
BUILDING AND LOAB : Shares pl edged as security tor loana not to be 

V aold as collateral but 'ltuat be withdre-wn and 
withdrawal value applied on loana . 

lion. Ire. A. Bride 
Supervisor 

eept mbcr 2, 1933. 

B reau ot Building and Loan Supe~v1sion 
Jefteraon City, l41aaour 1 
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This ia to aokno9ledse your ~~cent lettor wh!ch reaae 
ae follow:: 

0 1 examin~~e report th t a certain 1aaour1 
bu1ld1 ~d loan saoc1r t 1on 1o 1ng loana 
t o t heir shareholders on their atoo aecounta 
and treattng the stock cert1t1eato~ tu~ eome 
as bank t r eata ita collateral aecuritJ• 
In other wo~~a, tbe aaaooS t 1on will advano• 
the abareholde~ fitt7 ~er cent ot t he with• 
drawal val ne of h1s certtticate t aking trora 
him a note ot obl1gat1on, and upon ta11ure 
to aeet the note of obl1gct1on when due, 
t he atock 1e put up and sold and the aeaoc1-
at1on prof1ta tho ~ tfference between tbe 
note and t he total amount ot tbe certitice t e. 

Th1a depart ent looks w1 th disfavor on auch 
a practice. e believe 1t ie illegal, but 
before doin anyth1na about the tter, • • 
dea.ire to have 701\J' opinion. 

t s you know. a great m&nJ aaaociat1one a~• 
unable to meet the withdrawal ce~and.a ~ 
their shareholders and ln r:DOat caeoe thia 
1a no fault ot the aeeoo1at1on, however, 
on the other hmn it 1 e no taul t ot the shareholder 
that the aa oc1at1on ls unable t o pay bL~ the 
caeh yalue ot hie certificate or t o loan b~ 
ninety per cent ot hie certificate aa proYlded 
tor by law. r eel that e1nce tbe law pr otect• 
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the aa&ociatlon against a run in times ot 
atreea and strain a ch ae we aro juat going 
t brougb, that tho e~e 1 w, out or fairness 
and juet1ce, should prot•ct the r l ghta o~ 
the abAreholdor a1nat bav1n~ t o tort it 
b1a 1ntereata in the 9ert1t1cate at t1tt 7 
cent a on the dollar. 

?h~a Depart nt will appreciate JOur optni~n 
on t b1a aatter at your convenience. • 

Tho aecond paragraph ot 70ur letter expresee ~ our views 
c Jneerntng the mat t er you write . ~. quote1 

•fb1n de;art~nt looks wit h ~ 1 etavor on 
such a p~actice. ~ 11ev 1t 1a 
i l l egal . ~ • ~ ~ . " 

Section 5597, Laws ot 1esour1, 1931, page 151, conta~na 
t his prov1a1 n: 

nrrov1dP.d, however, that the ebarea o~ th · 
particular c~porat1on wi thout otber securitJ, 
~1. ln tbo d1ecretlon ot tho board ot 
dlrectora, be accopted as aoo ,r it7 tor l.oan1 
or ac:1voncea, to an amount not eTc eding nine­
tenths ot t he withdrawal Yalue or auc~ abarea 
at t t i me, as shown b7 the booke ot such. 
aeaoc1at1on." 

The statute, eunrn, prov1dea associations may loan money 
to 1 ta meaabers o:m "-harce or e tock, w1 tbo'lt ot!ler eoeurit;r, not 
to e~ceeO, bo ~ver, nine-tenth~ ot tbe withdrawal yal~o of auoh 
aharea . '~bere1'ore • it, and when, a loan or advance 1 s m.de 
t he eharea accepted aa aeourlt7 are l~eaaed w1tb a lien. You 
at ate t hat a certain 1aaour1 8uild1D8 and Loan Aaeoc1at1on ia 
not t re tinli the mares aa aeeu.r1t,- t or th~ l oan but as collat eral 
and upon detault sell tame as collateral. The etatutea relat ina 
to buildiftg and loan asaoc1at1one do not er it of aueb practice. 
True, an aaaociat1o~ may lo~~ on tho aole securlt7 of abarea 
ot atock which haYe a tlzea yalue at the time and 1f default 
occurs tbe aharea 7 be cane led t repq the l oan. But theJ 
ha• e a withdrawal Yalue and aatne baa not decreased u1neo the 
l oan waa ade and the loan on Which rharea are pledged aa aecur• 
lt7 may not exceed nine-tenths or their withdrawal \Palue. Thua. 
there 1a no sue e ae t o t he ftlue ot the aec\lrit)- and lt 1a 
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el 07 sur~tc1ent t o rept y the loan at all t 1moe . To permi' 
a oher holdnr t o be tak advantage or aa rou atate the 
aoaoc 1at1on Ja doing ia unconscionable . 

e call a ttention to variou prov1a1ona ot the atatutea 
thut F-uat 1n our oonclua1on, 1. e. , that the enarea or etook 
pl eciaed as eeour1t7 shal l not be aold a.a coll at eral but acae 
be cancel ed b7 withdrawal and tbe withdrawal value ther eof 
be applied aa credit t the loan. 

Sect ion 6699 , Lawa ot tiaaour 1, 19~1, page 162. prov1dea 
t but Wben a r t gage i tor c losed th w1thdra al value ot the 
ahare of atoo< ahal l bo cr ftd1ted . e quo te: 

"In the evant of a~cb tor ooloaure, the de­
faulting borrower, !n addition to tbe 
amount loanfld, a ahown by the b ond an4 

rtgage or de 11 ot trust s ivon by a ch 
borrower, ahall be charged with all dues , 
etc. i: ~. nnd ahall bnve and be giv 
credit for the it ra al val ue ot the 
RhaPee l edged and transferred by him 
~ aforesaid• in accordance with the 

rule he~e ~.tter providod tor the with• 
4~Awal and c~noellatlon or aharea . • 

Sect ion 5G01. La e ot 1eao ·r 1, 1931 , page 153, hae thia 
prov1a1on: 

"A ehareholder y repa7 a loan a t any t1Ne 
upon application to ~aid corpor tion • • 
and Shall receive and be ven credit , 1t 
he deeiretr t o aurrend~r b1 ehar ee , tor the 
withdrawal valuu ot the abarea pledged and 
tr neterr 4 b7 him aa aecur1t7 t or aid loan, 
1n ccordanoe wit h tbe r ule hereinafter 
provided tor tbe withdrawal ana cancellat i on 
or aharea; etc . • 

Seet 1on 6604. Law ot 
prov1a1on: 

aaour1, 1931, po •e 155, ~a tbla 

"Any 
*. 
the 
0~ 

ehareholder • w1 h in~ to withdraw. 
•, abal l, ~ • • be entitled t o receive 
a!!O t aotually 1 thdrawable at the t 

k lns a pl lcat 1on tor withdrawal • ~ • • 
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~rom the foregoing it 18 ouP op1n1on tbat upon ~etault 
b7 u. borrowing a ber hav inS onl7 aharea of e toclr pl 4Ged 
•• eecur \..tJ. emoh aharee of stock ob&ll not be aold aa 
collater 1 but eball be C5ncele4 by withdrawal an tho amo- nt 
reo 1~ed fter w1thJrawal placed to tbe credit ot the note 
or loan. and the ucesa, if an7, be paid t o tba borPowing 

U!bez-. 

AP RO'I J): 
--~:-~e~~J~~I~C~K~-· 

Attorm J • General 

JLUaEO 

Your a ver7 trulJ, 

J~ e [.. . RornBoRtel 
1 1 tent ttorne,r-oener 1 . 


