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November 13, 1934

Mr. Marriner S. Eccles, Governor
Federal Reserve Board
Washington, D. C.

My dear Mr. Eccles:

May I take this opportunity to congratulate you on your new
post and to wish you the best of luck.

I have been making efforts to bring about some kind of co-
operation among the government bond houses in connection
with a secondary market in Home Owners! Loan Corp. bonds,
in accordance with our conversation in Washington. I hope
within the next few days to be in a position to let you
know whether or not it looks as though I am making any
progress.

I am enclosing a copy of a letter I wrote on October 17th

to Miles Colean of the Federal Housing Administration. I
have since discussed this matter at considerable length with
him. I did not mention this to you when I was in Washington
because I knew your time was limited, but I think perhaps
matters are coming to a head and for that reason am now for-
warding this letter. Knowing your interest in the Federal
Housing Administration, I thought you might wish to consider
the thoughts contained in this letter, and if you agreed with
their tenor, you might wish to discuss the matter with Mr.

J. Howard Ardrey at the Housing Administration. I think
someone in the Treasury might also be interested in following
this matter along, since here will be another example of a
"mear" government bond and, in my opinion, the Treasury
ungquestionably should pass upon a setup of this type of
security.

Thanking you for your many courtesies, I am,

Veiz/truly yours,
TRG:KK % ‘ /(71 W

Enclosure
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October 17, 1924

¥r, §iles Colenn, Chief Technicsl idviser
Federal Housing fanintstrs+ion
®ashingion, D. C.

dy dear Yr. Coleang

Followin: our telephone conversation the other day, i occurred to
e thet it might bo advisable %0 re-stute our interest in limited
dividend profects which mey be insured under the Natlonal Housing
scts I om modt smuxious to have the opportunity for & thorough
discussion wvith the Federsl Housing Administratiomy regerding the
methods under wvhich such projects might be financed, before hearings
on any individusl projects commence. This request is made in the be-
lief that the ®A stration® would not wish to sstablish its pol-
icies in conncetion with cuch projects untll methods for thelr
finsncing hove been thoroughly considereds. In order to make wt;gfe
issmes =zsainst sueh Limited dividend projects resdily salable at
moct fuvorable rutes, it will be necessary for the Widministration®
to estoblish certain policies snd repuletions with this emd in view,
If the "Administrtion® should enter into any sgreements sith the
holders of any insured mortgages without glving considerstion te the
requirements and cusioms of the bond murket, real obstacles might be
pleced in the way of obtaining funds for such projects through the
sale of security issues 2t the besst rates,

hapd issve could be zet up =zainst the Gardens

project; applicotion Yor insurance of project was

the Federa) Housing Adpinistration on July 28, 1834, "e propose to
set up & mortguge bomd isswe whieh will be = &ireet oblization of the
limited dividend corporztion end will be secured by a mortzege to bve
insured by the "Aduinistrotlon." 7This method of finamelng would make
it unnecezsary to creste » netional morteage sssoclation Lo finance
these projects 2nd would meke it oasible to obtzin “unds for such
projects at lower rates, since the charges o nationel mortgoge
agsociction would have to make -n such business would be nted.
L national mortgage zssociation would probebly wish to charge about
17 more to o limited dividend corporation ‘han the cost of the ‘01
to it via the sale of its debenturese 8Sellin: direct obligatiocns

low cost housing corporatioms, secured by povernmente-insured mortgages,
should, thorefore, result in & considerable lowering of the effective
intsrest costs of such Jects, It is likely th:t any of the larger
insuranes companies would be wlllling to purch:ose an insured morigsge
of $5,000,000 or $8,000,000 for their own zccount, but it is my
opinion, based upon comvorsstion: with & number of imsurance people,

As wou 4now, we hove advised the '!imon-s‘tarmtt Company, ince &nd
Wre He Cftii Severance that we felt t & reséily ndam'mgn
with
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¥r. Colean afle 10/17/24

that they would be willing to purchase a mortgage at a much lewer imter-
est rate providing it had been set up as = bond issue and could, there-
fore be marketed some time in the future.

