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REPORT
ON

WAR VETERANS’ BONDING AND
LOAN AMENDMENT

(State Measure No. 13)

Purpose: To increase from 4%, of the assessed valuation to 3% of the true cash
value of all property in the state as a maximum limitation on the
amount of state bonds that may be issued to raise funds to make farm
and home loans to World War II and Korean War Veterans.

To THE BOARD OF GOVERNORS,
THE CiTy CLUB OF PORTLAND

This Committee was given the assignment of studying and reporting on the pro-
posed constitutional amendment referred to the electorate by the 1959 session of the
State Legislature which will, if adopted, increase the amount of indebtedness the state
may incur for the purpose of making loans to certain war veterans. The amendment, if
adopted, would raise the limit of such indebtedness from 4%, of the assessed valuation
to 3%, of the true cash value of all the property in the state and would extend the period
for determining the eligibility of World War II Veterans from September 2, 1945 to
December 31, 1946.

Additionally, it would set a termination date of January 31, 1980 for the making
of loans to World War II Veterans and a termination date of January 31, 1988 for the
making of loans to Korean War Veterans. Also it would establish the terminal date of
December 31, 1960 for the period in which a Korean War Veteran, who was a non-
resident of Oregon at the time he started his military service, might qualify for such loan
privileges by residing in Oregon for at least two years after his separation from military
service.

SCOPE OF RESEARCH

Your Committee interviewed H. C. Saalfeld, Director, and Ernest J. Smith, Man-
ager of Farm & Home Loans, of the Oregon Department of Veterans Affairs; Fred
Paulus, recently retired Deputy State Treasurer; Ward Cook, State Senator, realtor and
President of the Oregon Pioneer Savings and Loan Association; Karl L. Wagner, Chair-
man of the Oregon Joint Veterans’ Legislative Committee, and Louise Humphreys of
Oregon Tax Research. Individual members of the Committee interviewed Everett
Mitchell, Secretary of the Committee To Protect Oregon’s Credit, and H. E. Wilson, As-
sistant Loan Guarantee Officer of the Loan Guarantee Division of the Veterans’ Ad-
ministration of the United States government. Your Committee also studied the argu-
ments put forward by “Committee Thirteen, United Citizens Serving Oregon’s Economic
Progress,” representing Oregon Association of Real Estate Boards, Oregon State Grange,
Oregon State AFL-CIO, and United Veterans for Measure 13.

Your Committee also reviewed the annual reports of the Oregon Department of
Veterans’ Affairs for the years ending June 30, 1959 and June 30, 1960, certain mortgage
figures for the States of Oregon and Washington supplied by the Federal Home Loan
Bank Board, the State Treasurer’s statement of outstanding bonds of the State of Oregon
as of May 1, 1960, and the City Club committee report of October 31, 1958 on a similar
proposed constitutional amendment referred to the electorate by the 1957 session of the
Oregon Legislature. The attorney member of the Committee reviewed the Oregon law
relating to this measure.

LEGISLATIVE HISTORY

The practice of permitting the State to make direct loans to veterans from a fund
created by the issuance of bonds was first introduced to Oregon by the adoption of Article
XI-C of the Oregon Constitution at a special election held June 7, 1921. This article
combined a cash bonus program with a loan program for veterans of World War I; by
later amendment, eligibility was extended to include veterans of the Spanish-American
War. Article XI-C was repealed by the electorate on November 4, 1952.

The present veterans’ loan program had its origin in new Article XI-A of the Ore-
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gon Constitution, created in 1943 by House Joint Resolution No. 7 and adopted by vote
of the people on November 7, 1944. This article covered veterans of World War II and
limited the amount of indebtedness which could be incurred for creation of the lean fund
to 39 of the assessed valuation of all property in the state. The termination of eligibility
was described as the end of hostilities with the axis powers.

A constitutional amendment adopted by the electorate on November 7, 1950 modi-
fied the service and residence requirements for eligibility for leans, and increased the
Iimit of indebtedness from 3% to 49 of assessed valuation. A further constitutional
amendment adopted by the people on November 4, 1952, extended the eligibility to vet-
erans of the Korean conflict.

