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FEDERAL RESERVE BOARD  x-4561

WASHINGTON

ADDRESS OFFICIAL. CORRESPONDENCE TO o o March 13 , 1926
THE FEDERAL RESERVE BOARD -

SUBJECT: Additional Tonic for Governoré‘fconference.

Dear Sir:

In an inguiry recently received by the Board certain
questions were asked regarding the requirements which will be made
by the Federal Reserve Board and by the Federal reserve banks before
rediscounting notes secured by adjusted service certificates under
the provisions of Section 502 of the World War Adjusted Compensation
Act. The specific questions asked in the inquiry received were wheth-
er the affidavit of the lending bank vrovided for by Section 502(h)
would be required to be executed before rediscount and what oroof
that the required notice of transfer of the note has been given the
maker would be necessary. The Board has not, of course, issued any
regulations on this subject, and in its reply stated that it could
not answer these questions at this time.

As a consequence of the vrovisions of the World War Ad-
Justed Compensation Act no valid note of this kind can possibly be
offered for rediscount prior to Jaiuary 1, 1927. Before undertaking
to answer any inguiries with regard to the requirements which will
be made for the rediscount of notes of this kind, the Board desires
to have the consideration and suggestions of the Governors as to the
advisability of issuing regulations on this subject at this time and
as to what requirements should be contained in such regulations, if
issued. The Board has therefore directed that this matter be made
an additional topic for the program of the forthcoming Governors!'
Conference.

For your information in this connéctzon there is en-
closed herewith a copy of Section 502 of the World War Adjusted
Compensation Act.

Very truly yours,

Walter L. Eddy
Secretary.

J GOVERNORS OF ALL F.R.BAXKS,

Enclosure.
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LOAN PRIVILEGES

SEC. 502. (a) A loan may be made to a veteran upon his adjusted
service certificate only in accordance with the provisions of this
section. -

(b) Any national bank, or any bank or trust company incorporated
under the laws of any State, Territory, possession, or the District of
Columbia (hereinafter in this section called "bani), is authorized,
after the expiration of two years after the date of the certificate, to
loan to any veteran upon his promissory notesecured by his adjusted ser-
vice certificate (with or without the consent of the beneficiary there-
of) any amount not in excess of the loan basis (as defined in subdivision
(g) of this section) of the certificate. The rate of interest charged
upon the loan by the bank shall not exceed, by more than 2 per centum
per annum, the rate charged at the date of the loan for the discount of
90-day commercial paper under section 13 of the Federal Reserve Act by
the Federal reserve bank for the Federal reserve district in which the
bank is located. Any bank holding a note for a loan under this section
secured by a certificate (whether the bank originally making the loan or
a bank to which the note and certificate have been transferred) may sell
the note to, or discount or rediscount it with, any bank authorized to
make a loan to a veteran under this section and transfer the certificate
to such bank. Upon the indorsement of any bank, which shall be deemed
a waiver of demand, notice, and protest by such bank as to its own in-
dorsement exclusively, and subject to regulations to be prescribed by
the Federal Reserve Board, any such note secured by a certificate and
held by a bank shall be eligible for discount or rediscount by the Fed-
eral reserve bank for the Federal reserve district in which the bank is
located. Such note shall be eligible for discount or rediscount whether
or not the bank offering the note for discount or rediscount is a member
of the Federal Reserve System and whether or not it acquired the note in
the first instance from the veteran or acquired it by transfer upon the
indorsement of any other bank. Such note shall not be eligible for dis-
count or rediscount unless it has at the time of discount or rediscount
a maturity not in excess of nime months exclusive of cdays of grace. The
rate of interest charged by the Federal reserve bank shall be the same as
that charged by it for the discount or rediscount of 90-day notes drawn
for commercial purposes. The Federal Reserve Board is authorized to
permit, or on the affirmative vote of at least five members of the Federal
Reserve Board to require, a Federal reserve bank to rediscount, for any
other Federal reserve bank, notes secured by a certificate. The rate of
interest for such rediscounts shall be fixed by the Federal Reserve Board.
In case the note is sold, discounted, or rediscounted the bank making the
transfer shall promptly notify the veteran by mail at his last known post-
office address.

