
Home Owners' Loan Corporation 

1. SUMMARY 

D URING the fiscal year 1940, assistance given by the Home 
Owners' Loan Corporation to home owners was further ex

tended and intensified by various legislative and administrative 
measures. These aids, designed to help borrowers in meeting their 
mortgage obligations, were accompanied by a continuation of the 
normal program of liquidation in which the Corporation is now 
primarily engaged.  

New measures to aid the borrowers of the Home Owners' Loan 
Corporation may be summarized as follows: 

1. By an amendment to the Home Owners' Loan Act, the Cor
poration was authorized to extend amortization periods to a maxi
mum of 25 years, if, in the judgment of the Corporation, the cir
cumstances of the home owner and the condition of the security 
justify such extension or revision.  

2. By resolution of its Board of Directors, the Corporation made 
provision to accept, until further notice, interest at the rate of 4% 
percent per annum on all payments due on and after October 16, 
1939, on the indebtedness of home owners to the Corporation arising 
from any loan, advance, or sale of property.  

3. To reduce the hazards resulting from default on taxes and 
insurance, a procedure was established enabling borrowers to remit 
taxes and insurance premiums to the Corporation in periodic pay
ments with the loan installment.  

In addition to these new measures, the Home Owners' Loan Cor
poration has continued to extend every reasonable assistance to 
borrowers to enable them to keep their homes. For example, cases 
of default are studied carefully on an individual basis and every 
effort is made to postpone foreclosure as long as possible. Informal 
adjustments of loan terms are made to help borrowers over periods of 
financial stringency. Substantial advances have been made to 
borrowers to keep them current on taxes and insurance and to help 
them maintain their properties in good repair.  

The progress toward liquidation of the Corporation's affairs was 
marked by a decrease in the total balance of loan and property 

121

__ _ _ V

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1939-40
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accounts from $2,629,952,937 to $2,436,945,646 during the fiscal 
year 1940. The Corporation made particularly rapid progress in 
marketing its acquired properties. Because sales greatly exceeded 
new acquisitions, the number of properties owned and in process of 
acquisition declined from 99,354 to 70,780. On the liability side, 
the bonded indebtedness of the Corporation was reduced from 
$2,949,305,025 to $2,634,808,900. The combined resources of the 
Corporation showed a drop from $3,114,821,877 to $2,790,002,453 
during the year.  

The vast majority of the original borrowers of the Corporation 
have made great strides in reducing the indebtedness on their homes.  
On June 30, 1940, the average loan balance outstanding per original 
borrower was $2,268 as compared with an average original loan to 
these borrowers of $2,930 at the time of HOLC refinancing-a reduc
tion of 22.6 percent.  

After provision of $187,246,962 for past and future losses, the 
deficit of the Corporation as of June 30, 1940, stood at $76,453,005.  
Although the various new measures adopted during the fiscal year 
involved a heavy increase in work load, administrative expenses 
were reduced by 7.2 percent and personnel by 10.6 percent.  

2. NEW AID TO HOME OWNERS 

Reduction of Interest Charges 

The acceptance of interest at the rate of 4%2 percent on all loans and 
the extension of amortization periods in a large number of cases repre
sented a broad revision of borrowers' payments to the Home Owners' 
Loan Corporation. In the original Home Owners' Loan Act, interest 
charged on HOLC loans had been stipulated at a maximum rate of 
5 percent, with the exception of cash loans made at the rate of 6 per
cent. Only 2,314 loans of this type were made. The amortization 
period generally had been 15 years.  

The resolution of the Board of Directors of the Home Owners' Loan 
Corporation providing for the acceptance of interest at the rate of 
4% percent was adopted on September 7, 1939: 

In case of payments becoming due on and after October 16, 1939, and until 
further notice, interest will be accepted at the rate of 4Y percent per annum on 
the indebtedness of a home owner to the Home Owners' Loan Corporation arising 
from a loan, advance, or sale of property which carries an interest rate of 5 or 6 
percent per annum.  

Under the terms of this resolution, the benefits of reduced interest 
charges were extended to all debtors of the Home Owners' Loan 
Corporation, whether origina borrowers or purchasers of properties
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sold by the Corporation on the deferred-payment plan. The loan 
contracts remained unchanged, thereby saving both borrowers and 
the Corporation expense and delay in redrawing loan papers. In the 
case of vendee instruments entered into since October 1, 1939, how
ever, an interest rate of 4% percent has been written into the contract.  

The savings accruing to HOLC debtors during the next fiscal year 
as a result of this revision of interest rates is estimated to be in the 
neighborhood of $9,000,000, or $10.50 per debtor to the Corporation.  

