and conditions pre-~
scribed by the Maritime Commission elther in the identical form pre-
scrived or as modified by the Commission, should be included in sum-
mary form in the guarantee agreement. When the Keserve Bank has re-
ceived the authorization from the Maritime Commission (or is prepared
to execute the guarantee, if the case 1s one in which no advance ap-
provel from the Maritime Commission is necesssry); it should transmit
to the fincneing institution the guarantee agreement with such written
advice of the conditions which are required in connection with the
guarantec and such other information as it mey deem appropriate. The
Reserve Bank should ascertain, or rely upon the financing institution
to see, that the conditions prescribed by the Maritime Commission in
authorizing the loan are fulfilled and that the loan agresment, if
. any, ascignments of contracts or other collateral, end any standby or
subordinaton agreements or other similar documents unless such doc-
uments have been previously psssed upon by the Maritime Commission do
not contain provisions which conflict with any provision of the guar-
antee agreement or with any condition prescribed by the Maritime Com-
mission in authorizing the guurantee in question. However, where
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feasilble, copies of loan agreements and noteo should be obtained from
the financing institution and one copy forwarded to the Maritime Com-
mission through the Board of Governors.

The Federal Reserve Bank should exercise its discretion as to
whether to cxamine into the Legal sufficiuncy of mortgages, desds of
trust and other similar coilateral. Ti some cases it may find it de-
sirable to do this bcfore the gusrantec agreement ic exccuted, hut in
miny cases, perhaps usually, that uay be imprecticable, and reilance
may then be placed upon & statement of tae financing institution. In
the latter event the Federal Resorve Bonk may deem it to be in the in-
terests of the Maritime Commission in .ome cases tnat these matters oe
looked into after the execution of the guarantee agreemont. The Fed-
eral Reserve Bank will not be expested to examine into gucstions of
legal incorporation of the borrowcr cr other party, or of the author-
ity of the signing officers of the borrower or other party, unless
there are special circumstinces which make the Federal Reserve Dbank
feel that this is necessary in the particular case.

The Federzl Reserve Bank may itself ascertain the various
metters mentioned above, or, in the exercise of its discretion, may
rely upon the financing 1nct¢tut10 to ascertain them. However, it
should not rely entireiy upon the financing institution if by reason
of the size or character of the finmneing institution or the guality
of its management, the percentape of guarcntee, or other considera-
tions, it has reason to believe that the flaancing institution will
net check zll the appropricte mattors or that the information ob-
tained from the financing institution on thic subject mey not be en-
tirely adcquate. The guzstion as to the circumstonces in which the
Federal Reserve Bank is justified in relying on the financing inst
tution is left to the determinstion of the Reserve Bank in its di;«
cretion, in the &bsence of specific instructions in the particul
case from the Maritimc Commission.

Servicing Gusranteed Loans

In connection with each loan guaranteed pursuant to Lxec-
utive Order No. 9112, the Federal Reserve Bank should, in the absence
of special circumstwnchs, require reports from the financing institu-
tion showing the daily net outstending smounts of each guaranteed
iloan and such other pertinent information as the Reserve Bark may deem
necessary. Such reports should be reguired at such times and in such

- form as the Reserve Bank deems appropriste. The Reserve Bank may re-

. quire such other reports, explanations and information from the financ-
ing institution or the borrower, mzke such visits to the finanecing in-
stitution or the borrower, mnd take such other steps as in its judgment
may be desirable in this connection. The Reserve Bank will be expected
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to furniish the information requésted in the letter addressed to you by
the Board of Gouvernors of the Federal Reserve System under date of June
30, 1942 (5-520). ‘

The guestion as to the extent to which the Federal Reserve

Bank should follow the progress of guaranteed loans or rely upon the
financing institubtion to do so is left to the determination of the Re-

" serve Bank in its discretion, in the absence of specific instructions
in the particular casc from the Maritime Commission. In this connec-
tion, consideration should be given the circumstances of the partic-
ular case, including the amount and nsture of the losn and of the col-
laterzl, the size and character of the financing instituticn and the
quality of its management, the percentage of guarsntee, information
received with respect to the progress of the loan, nnd other consid-
erctions.

In the usual cases the Federal Reserve RBank will not be ex-
ected to make or undertzke to enforce any requirement with respect to
he obtaining or meintenance of insurance by the borrower. In the ab-
ence of special instructions from the Maritime Commission, this may
be left to the finsncing institution, There is no objection, however,
to the Reserve Bank's tzking such steps as it deems necessary with re-
spect to the maintenance of insurance if for any reason it feels that
it is desirable tc do so in any particular case. In the absence of
specific instructions from the Maritime Commission, the Reserve Bank
may, in cases where it deems it appropriate in order to enfcrce com-
pliance with conditions of the loan agrcement, suggest to the financ-
ing institution such action as appears necessary in any psrticular
case regarding salaries of exescutive officers of the borrower, pay-
ment of dividends by the borrower, incurring of indebtedness by the
borrower, the making of czpital expenditures by the borrower, or
obher similar matters, ard in the event thot the Keserve Bank and the
finoancing institution comnot agree on 2 basils wnich the Reserve Bank
celieves to be in the buest intcerests of the Government, the matter
sneuld be reported to the laritinme Comaission.

t U

It is possible thet the Maritime Commission may find it nec-
essary at a later dute, in the light of experience with guaranteed
loens, to issue additional or supplementary instructions with regard
to the responsibilities of the Federal Resurve Banks with respect to
thne metitors dizcussed above.

Very truly yours,

-

. (8igned) K. E. &nderson

R. E. Anderscn
Directer of Finance
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