During the 1957 Legislative Assembly ORS 407.040 was amended to increase the
maximum amounts which could be loaned to qualified veterans from $92,000 to $13,500 on
homes, and from $15,000 to $30,000 on farms. Senate Joint Resolution No. 35 adopted by
the 1957 Legislature proposed a constitutional amendment to provide additional funds
to carry out the expanded program under these higher loan limits and to make the date
of termination of service for determining eligibility for veterans’ loans uniform with that
of other veterans’ benefits. This measure was submitted to the electorate at the Novem-
ber 4, 1958 general election and defeated.

Senate Joint Resolution No. 14, adopted by the 1959 Legislature, now refers to the
voters at the November 8, 1960 election a proposed amendment to Article XI-A of the
Oregon Constitution which, as stated earlier in this report, would increase constitutional
bonding limits for war veterans’ loans from 49, of assessed valuation to 3% of the true
cash value of all property in the State. The amendment also provides that no loan shall
be made to veterans of World War II after January 31, 1980, or to veterans of the Korean
War after January 31, 1988.

FINANCIAL EFFECT OF PRESENT MEASURE

The true cash value of all Oregon property on January 1, 1960, as determined by the
State Tax Commission, amounted to $9,526,782,027.00. Thus the new bonding limit would
be $285,803,460.00. As the state now has $150,000,000 face value of veterans’ loan bonds
outstanding, the adoption of this measure by the electorate would mean a present addi-
tional borrowing limit of appoximately $135,000,000.

It is estimated by reliable authorities that the “true cash value” of Oregon property
will continue to increase approximately $500,000,000 each year. Consequently the adop-
tion of the proposed measure will mean an increase in the borrowing limit of around
$15,000,000 each year, or a total of approximately $420,000,000 between now and January
31, 1988, the termination date for making loans to Korean War Veterans.

As the assessed value of property in Oregon on January 1, 1960 amounted to
$2,662,054,587 the present borrowing limit is $106,482,000. (The $150,000,000 of bonds
now outstanding is of course in excess of this limit. This resulted from Multnomah
County’s action in 1958 of increasing its assessment ratio to 1009, which later was re-
duced to 45%.) Thus it will ke seen that while the proposed measure, if adopted, would
authorize the issuance of $135,000,000 of additional bonds, it would actually increase the
present bonding limit in the amount of $179,000,000, or 168%,.

When it is remembered that in 1958 the voters rejected a request for a 509, increase
(from 4% to 6% of assessed value) it seems to your committee to be most unfortunate
that the issue has been confused by changing the basis from assessed value to true cash
value. While there may have been no intent to confuse, it seems obvious that many voters
will not understand the relationship of assessed value to true cash value, nor the mag-
nitude of the percentage of increase in the bonding limit.

REVIEW OF LOAN PROGRAM

From October 1, 1945 through May 1, 1959 the Department of Veterans’ Affairs is-
sued $162,000,000.00 “Oregon Veterans’ Welfare Bonds” of which presentely $150,000,-
000.00 are outstanding. The effective interest rate on these bonds presently outstanding
ranges from 1.4494% to 3.6543% per year. The average effective interest cost is 2.868%
on these bonds.

The total loans made up to July 1, 1960 aggregated $224,113,274 of which $207,749,-
384 were on homes and $16,363,890 on farms. The repayments on principal of mortgages
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were $70,956,365. This leaves a balance of receivables as of July 1, 1960 of $153,156,909.
These loans are composed of the following:

Interest Rate Number Balance at 6-30-60
49, 18294 $144,311,641
5%, 2048 8,845,268

Total 20342 $153,156,909

(The 5% interest rate pertains to loans on properties the ownership of which has
been transferred to anyone other than a qualified veteran or members of the original bor-
rower’s immediate family.)

The total number of loans made to July 1, 1960 was 30,753, of which 4,345 were made
in the fiscal year ended June 30, 1960, for a total amount of $44,783,150. The net operat-
ing revenue during the same fiscal year was $1,228,281.54, while the net operating rev-
enue for the total program to June 30, 1960, was $6,488,493.48.

It has been noted that the report of the Department of Veterans’ Affairs as of June
30, 1959, showed a net profit to that date of $6,237,958.70. This would indicate a net
profit of only $250,534.78 for the year ending June 30, 1960, rather than the $1,228,281.54
shown above. We have been advised by Mr. Saalfeld, Director of the Department of Vet-
erans’ Affairs, that the apparent discrepancy was caused by the report of June 30, 1960,
being prepared on the accrual basis, while the report of June 30, 1959, was prepared on
the cash basis.

