Merch 13, 1926

SUBJECT: Additional Tonic for Governors! Conference,

Dear Sir:

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

"As a consequeunce of the provisioans of the World War Ad-
Justed Compensation Act ro valid rotec of this kind can possibly be
offered for rediscount nrior to January 1, 1927. Before undertaking
to answer any inquiries with regard to the requirements which will
be made for the rediscount of notes of this kind, the Beocard desires
to have the coaxsideration 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 :mtter be made
an additional topic for the program of the forthcoming Governors'!
Conference.

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

Very truly yours,

Walter L. EBddy
Secretary.

TO GOVERNORS OF ALL F.R.RAIKS,

Eaclosure.
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LOAW PRIVILAESES

SEC. 302. (a) 4 loan may be made to a veteran upon his adjusted
gservice certificate only in accordance with the provisions of this
section.

(b) Any national bank, or any bank or trust company incornorated
uncer the laws of any State, Territory, possession, or the District of
Columnbia (hereizafter in this section called "baak"), is authorized,
after the expiration of two years after the date of the certificate, to
loan to any veteran upon his w»romissory 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
(8) of this section) of the certificate. The rate oi interest charged
unon 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 certificete (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 witi, any bank authorized to
malte 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 dewand, 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 discoant or rediscount by the Fed-
eral reserve bank for the Federsl reserve district in which the banlkz is
located. Such note shall be eligible for disccunt 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 trsnsfer 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 days 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,

(¢) If the veteran does not nay the principal and interest of the
loan upoa its maturity, the bank holding the nete and certificate may, at
any time after maturity of the loan but not berfore the expiratioa 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 (bt a0t the certificate), and nay tho bonk,
its claim, the amnouat of the unpaid priunecinal duc i

terest accrued, at the rate fixed in the note, uwn to tae date ol the checr
iseued to the baniz. Ths Director shall rostore tc the vetcran, ot aay

tine yrior to its maturity, any cerilficate so accented, upon rcceint from
nim ol an awount coual te the swa of (1) the amownt maid by the United
Statos to the bonk in carcellation of his zote, »lus (2) interest on such
amouat from the time of euch moyment to the date of such reccint, at 3 per
centun per asnum, compounded anaally.

(d) If the veteran fails to radecm his certificate from the Director
beiore its maturity, or belorc the death of the veteran, the Dircctor shall
deduct from the fuce value of the certificate (as determincd in section 501)
an anouat egual to tne sum of (1) the amount naid by the United States to
the Danic oa account of the note of the vetceran, plus (2) interest on such
amovet Irom the time of such nayaent to the date of maturity of the certifi-
cate or of the aeath of tha vateran, et the rate of 8 ner ceatun mer annun,
compounded annually, and shall vay the remainder in accordencc with the
provisione of sectiou 501.

(e) If the vecteran dies herfcre the mrturity of the loa:, the amount
: of the unpaid »nrincinal ond the unpald Intcrest accruved wy to the date of
his death shell be imuediately due aud peyable. In such cese, or ir the
veteron cdies oa the cay thz loan matures or withir six months thereafter,
the bonk holding the mose tnd certificate shall, upon notice of the death,
present them to the Director, who sholl thereupon cancel the note (but not
the certificste) and ray to tiac oenk, in full satisfactioa of its claim,
tae cmount of the wamaid priacipal aad wmcdid intercst, at the rate fixed
in tae note, accrued up to the date of the check issved to the bank; ex-
cert that if, mrior to the payment, the bank is aotifiecd of the death by
the Director and Tails to present the certificats and note to the Director
witnin fifteen.days after the notice, such iantcrest shall be only up to the
fifteenth day after such noticc. The Director shinll deduct the amount so
paid from the face value (as determized under section 501) of the certifi-
cate and pay the remainder in accordance with the provisions of section 501.

(£) If the vetoraa has a0t died beforc the maturity of the certificate,
and has failed to pay his aotc to the bark or the Federal rescrve bark
holding the note and certiiicate, such bank shall, at the maturity of the
certificate, present the noie and certificate to the Director, who shall
thereupon cancel the note (Lut not the certificate) and pay to the bank,
ia full satisfaction of its claim, tie amount of the unnaid priacipal and
unnaic interest, at the rate fixed in the note, accrued up to the date of
the matirity of the certificate. The Director shall decuct tie amount so
paid Trom the Tace value (as determined in section 501) of the certifi-
cate and vay the remainder in accordance with the provisions of sectioa 501,

(g) The loan basis of any certificate at any time shall, for the
purpose of this saction, be an emount which is not in excess of 90 mer
centum of the reserve value of the certificate on the last day of the cur-
reat certvificate year. The reserve value of a certificate on the last day
of aay certificate year shall be the full reserve required on such certifi-
cate, based on an anmial level net premium for twenty years and calculated
in accordance with the :American Experience Table of Mortality and intercst

in full satisfaction cf
s, ond the uapaid ia-

4 e T T

1
?

S B AT TR

s b

i
{
]
i
%i
é
§
i

E
Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- ~ gasiiee 460

(98]

at 4 per centum »or ernum, comrounded anmuallr.
(k) Wo mayment upor any -oto skall be mode under this section by the
Director to any dauk, unless the notc when prosented to him is accorpanicd
by a. affidavit made by an officer of the banik wuicih mule the loen, belore
a wotory public or other officer designated for the puruposc by regulation
of tnec Director, and stating that sach bank has not charged or collected,
or attemoted to cherge or colicct, directly or indirectly, any fee or other
componsation (excent interest os sutlorized by this section) in rospect of
any loasn made under this sectioca Ly the bank to o veteran. Any baak waich,
or director, officer, or canloyec taereof who, docs so charge, collect, or
attamt Yo charge or collect any such fee or comneusation, snwll be licble
to thc vetervan for a peaaliy of $100,to be recovored in a civil suit brought
by the veteran. The Director shall upon regquest of any barnk or veteran
furnish a blank form for such affidavit,
SEC. 0303, No certificcte issued or right conferred under the mro-
: visions of this title shall, except as provided irn section 502, be ne-
‘ gotiable or assignable or serve as security for a loan. Any negotiction,
B assigument, or loan made ia violation of any vrovision of this sectiocn shall
be held void.
SEC, 504, Any certificate issucd under the provisions of tais title
shall have nrinted upoa its face the couditious and terms upon which it is
issucd and to vhich it is subject, iancluding loan values under sectioan £02.
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