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BOARD OF GOVERNORS
OF THE

FEDERAL RESERVE SYSTEM

WASHINGTON S-572

ADDRESS OFFICIAL CORRESPONDENCE |
TO THE BOARD

- g

October 22, 1942.

Dear Sir:

The Board has received from the War Department a mem-
orandum dated October 19, 1942, signed by Lieutenant Colonel
Paul Cleveland, relating to the inclusion in loan agreements of
provisions relating to the acceptance of. advance payments and
Government loans by borrowers whose loans have been guaranteed;
and a copy of the War Department's memorandum is enclosed here-
with. It will be noted that this memorandum supplements and
modifies the War Department's memorandum of September 7, 1942,
* a copy of which was enclosed with the Board's letter of Septem-
ber 12, 1942.

- Very truly yours,

—
n’;&f%;7:i(;f>£:«(2ﬂ,,r’

! L. P. Bethea,
Assistant Secretary.

|§VKHORY Enclosure

TO THE PRESIDENTS OF ALL FEDERAL RESERVE BANKS
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corPyY S-572-a

BLAILT ?EFVTfES O« SUFFLY
SPBRJ WRSHINGTON, L. C.

Cectober 19, 1942

wBaORANIUR:  From the ¥War De
~

;art en+ to the Board of Governors of
tiie Federal Reser

serve Bysten.

SUBJECT: Review of guersntee &nd loan agreements; provisions
prchibiting the borrower from underteking additicnal
war contracts, from consenting to the modificmtion of
war contracts, and frem esccepting advance payments.

-

1. Reference is made to tie Uar Department's mero-
b .randurt of September 7, 1¢42 on the above subject.

2. Pearzgraph 4 »f the atove mentiounesd memorandum is
hereby changed o read as Iioliows:

"4, As to advance payments, the following require-
ments are prescribed by the Var Departmeunt, and tiie ¥ederal
Reserve Ranks are recursted to see that all losn agreements
snd cother similar instruuents hercafter submitted to the War
Departuent are in conforrity with these requirerents:

"a. Kestrictions against the acceptance
of sdvance pavments or government loans in resp=ct of
U War production contracts will be =cceptable %o the War
Departnent only if they are mrd»d substantially as
follows:

"*i. The borrower will not, without
the prior written consent of the financine in-
stitution, =accept any sdvance peyments or govern-
mant loans; pr0v1ded however, that without such
consent the borrow r masy asccent advance payments
* from: the government or governmont loans in respect
of war nroduction contracts if (1) the entire credit
provided for h~reunder is at the time baing used
and the financing institution hass not, after reason-
abtle cpportunity to do so, supnlied additional neces-
sary credit to the borrower on substantially the
same terms and conditions as are provided in this
Azrcement (other than changes made necessary by the
edjustment »f the npercentage of gusrant~e 8s pro-
vided in Section 13 ( ) or the guarantee agrecment),
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and if, in addition, (2) such advance payments
or loans have been approved by a Financial
Contracting Officer assigned to the Services of
Supply, 'ashington, D.C., as being necessary
under allthe circumstancess!

"b, When the above clause is used in loan

. agreements the Federal Reserve Benks shall, if requested

by the Financing Institution, insert a special concition
in the Guarantee Agreement reading substantially as follows:

)
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"t If at any time the entire aggregate
principal amount of the borreower's indebtedness in-
curred for moneys borrowed (including funded debt
but excluding moneys advanced on Defense Plant Cor=-
poration leases or borrowed upon Emcrgency Plant
Facilities Contracts), plus advancc payments and
loans, if any, from the United States, shall ex-
ceed ¥ , thon upon written request of
the Finencing lnstitution from time to time, the
percontage of loan specified in Section 1 w111 be
adjusted to such percentage as the Guarantor and
the Financing Institution mutually consider fair
and eaquitable under the circumstances, and if the
Guarantor and the TFinancing Institution cannot
agres upon such purcentoge within thirty (30) days
after each such recquest, and such cggregate amount

of indebtedness and advance payments and loans shall
exceed $ s then such percentage of guarantec

she 1l bb Z, nd if such aggrogste amount shall
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~excced § . such percentage of guarantee shall
be o, and if such aggregate smount shall exceed

$ , such percontage of guarantec shell be 100%.

Any such higher percontage of gusrantec shall continue
in ef'fect notwithstanding any subsequent reduction in
the aggregate amount of such indebtedness and advance

payments and loans; and in the event of a prior adjust-

ment, pursuent to section 5, of the percentage of loan
spceified in section 1, the above percentages shall be
increased proportionately to roflcet such adjustment.



»

"tUnless otherwise agreed by the Guarantor
and the Financing Institution, the percentage of guaran-
tee fee to be paid by the Financing Institution in case
of an adjustment under this subsection shall be 30/ of
the loan interest rate on the portion of the loan which
the War Department is obligated to purchase if the per-
centage of the guarantee is in excess of 90,5 and less
than 95/5; 354 of the loan interest rate on the portion
of the loan which the War Department is obligated to
purchase if the percentage of the ,uarantee is 95% and
less than 100%, and LOY of the loan interest rate if
the guarantee is increased to 100%.

"tFor the purpose of increasing the pro-
tection of the financing institution under this sub-
section the proceeds of any security or of any right
or priority (from whatever source realized) accruing
in respect of any advence payments or loans by the
United States shall be shared by the United States
ratably with the loan guaranteed hereunder; except that
the foregoing shall not apply to any pledge, purchase
money mortgage, or lien taken by the United States
upon the balance of such advance payments or loan, and
upon specific materials, work in process, finished
goods or facilities upon which such advance payments
or loans have been expended," /

"c. Restrictions against incurring additional

indebtedness should always contain an appropriate exception
in favor of advance payments or government loens in respect
of war production contracts.

borrower's asscts should always contein an appropriate exception

"d. Restrictions against encumbrances of the

d in favor of liens or encumbrances arising in connection with

. advence payments or government loans in respect of war production

contracts,

"¢, The War Department has no objection to

a loan agreement provision restricting the acceptance by .
# '~ the borrower of advance payments on subcontracts.”
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3. Yor the information oI tihir Federal Reserve Banks
and finanecing institutions, it may be pointed out that at the
present time there are only four Financial Contracting Ofticers,
one of whom iz the Director of the Fiscel Division, Services of
Supply, Washington, D.C., sud the other thres of whom ar- asclynﬁd
to the Advance Payment and Loazn Branch, risczl Division, Services
of Supply, Washington, L. C.

4, FKindly transmit the foregoing to all cf the
Federal Reserve Banks.
War Department of the United States
by : (Signed) Peul Cleveland
Paul Cleveland
Lt. Colonel, A. U. O,

Crnief, Loan Section
Advance Paymsnt and Loan Branch
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