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BOARD OF GOVERNORS 
OF THE 

FEDERAL RESERVE SYSTEM 

108 

WASHINGTON S-563 

Dear Sir: 

ADDRESS Of"F"ICIAL CORRESPONDENCE 

TO THE SOARD 

October 2, 1942. 

The Board has received several inquiries regarding the 
status under Regulation W of a charge account in which the balance 
remaining unpaid bey·ond the tenth day of the second calendar month 
represents the. sale of an artiele which the buyer has refused to 
pay for on the ground that the article is defective. In answering 
this question, three classes of cases need to be distinguished. 

In the first place, if the Registrant takes the position 
that the article is not defective, he should consider the account 
to be in default. · 

In the second place, if the article is defective so that 
the Registrant must correct the defect or replace the article in 
order to fulfill his obligations under the contract of sale, the 
regulation doos not require him to consider the account to be in de
fault, pending such correction or repl~cement. 

In the third place, if on the tenth day of the second cal
endar month after the date of sale the question as to whether or not 
the article is defective has not yet been determined, the Registrant 
should consider the account to be in default. Of course, if it is 
subsequently determined that the article is defective, the rule 
sta.ted in the previous pn.ragraph is applicable. 

Whether a particular case falls within cme or another of 
these clP.sses is a question of fact to be d~termined in the light 
of all of the surrounding circumstances. If the He gist rant has 
taken the article back, this would ordinaril;r be an indication that 
he expects to correct the defect or replace the article. If the 
article is still in the possession of the customer, however, this 
would be an indication, in the absence of other evidence, that the 
article is not defective or that the matter has not yet be0n deter
minf;d. 

In any case where the accolmt 1..s considered by the Regis
trant to be not in defa.ult, there would be n question 1:1.s to whether 
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the parties are acting in good faith and with no intent to evade 
or circumvent the regulation, and therefore in any such case the 
Registrant for his own protection should see that his records con
tain an adequate statement of tte relev;.mt facts. 

Very truly yours, 

109 

. ~iA, h}r/l~ 
Chester Morrill, 

SecretBry. 

TO THE PRESIDENTS OF ALL fi'EDEHAL RESERVE BANKS 
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