EUILDING AVD LOAY #« Home OUwyners' Loan Corporation bonds,

September 21, 1933,

Hon. Ira A, ¥McBride

Supervisér

Bureau of Buillding and Loan Supervision
Jefferson City, Missouri

Dear iir, lcBride:

On August 7th, 1933, we rendered an opinion which
held:

"If the building and loan companies sub-
stitute or exchange their first mortgages
or deeds of trust for bonds of iHome Owners'
Loan Corporation, it would be an indirect
method of imvesting its money in such bonds,
which the statute does not permit, It 1s
our opinion that legislation will be
necessary before bonds of Home Owmers' Loan
Corporation may be accepted by building
end loan companies in lieu of their firat
nortgages or deeds of trust and until such
time the uTnin may not accept the bonds
in exchange.

Since thies ruling, based upon the existing law, considerable
interest hsg been nemifested; so much so that His Fxecellency, the
Governor, hes given the assurance that in the Special Session to be
shortly called he will,to the extent of his power, to pramote
President Foosevelt's National Recovery Program, urge changes to
conform present State laws to that program. To do this means
helping distressed home owners,

Reasonably assured, therefore, that legislation will be
enacted permitting the acceptance of i me Owners' Loan Corporation
bonds by building and loan associstions on distressed loans, we
advise thet ss a matter of policy to be pursued in the individual
case, such bonde llﬂ be accepted according to the vlan hereinafter
pet forth, We are placing thies suggestion of acceptance ss a
determination of policy and not as a guestion of law.
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In our opinion of August 7th we show thet building and

loan associations may invest their fumnds in seversal particular

8. e restate: first; on shares of stock owned by share-
;:{dﬂ'l.' second; on prime unencumbered real estate, third; to
other building and loan associations, fourth; in lawfully
issued obligations of the Land Bank of the State of WMissouri,
fifth; on bonds of the Umited States, sixth; bonde of the
State of Missouri. However, due to the depressed condition
in all lines of business during the past few yearr and the
lack of employment of a large percentage of home owners, many
mortgage loans have fallen arrears, valuation of roai estate
has decreased and unpajd taxes have absorbed, in some cases,
entire equities. Irn other instances, building and loan associe
ations have been compelled to foreclose their loans with the
result that the up-keep, insurance snd taxes on sueh real estate
have far exceeded the rental value derived from such property,
which has added a great burden to associations, These costs

t continue for some time and, if, and when, the property is
80ld a loss would be incurred. Therefore, to protect the o~
holders of building and loan associations in this emergency and
to help distressed home owmers, we est that in each partiec-
uler case where the home owner is distressed and the only mesans
and metho! available whereby building and loan associsations
may compromise an existing liebility, then such mortgages may
be exchanged for bonds of the flome Owners' Loan Corporation,
Thus, when bonds are exchanged, 1t will be a method of repayment
of a loan by borrowing shareholders (Section 5601 Laws of 1o.,1951).
Second, when building and loan associations by foreclosure heve
title to property by virtue of such, then said bonds may be
aceepted in exchange for the real estate thus scquired. (See
Section 5600, Laws of Mo., 1931, p. 153.)

In no event shall these bonds be considered or acquired
&2 sn investment and if acguired such should be listed as
"collections™ or "compromise of an indebtedness™ or "securitics
acquired by virtue of l.lliﬂg a 11ability”, respectively, as
the case may be. <+t should be your further policy that these
bonds be disposed of at an early practicable date to the best
adventage of build and loan companies. It i1s our understand-
ing that the value of these bonds have greatly increased and
will rema'n constant; that there is a market for them; end further,
that sueh will be accepted as collateral for loans by Federal
Feserve BEsnks and by “ederel lome Loan Panks. Ve again remind
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thaet the principal of thege bonds are not zuaranteed, Lut
he interest of four per cent is guaranteed for a period of
eighteen years,

Before such bondes may be accepted & resolution must be
adopted or the by-lews of building and loan associatione changed
to perait them to dc the thin:s suggested in this opinion, It
will be your duty before these bonds may be accepted, in any
event, to sprrove such by-laws or resolutions,

‘e 112t some of the adveantages derived by poermitting
building end loan sssociations to accept these bonds:

(1) By building end loan essocistions accepting
these bonds, it will insure Missouri s great-
er, or at lesst its proportionate share of
such allotted to 1t, &~ the associations own
e majority of mortzages held in this State.

(2) It will be acdvantageous to home owners who are
borrowing shareholders or who have lost their
homes by foreclosure,

(3) Building and loan associstionsz will be able to
mitigate their losses on undersecured loans,

(4) Building and loan associstions may pay with-
drawing shareholders with these bonds if such
members will accept then,

(85) The eollateral festure for lcans,

(6) By using the bonds as & means to liguidate
immarketeble assets (real estate).

(7) It wil) take certain kind of resl estate off
the market, which at present has no sale value
and theredby increcrse the value of remaining
real estate.

It 1s our conclusion end opinion that you may promulgate
2 policy in accordance with the above and foregoing suggestions
for such a perioed of time as required for the emsctment of pPOner
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legislotion, ¥e have in good faith relaxed our position on this
matter, believing in the assurence ziven, the statutes will de
changed in such manner ag to conform with this opinion.,

Yours very truly,

James L, HornBostel
Assistant Attorney-teneral,

APPROVED:
T FOY MeRITTRICK
Attorney-General
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