It also has been noted that a publication by Committee Thirteen, which apparently
was formed to promote the constitutional amendment, contains a statement to the effect
that the veterans’ loan program has made “a gain to the State of nearly $11 millions”.
Your committee has been unable to reconcile this figure with the statement submitted by
the Department of Veterans’ Affairs.

ARGUMENTS FOR THE MEASURE

1. Veterans should be assisted in the process of rehabilitating themselves into civilian
life.

2. Veterans should be compensated for their wartime service by making available to
them the benefits of the state veterans’ loan program at an interest rate lower than those
charged by banks, savings and loan associations and other commercial financing com-
panies.

3. Only 15%9%, of eligible veterans have obtained state loans and it would be dis-
criminatory to deny the same loan privileges to the remaining eligible veterans.

4. If the measure fails, it is estimated that state veterans’ loans will fall 7877 below
last year’s total.

5. The economy of the state is improved by the residential and agricultural improve-
ments made possible by the loan program. Additions to the tax rolls soon follow.

6. The loan program has been profitable. As of June 30, 1960 the Veterans’ Depart-
ment showed net operating revenue of $6,488,493. Net operating revenue for the fiscal
year ending June 30, 1960 was $1,228,281 after payment of operating expenses, interest
on bonds and expenses of the Department’s Veterans’ Service Division.

7. In some areas of Oregon the state veterans’ loan program provides the only mort-
gage money available.

8. The sale of Oregon veterans’ loan bonds brings needed mortgage money into Ore-
gon from eastern financial centers.

9. It helps the Portland Metropolitan area which needs additional mortgage money.

10. The state veterans’ loan program releases funds of private lending agencies for
other types of loans.

11. Farm projects are increased as the program provides one of the few sources
of farm purchase loan money in Oregon.
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12. In addition, the program will benefit builders and construction individuals, realty
firms, title companies, appraisers, attorneys and insurance companies, so that significant
business activity results from a continuation of the loan program.

13. The proposed amendment provides for a partial termination of the loan program
on January 31, 1980 and its complete termination on January 31, 1988.

ARGUMENTS AGAINST THE MEASURE

1. The need to assist veterans in becoming integrated and useful members of society
no longer exists, but the measure proposes to extend the loan program for World War I1
and Korean War Veterans 19 years and 27 years respectively.

2. Tt is discriminatory in aid given to one segment of our population but not to all,
and to some ex-members of our armed forces but not to all.

3. If the program is one of benefit to compensate for wartime services to our country
it should reward all veterans and not just those who need loans for homes and farms.

4. Defeat of the measure will not mean that the loan program will be discontinued,
as repayments on outstanding loans will provide approximately $12,000,000.00 per annum
for new loans.

5. The argument that the loan program is needed for the supplying of mortgage
money in our state is fallacious, as ample funds are available for all properly secured
loans.

6. The program will become costly to the state as it will produce an over supply of
state bonds which will make it necessary for the state to pay higher interest rates on all
of its bonds.

7. Such a loan program is unfair competition to financing organizations who must
charge rates in reasonable relation to the interest they must pay in order to obtain the
funds they loan.

8. The program is an unwarranted expansicn of state social services.

9. The State of Oregon will lose income taxes it would have collected if the loans to
veterans had been made by private lending agencies.

10. As interest rates on all bonds have risen during recent years the state is now un-
able to borrow money at a rate sufficiently low to keep it from losing money on the mak-
ing of mortgage loans at an interest rate of 4%.

11. There is financial risk involved in any loan program of this kind and in a period
of recession in real estate values, with resulting defaults in loans made by the Veterans’
Department, the state’s finances could be jeopardized.

DISCUSSION OF ARGUMENTS FOR AND AGAINST

A review of the arguments for the measure will point up that although they are num-
erous they may be divided into three categories. First, that certain World War II and
Korean War Veterans are entitled to the benefits of this loan program and that many
veterans will not receive such benefits unless additional funds are now made available;
second, (although some of the measure’s proponents seem to place it first in importance)
the continuation and enlargement of the loan program is vital to the economy of our
state; and, third, the program has produced a profit for the state.