(c¢) 1If the veteran does not pay the principal and interest of the
loan upon its maturity, the bank holding the note and certificate may, at
any time after maturity of tie loan but not before the expiration of six
months after the loan was made, present them to the Director. The Di-
rector may, in his discretion, accept the certificate and note, cancel the
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note (but not the certificate), and pay the bank, in full satisfaction of
its claim, the amount of the unpaid principal due it, and the unnaid in-
terest accrued, at the rate fixed in the note, up to the date of the check
issued to the bank. The Director shall restore to the veteran, at any
time prior to its maturity, any certificate so accepted, upon rcceipt from
him of an amount equal to the sum of (1) the amount paid by the United
States to the bank in coencellation of his note, plus (2) interest on such
amount from the time of such payment to the date of such receipt, at 6 per
centum per annum, compounded annually.

(d) If the veteran fails to redecm his certificaté from the Director
before its maturity, or before the decath of the vetcran, the Director shall
deduct from the face value of the certificate (as determined in scction 501)
an amount equal to the sum of (1) the amount paid by the Uaited States to
the bank on account of the note of the veteran, plus (2) interest oa such
amount from the time of such payment to the date of maturity of the certifi-
cate or of the death of the veteran, at thc rate of 6 per centun mer annum,
compounded anmually, and shall pay the remainder in accordance with the
provisions of section 501. : '

(e) If the veteran dies before the maturity of the loan, the amount
of the unpaid principal and the unpaid iaterest accrued up to the date of
his death shall be immediately due and payable. In such case, or if the
veteran dies on the day the loan matures or within six months thereafter,
the bank holding the note and certificate shall, upon notice of the death,
present them to the Director, who shall thereupon cancel the note (but =not
the certificate) and pay to the bank, in full satisfaction of its claim,
the amount of the unpaid principal and unpaid interest, at the rate fixed
in the note, accrued up to the date of the check issued to the bank; ex-
cept that if, prior to the payment, the bank is notified of the death by
the Director and fails to present the certificate ond note to the Director
within fifteen.days after the notice, such intcrest shall be only up to the
fifteenth day after such notice. The Director shall deduyct the amount so
paid from the face value (as determined under section 501) of the certifi-
cate and pay the remainder in accordance with the provisions of section 501.

(£) 1If the veteran has not died before the maturity of the certificate,
and has failed to pay his note to the bank or the Federal rcserve bank
holding the note and certificatec, such bank shall, at the maturity of the
certificate, present the note and certificate to the Director, who shall
thereupon cancel the note (but not the certificate) and pay to the bank,
in full satisfaction of its claim, the amount of the unpaid principal and
unpaid interest, at the rate fixed in the note, accrued up to the date of
the mafurity of the certificate. The Director shall deduct the amount so
paid from the face value (as determined in section 501) of the certifi-
cate and pay the remainder in accordance with the provisions of section 501.

(g) The loan basis of any certificate at any time shall, for the
purpose of this sectioir, be an amount which is not in excess of 90 per
centum of the reserve value of the certificate on the last day of the cur-
rent certificate year. The reserve value of a certificate on the last day
of any certificate year shall be the full reserve required on such certifi-
cate, based on an anmual level net premium for twenty years and calculated
in accordance with the American Experience Table of Mortality and interest
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at 4 per centum per annum, compounded ammally,

(h) Yo payment upon any note shall be made under this section by the
Director to any bank, uanless the note when presented to him is accompanied
by az affidavit made by an officer of the bank which made the loan, before
‘a notary public or other officer designated for the purpose by regulation
of the Director, and stating that such bank has not charged -or collected,
.or attemoted to charge or collect, directly or indirectly, any fee or other
compensation (except interest as amthorized by this section) in respect of
any loaa made under this section by the bank to a veteran. Any bank which,
or direetor, of ficer, or cmployee thereof who, does so charge, collect, or
attempt to charge or collect any such fee or compeaxsation, shall be liable
to the veteran for a penalty of $100,to be recovered in a civil suit brought
by the veteran. The Director shall upon request of any bank or veteran
furnish a blank form for such affidavit.

SEC. 503, No certificate issued or right conferred under the pro-
visions of this title shall, except as provided in section 502, be ne-
gotiable or assignable or serve as security for a loan., Any negotiation,
assigament, or loan made in violation of any vprovision of this section shall
be held void. ’

' SEC. 504, Any certificate issued under the provisions of this title
shall have printed upon its face the conditions and terms upon which it is
issued and to which it is subject, including loan values under section 502,
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