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Mr. Swocr, from the Committee on Finance, submitted the following

REPORT

[To a,ccompa}ny 8. 4569)

The Commlttee on Finance, to whom was referred the blll (S. 4569)
relating to loans to veterans on their adjusted-service certificates,
having considered the same, report it to the benate w1thout recom-

mendation.
Following is a letter recelved by the chairman from the Admlnm-

trator of Veterans’ Affairs, dated June 16, 1932:

VE‘I‘ERANS ADMINISTRATION,
' Washington, me 18, 1932.

Hon. REED Ssoor,
Chairman Committee on Finance, Umted States Senate,
, W hingam, D C.

My DEAB SENATOR SMOOT; 'I‘his is in rpply ﬁo ur letter of May 14, 1932,
with which you forwarded for report a copy of venty-second Congreas,
a bill relating to loans to veterans on their sdjpswd-eerwce oemﬁcates
. This bill would, supersede portions of gection 502 (c) and (d) of the World
War. adjusted compensdation act, as amended, by provl ng for the decrease of
the interest rate, charged a veteran to redeem 4 loan paid by. th administmtlon
from 6 per cent compounded annual,l to 3 Fer cent com ound annuggldy
provisions of this propoaed bill wo to .all certificates redee;n by, t
administration from banks before, M w after, the passage of. this proposed
measure, and :the interest ra,te on such ce; 1ﬁcates wouig be reduced f rom 6 per
cent. to 3 per cent, from the date hxa propoaed measure goes into efféot

Section 2 of this bill would supersede that portion of section 602 (1) of the act,
a8 amend whic rovides th;t; an inter ,rat»e of not more than 4% per cent
com uu tmnu y may ‘be charged,on t loans made on and after February
27, 1031, by decreasing the interest rate to pot more than 3 per,cent compounded
annuall I) o all loans nade after the enactment of this bill into s law, and (2).on
all admf stration loans made before the passage of this me ure, such reduced
mte to take effect from the passage of this measure. It wou | not apply to out-

oans made by ban fnor .o the passage of this act.

Section 502 (c) of the origingl World War a.dj ted comf)ensation act. provided
that if a veteran did not, & y the principa.l and interest of a Opn upon its maturity,
the bank holding the note and certificate could, at an after maturity of the
loan but not before the expiratlon of six months after he loan ‘'was made, rfz esent
them to the Director of the U. 8. Veterans’ Bureau who was autho
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redeem the loan and to hold the eertificate untfl ‘'maturity or until any prior time
upon receipt from the veteran of an amount equal to the sum of the amount
paid by the United States to the ‘bank in:cancellation of his note, plus in-
terest on such amount from the time of such payment to the date of such
reeeipt, at 6 per cent per annum, compounded annually. Subdivision (d) of
the same section provided that if the veteran failed to redeem his certificate
from the director before its maturity, or before his death, the director could
deduct from the face value of the certificate an amount equal to the sum paid .
to the bank on account of the note of the veteran, plus interest on such amount
from the time of such payment to the date of maturity of the certificate or of
the deﬁth of the veteran, at the rate of 6 per cent per annum, compounded
annually. B

The original World War adjusted compensation act permitted the .veterans
to secure loans on their adjusted-service certificates only from ‘“‘any national
bank, or any bank or trust company incorporated under the laws of any State,
territory, possession, or the District of Columbia.” It was not until the amenda-
tory act of March 3, 1927, that the Director of the U. 8, Veterans’ Bureau was
authorized to make loans to veterans upon their adjusted-service certificates
from the United States Government life insurance fund. It was provided by
that act at the rate of interest made from such fund should be 2 per cent per
annum more than 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 district in which the loan was made. The amenda-
tory act of February 27, 1931, which increased the loan basis of adjusted service
certificates to 50 per cent of the face value of such certificates provided that ‘“‘in
no event shall the rate of interest on any loan made after this subdivision takes
effect exceed 4% per cent per annum, compounded. annually.”