Although the passage of time has somewhat obscured the purpose of the legislature
and the electorate in adopting the present veterans’ loan program, it seems probable that
it was conceived as a means of assisting returning veterans to rehabilitate themselves,
also to reward them in some measure for the time spent serving their country in a period
of war.

No one should deny the propriety of governmental assistance in the rehabilitation of
war veterans, where rehabilitation is necessary because of physical, emotional or financial
handicaps brought about by wartime service. There should also be no quarrel with rea-
sonable financial rewards for wartime service, at least where such wartime services were
performed at some risk or loss to the veteran.
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Your committee doubts that anyone is seriously contending that the granting of
state loans fifteen years after the end of World War II and seven years after the end of
the Korean War has any relation to the rehabilitation of the veterans of those wars.

It is true that many eligible veterans will not receive the benefits of this loan pro-
gram unless a substantial amount of additional funds is supplied by state borrowing.
The borrowing and loaning program to date (with $150,000,000 of bonds outstanding as
of June 30, 1960) has provided loans to an estimated 154 %, of eligible veterans. It has
been estimated that approximately 609, of eligible veterans would eventually obtain
state loans if sufficient funds were made available.

It seems obvious that in order to make sufficient funds available for 609, of the eligi-
ble veterans it would require not only the $135,000,000 that would be supplied by the
measure we are reviewing but additional borrowings that would bring the total up to
somewhere between $500,000,000 and $600,000,000. This raises the question of whether
our state should expend that amount of its borrowing potential in order to provide equal
loan privileges for all eligible veterans, and, if not, where and when the program should
end.

If we elect to stop short of the approximately $600,000,000 of borrowing there will,
of necessity, be discrimination, of a sort, with respect to the veterans who for some rea-
son did not make loan applications while funds were available. But discrimination of
one kind or another seems to be inherent in a program of this kind. Your committee notes
that any veteran who served for ninety days or more during either World War II or
the Korean War is entitled to loan privileges, assuming the required Oregon residence.
It is immaterial whether he spent his service period in a non-hazardous location and oc-
cupation, possibly drawing more pay than he would have earned in civilian life, or was a
part of the smaller percentage who were required to endure the hazards and suffering
of actual combat.

Thus it would seem that the reward is for time spent in the armed forces and the
resulting disruption in civilian activities rather than exposure to the risks of war. This
being true, is it not discrimination to refrain from giving the same loan privileges to
young men who have been required to serve in our armed forces since the end of the
Korean War, or who served in the period between World War I1 and the Korean War?
It seems probable they were subjected to as much personal risk and discomfort as many
“veterans” of the war periods, and no doubt their educational or vocational pursuits suf-
fered to some extent.

As has been noted earlier in this report, many of the arguments advanced in sup-
port of this measure have to do with the economic benefits flowing from the veterans’
loan program. Obviously such arguments must be grounded on the premise that a con-
siderable number of the loans, if not made by the state, would not or could not be made
by other lenders. If this is a sound premise then it seems to your committee that such a
result would have to arise from one or more of the following circumstances: (1) the
Department of Veterans’ Affairs makes loans where the risk element is so high they
would not be attractive to private capital, (2) the relatively low interest rate encourages
and expands mortgage borrowing by veterans who otherwise would not do so, or (3)
the funds available in Oregon for mortgage loans are insufficient to supply the demand.

Your committee has noted that the Department of Veterans’ Affairs is authorized
to make loans up to 85% of the appraised value of the mortgaged property. This is a
more liberal loan policy than those established and followed by private lending agencies,
with the exception of loans guaranteed by the Federal government under its veterans’
loan or Federal Housing Administration programs. Because of this liberality, and because
the program has been designed to assist veterans rather than establish a prudent loan
program, it seems quite likely that a higher risk element exists in the loan portfolio of
the Department of Veterans’ Affairs than in those of private lending agencies. But it
should not be assumed from this possibility that the state veterans’ loan program sup-
plies funds that could not be obtained from other sources.

The Federal veterans’ loan guarantees are available to all veterans who would be
eligible for a state loan, and the Federal Housing Administration loans are available to
any borrower with a reasonable degree of financial responsibility. It is true, however,
that in the recent past interest rates on all borrowings have risen sharply and the supply
of mortgage money has been somewhat less plentiful than in former years, due to the