In order to make such an issue salable at the best terms, 1t would be
necessary for the Federazl Housing Administration to make certain agree-
znents with the bondholders. It would be advisable to agree that in
case of defaunlt and foreclosure the trustee would be given government-
guaranteed three-year notes within a specified period after title to
the property had been transferred to the "Administration.” I am
wondering what form this agreement will take. Can there be a Treasury
endorsement on the mortgage, or can the Treasury countersign am agree-
ment to this effect with the bondholders. It is perfectly apparent
that issues of this character at the presemt time would only be salable
because of the government insurance of the guaranty, and the exzect
wording of this festure in an offering circular will influence the
galability of these issues comsiderably.

I understand such issues are not exempt from the provisioms of the
Securities Act. I have already discussed this matter briefly with Mr,
George Matthews, of the Securitics Exchahge Commissi and with one

of the members of the staff. The wordinz of the cireular and the
indenture would have to be cleared through them, No doubt the Treasury
Department would also wish to pass upon the wording of the circular,
since the sale of ™iear® govermment securities might affect the govern-
ment bond market. Due to the fact that the law leaves so much dis-
cretion to the "Administration," several legal opinions by the Attorney
General may also be advisable. 4 understand that insured mortgages are
legal investments for savings banks and trust funds in New York State,
but that 2 bond issue secured by an insured mortgs o would not be legal
for such funds, I would suggest thot someone be delegated to see that
legislation in various States is passed which would take care of this
matter, A Mr. Daniel McNemara, Assemblyman in the New York State
Legislature, and for some time counsel for the Home Owners! Loan
Corporation, went around to various State legislatures to get legisla-
tion passed to make fome Owners' Loam bonds legal investments., He
mig%t be utilized, if available, to do the missionary work in this

ma ere. :

On my last visit to Washington, Mr. Klaber asked me what the trustee's
charges would amount to under a set-up such as the one discussed above.
The big New York banks have a set of standard fees, from which they
deviate, but there is more or less of a gentleman's agreement that

these fees should be lived up to. I am enclosing two copies of this
schedule of fees. On page 11, you will notice the certification charges
on temporary certificates for an issue of $5,800,000, which would amount
to about $1,740. On page 12, are the certification charges for permanent
bonds, amounting to about $2,900 for the above sigzed issue. On page 13,
there 1s a schedule of annuai fees for the services of trusteej for this
issue the charge would amount to about $400. In addition, there are

fees in connection with payment of interest and the operation of the
ginking fund. On a2 twenty-yeur issue the fee for sinking fumd operatlon
would be about 8$362. The fee for making issues registerable as te principal
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Yr, Colean ; N w/ar/e

:g%g 4s about 3100 2 year, =nd the puyment of coupoms would mmount to
2 the 'irst yeap, vith a reduction as the amount of the issue was
reduced. I bellsove that 4f an iz=sue of « nutiomal moriguge assoelation
were sold, 1t might, nevertheless, be Jdesirable to have a trustee.

The only one of the sbove fees whlch could be eliminauted 1f a trustee
vere not inecluded in = national mortgage set-up, is the 5400 annual
fee for service as irustee.

I would like to ofier my services in working out a sultable set-up
which could then be used not only by ourselves, ptut also by others
interested in this type of finencing. I don't beliove 1% would tuke
nore than a faw days to vork out a tentative set-up which vould serve
the purpose of bringing to iLlght any complicetions which exist

and which should be considered by the "Administration®™ in the develop-
sent of gcnnral policles, I wish to stress the point that unless the
fin:znclal bond market nroblems huve received considcerotion currently
with the development ol other policles, the narketablility of these
issues may be impuired.

I =1 enclosing on extra copy of this lettor for Mr. Klabepr, and will
appreciate it if you will advise me as to your reactions to these
suggestions, If you feel this matter iz worth while, I will be

flad to come to Vashington at zny time, snd to bring with me an
attorney with s view to beinz of help 1n worizing out this situation.

I went to take this opportunity to thank you for your many courtesies,
apd hope you will understend that my only purpose in writing this
letter and in taking such a positive viewpoint in the matter is a
desirs on my part to be helpful,

Very truly yours,

TROSKK
Enclozures (2)
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