Loan Extensions and Revisions 

The Act "to allow the Home Owners' Loan Corporation to extend the 
period of amortization of home loans from fifteen to twenty-five years," 
approved August 11, 1939, reads as follows: 

Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That (a) the fourth sentence of section 4 (d) 
of the Home Owners' Loan Act of 1933, as amended, is amended by striking out 
before the semicolon the words "fifteen years" and substituting therefor the words 
"twenty-five years." (The amended sentence now reads, "Each home mortgage 
or other obligation or lien so acquired shall be carried as a first lien or refinanced 
as a home mortgage by the Corporation on the basis of the price paid therefor by 
the Corporation, and shall be amortized by means of monthly payments sufficient 
to retire the interest and principal within a period of not to exceed twenty-five 
years; but the amortization payments of any home owner may be made quarterly, 
semiannually, or annually, if in the judgment of the Corporation the situation of 
the home owner requires it.") 

(b) That the sixth sentence of section 4 (d) of the Home Owners' Loan Act of 
1933, as amended, is further amended to read as follows: "The Corporation may 
at any time grant an extension of time to any home owner for the payment of any 
installment of principal or interest owed by him to the Corporation or may at any 
time during the existence of the mortgage grant an extension and revision of its 
terms to provide for the amortization by means of monthly payment sufficient to 
retire the interest and principal within a period not to exceed twenty-five years 
from the date of its execution if in the judgment of the Corporation the circum
stances of the home owner and the condition of the security justify such extension 
or revision." (Public No. 381, Seventy-sixth Congress.) 

Under the authority of this amendment, the benefits of loan exten
sions and revisions were made available not only in those cases where a 
favorable outcome seemed to be a matter of reasonable probability, 
but in many other cases, even though the eventual result may be in 
serious doubt, provided the borrower had any possible chance of meet
ing his obligations under the extended or revised loan.  

Where extensions of the amortization period were not practicable, 
loan contracts frequently were revised to provide for the gradual 
liquidation of arrearages, in keeping with a procedure established by 
the Corporation in 1937, under which formal adjustments of loan

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1939-40



124 REPORT OF FEDERIAL HOME LOAN BANK BOARD, 1940 

payments had been granted to 88,048 borrowers prior to October 1, 
1939.  

The extension program was initiated October 1, 1939, and was 
virtually completed at the end of the fiscal year 1940. At that time, 
the bulk of applications for extensions and revisions had been proc
essed, but there will continue to be a small number of extensions 
each month in the future as circumstances arise which adversely affect 
the paying ability of individual borrowers. It was possible in many 
States to provide for the necessary adjustment of mortgage loan 
contracts without title searches, and without recording the extension 
agreements. Thus, the benefits of loan extensions were made available 
at a minimum cost to the borrowers.  

In order to make available the benefits of the extension program to 
a maximum number of home owners and to avoid unnecessary fore
closures, action was held up on all foreclosure cases in which extension 
or revision of loan terms held out any hope of affording a solution to 
the borrower's difficulties. While the procedure for carrying out the 
program was being worked out, the regional offices were instructed to 
refrain from foreclosure in all cases except those where circumstances 
precluded any possibility of adjustment. The opportunities offered 
by the program were made known to all delinquent borrowers.  
During the period of processing extension applications, foreclosure 
was authorized only in cases of abandonment of the property, death, 
wilful default, hopeless inability to pay, and similar instances where 
extension would offer no solution.  

Execution of the Extension Program 

As of June 30, 1940, the Corporation had received 229,945 applications 
for extensions and revisions. The processing of these applications 
is shown in the following table: 

Loan extensions and revisions, Oct. 1, 1939, through June 30, 1940 

Percent Percent 
Number oftotal Number ofappliapplica- cations 

tions approved 

Applications received----- 229,945 100.00 Applications approved..__---- 207,579 100.00 
Applications rejected--------- 16, 583 7.21 Applications withdrawn 1-..- 9, 581 4. 61 
Applications pending decision- 5,783 2.08 Applications in process of 
Applications approved-....-- 207, 579 90.71 closing.---- - -------- 5,331 2. 57 

Extended and recast accounts 
set up on the books for 
closing 

2
._... . .

192, 667  92. 82 

1 In these cases, applications had been approved by the Corporation but remained unclosed due to death 
of the borrower, refusal of the borrower to sign the agreement, and various other reasons.  

2 Of this number, 164,112 had been fully consummated. The remaining 28,555 applications were still 
awaiting final closing.  

From October 1, 1939, to June 30, 1940, extended and recast ac
counts were set up for 192,667 borrowers and vendees, or about
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22.3 percent of the total number of Corporation borrowers and 
vendees at the latter date. Of these accounts, 172,491 involved an 
extension of amortization periods, and 20,176 provided for a revision 
of the borrower's payments without extended amortization (loans 
recast). Exhibit 56 shows the number of extensions and revisions 
set up on the books after October 1, 1939, by HOLC Regions and 
by States.  

