hUILDING AND LOAN: Shares pledged as security for loans not to be
i % 3 gold as ecollateral but must be withdrewn and
L” withdrawal velue applied on losns.

v

September £, 1933, 67

Hom, Ira A, HeBride : 2,
Supervisor /

B reau of Building and Loan Supervision

Jefferson City, Missouri

Tear ir, ¥eBride:

This is ¢o acknowledge your rocent letter which reads
ae follows:

%3y examiners report th ' t a certain ¥issouri
building and loan association is making locans
to their sharehclders on their stock accounts
and treasting the atock certificates the same
as & bank treate ites collateral security,

In other words, the association will advance
the shareholder fifty per gent of the withe-
drawel value of his certificate taking from
him a note of obligation, and upon failure
to meet the note of obligstion when due,

the stoeck 1s put up and sold and the associe
ation profits the ifference hetween the
note and the total amount of the certificate,

This department looks with diefavor on sueh
& practice. 7e believe it is 1llegal, but
before doing enything about the matter, we
desire to have your opinion,

Ag you know, & great many associatione are

unable to meet the withdrawsl demands of

their sgharehoclders and in most cases this

is no fault of the association, however,

on the other hax it is no fault of the shareholder
that the association is unable to pay hir the

cash value of his certificate or to loan him
ninety per cent of hies certificate as provided
for by law, %We feel that since the law protects
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the association against a run in times of
strees and strain such as we are just going
through, that the same law, out of fairness
and Jjustice, should protéct the rights of
the shareholder against having to forf-it
his interests in the gertificate at fifty
cents on the dollar,

This Department will appreclate your opinion
on this matter at your convenience,"

The segond paragraph of your letier expresser our views
¢ ncerning the matter you write, “e quote:

"This department looks with “isfavor on
such = practice., “eo believe it s
11legal, = & & a » "

Section 5597, Laws of ¥issouri, 1931, page 151, contains
this provisi n: :

"fpovided, however, that the shares of th-
particular corporation without other security,
may, in the discretion of the board of
directors, be accopted as security for loans
or sdvsnces, to an amount not erceeding nine-
tenths of the withdrawal value of such shares
at the time, as shown by the books of such
association,"

The statute, surnra, provides &ssociations may loan money '
to its members cyp shares of & tock, without other security, not
to exceed, however, nine-tenths of the withdrawal value of suech
shares, *‘herefore, if, and when, a loan or advance is made
the shares accepted as security are impressed with a lien. You
state that a certain Hissouri Building and Loan Associstion is
not tre:sting the shares as security for the loan but as collateral
and upon defanlt asell rcame as collatersl., The statutes relating
to building snd loen associations do not permit of such practice.
True, an association may loan on the sole security of shares
of stock which have a fixed value at the time and if default
occurs the sheres may be canceled t repay the loen, But they
ha e a withdrawal value and same has not decressed gince the
loan wes made and the loan on whiech rhares are pledged as secur-
ity may not exceed nine-tenthe of their withdrawal value, Thus,
there is no guese as to the value of the security snd 1t is
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alwoys sufficient to repuy the loan at all timee, To peranit
a phareholder to be taken advantage of as you state the
asgociation 2 doing is unconsecionable,

e call attention to various provisions of the statutes
that sustain ouwr oconelusion, i, e.,that the shares of stock

pladged as

gecurity shall not be sold as collateral but same

be canceled by withdrawal and the withdrawal value thereof
be aprlied as credit ¢ the loan,

Section 5597, Laws of Migsour!, 1931, page 152, provides
that when a mortgage 1s foreclosed the withirawal vslue of the
shares of stoek shal! be credited. o quote:

"In the event of such foreclosure, the de-
faulting borrower, In addition to the
amount loanad, as shown by the bond and
mortgage or deed of trust given by such
borrower, shall be charged with all dues,
ete. & # #, and shall have and be given
credit for the withirawal value of the
shares nledged and tranasferred by him
as aforesald, in accordance with the
rule hereinafter orovided for the withe
drawal and cancellation of shares."

Section 5601, Lawe of Missouri, 1931, page 153, has this

provision:

"A shareholder may repay a loan at any time
upon aprligcation to caid corporstion & & @
and shall receive and be given eredit, 1f

he desirer to surrender his shares, for the
withdrawal value of the shares pledged and
transferr-d by him as security for said loan,
in accordance with the rule hereinafter
provided for the withdrawal end csencellation
of shares; etc,"

Section 5604, Lawe of M gsouri, 1931, pa:e 155, has this

provision:

"Any shareholder # # & wishin: to withdraw,
# # #, shall, * # & be entitled to receive
the amount aectually withdrawable at the time
of making aprlication for withdrawal & & «.%
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From the foregoing it is our opinijon that upon default
by & borrowing member hsving only shares of stoek pledged
a2 pecurisy, such sheres of stogk shall not be scld as
collaterel but shall be esnceled by withdrawal sn’ the amoun$
received after withdrawal pleced to the credit of the note

or loan, snd the excess, if any, be paid to the borrowing
ﬂmr.

Yours very truly,

James L. HornBostel
fesietent ttorney-Jeneral,

APPROVEDS
"
Attorre y-General

JLHIFG