Since it is now possible to make direct loans at a rate of interest that does not
exceed 4% per cent per annum, compounded annually, there seems an inequality
with the proyision of the original law that authorizes the Government to charge
6 per cent on redeemed loans. , ,

The situation has been somewhat relieved by a decision of the Comptroller
General dated April 23, 1932, which held that as the law now stands interest at
the rate of 6 per cent per annum, compounded annually, on all loans by banks
made on or prior to February 27, 1931, snd redeemed by the Government either
prior or subsequent to that date, is réc}uired to be charged a;;ainst the adjusted-
service certificate of the veteran, and interest at the rate of 4% per cent com
pounded annually, on all loans by banks made subsequent to February 27, 1931,
and redeemed by the Government, is rex}uired to be charged against the adjusted-
service certificate of the veteran. He further held that while the amendatory
act of February 27, 1931, would not ipso facto reduce the rate of interest on
existing unFaid loans, such act did not intend to prohibit the use of the recognized
compmercial practice of refinancing a prior loan by a subsequent loan in a greater
amount, ence, it is held groper to include the amount of an unpaid loan
made prior to February 27, 1931, plus accrued interest at the rate of 6 per cent,
in a loan made subsequent to that date for a greater amount under the terms o:
the amendgto?i( act, and to charge interest at the rate of 43§ per cent, compounded
annually, on the total.amount. This latter practice has been in effect since the
amendment in question. o o i ,

This’ pro[)‘pse measure makes provision forfpa.dvment to the Government life-
insurance fund out of the adjusted-sérvice certificate fund of a sum sufficient
to cover the difference in interest from the agreed amount to 3 per cent com-
pounded annuau& It is suggested that if the committee should give further
consideration to-this proposed measure, it stiould be umended to include a very
clear provision that the Administrator of Veterans’ Affairs be authorized to
transfer from the adjusted-setvice certificate fund to the United Btates Govern-
ment life-insurance fund a sum sufficient ‘to cover the loss of interest by reason
of the amendments from the effective date of the act, to the final date of the
maturity of the loan. Attention also should be called to the necessity in the
event of passage of such a bill, to provide for the reinvestment of the United
States Government life-insurance fund, because of the fact that 38 per cent K:x
annum, compounded annually, is not a fair return on the investment of that,
fund. The (fro sed bill fajls to make any provision for this.

The Worl ar adjusted compensation Er‘ovides (with certain limitations)
that former members of the Military and Naval Establishments be credited with
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$1 per day for service in the UInited States and $1.25 per day for service overseas
this basic credit to be increased by 256 per cent because of deferred payment, and
the gross credit to be used as a net single premium for what is essentially in the
nature of the purchase of a 20-year endowment insurance policy, computed ac-
cording to the American experience table of mortality with interest at 4 per cent
compounded annually, Thus it may be readily preceived that any reduction in
the interest rate below 4 per cent would result, in effect, in the increasing of the
amounts of the adjusted compensation as fixed in the original statute, It
might at first appear, if a careful examination of collateral effects were not made
that the Government would profit because of making loans under the recen
amendatory legislation at 4} per cent interest; however, in fact, just the opposite
result will likely obtain, as while it is true that some time ago the interest rate
prevailing for Government issues was unusually low, it should be borne in mind
that this represented only a temporary condition and that none of the funds so
secured as a part of the general financing operations was specifically borrowed
for the purpose of making loans on sdjusted-service certificates, though of
course the revision which was necessary for the Treasury to make in its financing
plans because of the amendment to the adjusted compensation act of February
27, 1931, engendered the increasing by many hundreds of rillions of dollars of
the amount which had to be obtained through the sale of securities,

In view of the fact (1) that the effect on Government financing of the granting
of loans on adjusted-service certificates in increased amounts, has been and is a
decidedly adverse one, and (2) that the present rate of interest being charged is
considered most reasonable, and (3) a change in the intevest rate to 3 per cent

r annum compounded annually would result in reduced earnings to the United

tates in the amount of $398,623,833-(the preceding figure is based upon approxi-
"mate amount of loans outstanding at March 31, 1932, of $1,350,000,000), I feel
constrained to recommend against favorable consideration of this proposed
measure, :

Although this bill has not been presented by this administration to the Director
of the Bureau of the Budget, I wish to inform you that on a similar measure he
stated that in view of the cost involved, it would not be in accord with the financial
program of the President.

This administration can not recommend favorably regarding any further
liberalization of the World War adjusted compensation act, as amended, at this
time.

A cogy of this letter is inclosed for your use.

e

ry truly yours,
Frank T, HiNnes, Administrator.
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