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Comptroller of the Currency

Administrator of National Banks

Subject:
Soldiers’ and Sailors’ Civil Relief Act of 1940

TO:
Chief Executive Officers and Compliance Officers of All National Banks and 

All Examining Personnel

Background

As a result of the recent activation of military reserves, the OCC has received inquiries about the Soldiers’ and Sailors’ Civil Relief Act of 1940, 50 USC App. 501 et seq.  This advisory is issued to provide general information about certain provisions of the act that may affect national banks.  This letter incorporates and supersedes OCC advisory letters AL 90-12 (general information about provisions of the Soldiers’ and Sailors’ Civil Relief Act of 1940) and AL 91-1, (discussion on a provision of the act–reduction of loan interest rates).

The act protects persons called to active military service and their dependents from undue hardship resulting from their military service.  It does not relieve active military personnel from their financial obligations; it only suspends enforcement of these obligations until the ability to meet them is no longer materially affected by military service.  

Rate of Interest

Generally, the act limits the amount of interest that may be collected on debts of persons in military service to 6 percent per year during the period of service.  This provision of the act applies to all debts incurred prior to the commencement of active duty (including credit card and other open-end debt).  The act defines “interest” to include service and renewal charges or any other fees or charges (except insurance) that are related to the obligation or liability.

This reduced interest rate provision applies unless, upon application by the creditor, a court finds that the ability of the person in military service to pay interest on the debt at a higher rate is not materially affected by his or her military service.  In these cases, the court may order the payment of a rate of interest that it determines to be just. 

Monthly payments on amortizing debts may need to be reduced when the interest rate on the debt has been reduced to 6 percent.  The payment should be reduced to the amount needed to fully amortize the loan at 6 percent by its scheduled maturity date.  The reduction in the interest rate does not change the creditor’s obligation to permit repayment of the loan over its contractual life.  The purpose of the act is to provide relief to persons in military service “to enable such persons to devote their entire energy to the defense needs of the Nation.” 50 USC App. 510.  A reduction in the interest rate without a corresponding reduction in the payment amount has the effect of shortening the maturity of the loan without providing the needed short-term relief to the person called to active military service.

Installment Contracts

The act also addresses installment contracts for the purchase of property that were entered into by a person in military service prior to commencement of active duty.  The act generally prohibits the other party from rescinding or terminating the contract or repossessing the property purchased for nonpayment of any installment that became due (or any other breach of the contract) during the period of military service.

Mortgages/Trust Deeds

The act contains certain rules regarding mortgages or deeds of trust.  Generally, it prohibits the sale, foreclosure, or seizure of property for nonpayment of any amount due on (or other breach of) obligations secured by a mortgage, trust deed, or similar security during the period of military service.  It also generally prohibits such actions within three months after termination of service.  In either case, the:

· Property must have been owned by the person in military service at the time his or her service commenced;

· Obligation must have been incurred prior to commencement of military service; and 

· Property must still be owned by the person in military service.

Exercise of Rights

The fact that a person applies for or is granted temporary relief from his or her obligations and liabilities pursuant to the act may not in itself be the basis for any of the following:

· A determination by a lender that the person is unable to pay the obligation or liability in accordance with its terms; 

· A creditor’s denial or revocation of credit, change in the terms of an existing credit arrangement, or refusal to grant credit in substantially the amount or on substantially the terms requested; 

· An adverse report related to the creditworthiness of the person; or 

· A refusal by an insurer to insure the person.

Dependents and Persons Secondarily Liable

Many of the benefits accorded to persons in military service by the act relating to financial obligations may be extended to dependents of such persons if the dependents apply to a court for the extension.  The dependents will receive the benefits unless, in the opinion of the court, the ability of the dependents to comply with the terms of the obligation is not materially impaired by the military service of the person on whom they are dependent.  Additionally, the provisions of the act may apply, under the discretion of the court, to other persons who are primarily or secondarily liable on obligations of persons in military service incurred prior to commencement of such service.

Additional provisions of the act may apply to an individual bank’s operations or its customers’ circumstances.  The OCC therefore encourages national banks to seek the advice of bank counsel to resolve any disputes that arise over claims for relief and to ensure your institution’s compliance with the act.  Banks should monitor their portfolios and the performance of loans affected by the act and adjust loan loss allowances accordingly.  

If you have any questions regarding this issuance, please contact your local supervisory office, the Compliance Operations and Policy Division at (202) 874-5900, or the Community and Consumer Law Division at (202) 874-5750.


David G. Hammaker

Deputy Comptroller for Compliance Operations and Policy

PAGE  
Date: October 25, 2001
Page 3 of 3

