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Federal Reserve Board SUBJECT: Bonus Bill (H. R. 7959) es it
om: Mr. Viyatt, General Counsel. affects the Federsl Reserve System.

[ 4

Mr. Lee, of the Senate Drafting Service, called e on the tele-
phone Monday morning and advised me that Senator Smoot des1r?s to Pave a
menber of the Federal Reserve Board, or & representative of uhe.Boa.rd., a?-
pear before the Finance Committee of the Senate to discuss Secticn 502 o
the Borms Bill (H. R. 7959), which provides for bank loans ageinst the -c;e--
curity of "adjusted service certificates" and for the rediscount oti' iu
loans by the Federal reserve banks, He said that Semator Smoot w ]é .
' probably adiress a formal request to the Board, but he thought the Doar
would like to know about it as soon as possible in order that it might
have an opportunity to study the bill.

GENERAL PROVISIONS OF THE BILL.

In general, this bill provides for additional compensation to
each veteran in an amount equal to $1.25 for each day of overseas service
and 1.00 for each day of home service, the total amount received by any
veteran to be limited to $500 in the case of vetersns who performed no
overseas service and 625 in the case of veterans who did perform ove(r;-
gseas service. In all cases in which such additional pay awmounts to&..‘so
or less it is to be paid in cash, but where it amounts to more than 450
it is to be paid in the form of "adjusted service ceftificates" which are
in substance paid-up 20-year endowment insurance polic¢ies in amounts equal
to the amount of 20-year endowment insurance that could be put chased by a
single premium equal to the amount of such adjusted service credit increas-
ed by 25 per cent. The face value of such certificates is payable (1) to
the veteran twenty years after date of the certificate, or (2) upon the
death of the veteran prior to the date of expiration of such peried, to the
beneficiary named therein. These certificates also bear a loan value
which is not in excess of either (1) 90 per cent of the reserve value of
the certificate, computed on the basis of an anmal premium for twenty years
and caleulsted in accordance with the American Experience Table of Mortality

and interest at four per cent per anmum, compounded anmelly; or (2) 60 per
. cent of the face value of the certificate.

!

]

LOAN PRIVILEGES.

There is given below a brief anelysis of the loan privileges ac-
corded under Section 502 of the bill: o :

(1) loans mey be made only in accordance with the provisions
of this section.
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' (2) National banks and State tanks and trust companies are au-
thorized, after the expiration of two years after the issuance of such cer-
tificates, to moke loans to veterans upori their promissory notes secured by
such certificates in amounts not exceeding the loan basis of such certifi-
cates. ‘ oo

(3) The rate of interest charged on such loans shall not exceed
by more than two per cent the Federal reserve rediscount rate on commercial
paper. ‘

_ (4) Such notes may be As‘old by one bank to another or may te dis-
counted or rediscounted by one tank with another.

(5) Upon the endorsement of any tank, and sutject to regulations
to be prescribed by the Federal Reserve Board, such notes shall be eligible
for discount by Federal reserve banks, regardlesé of whether or not the
discounting tank is & member of the Federal Reserve System. In order to be

" eligible for rediscount, however, such notes must have a maturity at the
‘time of rediscount not in excess of nine months, exclusive of days of grace.

(6) Tne rate of interest charkged. by & Federal reserve bank on
such rediscounts shall be the sams as that charged on commercial paper.

v (7) Such notes are eligible as collateral security for the issu-
ance of Federal reserve notes.

(8) The Federal Reserve Board may permit Federal reserve banks
to rediscount such notes with each other at rates to be fixed by the Board.

(_'9) Whenever a note is sold, the bank making the sale shall
promptly notify the veteran.

(10) If the veteran does not pay the principul and interest of
such 1 at maturity the bank holding the note may, "after the expiration
of six months after the loan was mede", present it to the Director of the
Veterans Bureau who "mgy, in his discretion," accept the certificate and
note and pay the bank in full satisfaction of its claim the amount of the
unpaid principal due it with interest to date.

(11) Such certificates may be redeemed by the veteran upon paymnent
of the ‘principal and interest of the loan.

' (12) If such certificates are not redeemed, the Director of the
Veterans Bureau deducts the amount of the loan with interest and pays the
balance to the veteran on the maturity of the certificate, or to his bene-
ficiary in the event he dies before the maturity of the certificate.
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(13) Vhere & veteran dies before the maturity of a loan, the amount
thereof with interest becomes immediately due and paysble in which event the
Director of the Veterans Bureau pays the note with interest to the bank hold-
ing such note, deducting the amount from the face value of the certificate.

(14) 1If the certificate matures during the life of a veteran, any
benk holding an unpaid note secured by gsuch certificate presents it to the
Director of the Veterans Bureau who pays the note with interest and deducts
the amount from the face value of the certificate.

_ (15) No payment upon any note shall be made under this section Dy
the Director of the Veterans Bureau to any bank unless the note when present-
ed to him is accompanied by an affidavit by an officer of the bank which
made the loan stating that such bank has not charged or collected, or at-
tempted to charge or collect, directly or indirectly, any fee or other
compensation (except interest as authorized by this section) in respect,
of any loan made under this section by the bank to a veteran.

QUESTIONS OF POLICY.

This presents several important questions of policy for the Board's
consideration, including the following: ' '

(a) The advisability of having such notes made eligible for re-
discount by Federal reserve banks. :

(b) The advisability of permitting Federal reserve banks to redis-
count such notes for nommember banks. '

(¢) The advisability of permitting such notes to be used as secur-

ity for the issuance of Federal reserve notes and thus become a basis for
our currency.

- CONCLUSION.

After I have had an opportunity to study this bill more carefully,

‘ ;ogrobably shall submit some criticisms of the legal phraseology of Section

I am having this memorandum mimeographed and shall farnish a copy
to each member of the Board, together with a copy of the Bill.

Respectfully,

Walter Wyatt, ,
Generzl Counsel.
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