These extensions and revisions provide for the inclusion in the 
amount of the loan, as extended or recast, of delinquent interest and 
principal and of any advances made by the Corporation for delinquent 
taxes, assessments, and insurance. In this manner, a home owner 
to whom an extension is granted is brought to a current status with 
respect to all obligations under his mortgage, and is given a new start 
with revised installment payments.  

The total debtor balance of the 172,491 accounts set up for ex
tension from October 1, 1939, through June 30, 1940, was $567,922,504.  
Of this, $86,976,495 represented principal arrearage, $3,311,355, 
interest arrearage, and $477,634,654, unmatured debtor balance.  
The average account extended in that period had a total debtor 
balance of $3,292.48, representing principal arrearages of $504.24, 
interest arrearages of $19.20, and an unmatured debtor balance of 
$2,769.04 at the time of extension.  

In order to provide the best possible safeguard against future de
linquencies on taxes and insurance, the Corporation has required that 
home owners to whom an extension or revision is granted enter into 
a tax and insurance agreement with the Corporation. Under this 
arrangement the home owner agrees to deposit monthly with the 
Corporation one-twelfth of the amount of his annual taxes and one
thirty-sixth of the amount of a three-year fire insurance premium.  

The program of extensions and revisions naturally placed emphasis 
on the accounts on which arrearages had been most heavy. Of the 
total loans extended and recast from October 1, 1939, through June 
30, 1940, there were 54.1 percent in arrears more than twelve monthly 
installments, and 35.4 percent in arrears more than eighteen months.  

Accounts extended and recast from Oct. 1, 1939, through June 80, 1940, classzfied 
by arrearage age groups at time of extension 

Percent 
Installments in arrears: oftotal 

Less than 3 months ----------------------------- 6. 7 
3 to 11 months --------------------------------- 39. 2 
12 to 17 months ------------------------------- 18. 7 
18 months and over - ------------------------- 35. 4 

Total _ ------------------------------------ 100.0
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Under the authority of the new amendment to the Home Owners' 
Loan Act, loan extensions up to 25 years were granted to original 
borrowers only; amortization periods on vendee accounts were limited 
to a maximum of 20 years.  

The following table shows the distribution of accounts extended 
and recast in the period from October 1, 1939, through June 30, 1940, 
by the revised amortization periods: 

Distribution of accounts extended and recast from Oct. 1, 1939, through June 30, 1940, 
by amortization periods 

Number of accounts 

Amortization periods from original date of loan 
Original Vendee Tot 

loans accounts Total 

Within 15 years---------------------------------- 19,725 451 20,176 
More than 15 but less than 16 years-------- -------------------_ 3,142 42 3,184 
More than 16 but less than 17 years.-- ----------------------- 4, 363 35 4,398 
More than 17 but less than 18 years_---------------- ------------ 5, 666 56 5, 722 
More than 18 but less than 19 years----- ------------------- 6, 332 117 6, 449 
More than 19 but less than 20 years -------------------------- --- 7, 621 346 7,967 
More than 20 but less than 21 years.------------------------------ 8, 100 1, 206 9, 306 
More than 21 but less than 22 years ----------------------------- 8, 284 -----....-.. 8, 284 
More than 22 but less than 23 years. ------------- --- --------- 10,413 ---------_ 10,413 
More than 23 but less than 24 years.---. ------------------- - 16, 749 ------ 16,749 
More than 24 but less than 25 years------------------------- 41,387 ---- ------- 41,387 
Exactly 25 years.. ----------------.------------------ .- - 58,632 ...--------. 58,632 

Total---------------------------------------..----- 190,414 2,253 192,667 

Of the 192,667 accounts extended or recast after October 1, over 
three-fourths were revised by extending amortization periods from 
20 to 25 years. Almost one-third of the accounts were given the 
maximum extension of 25 years. About 90 percent of the accounts 
extended or recast were for terms beyond the 15 years for which the 
loans were originally written.  

The performance record of borrowers granted the benefits of loan 
extensions and revisions has been too short to warrant any definite 
conclusion as to the effectiveness of the program. It is hoped that 
through the program a substantial number of borrowers who have 
been unsuccessful in meeting their payments will now be able to pay 
the lower monthly installment and thus finally free their homes from 
debt. On the other hand, it cannot be ignored that in many cases 
extensions have been granted only as a last resort to afford the home 
owner every available means of assistance, and when serious de
linquencies on extended accounts occur, foreclosure becomes in
evitable. At the end of the reporting period, 6,175 loans extended 
under the program were in default, that is, more than three months 
in arrears; and as of the same date, foreclosure had been authorized on 
368 of such loans as it became evident that the borrower was unable 
or unwilling to keep up payments despite the revision of the loan.
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Tax and Insurance Deposits 

The program for the establishment of tax and insurance deposits by 
borrowers resulted from the experience gained by the Corporation 
over a number of years. In dealing with approximately one million 
home owners, the Corporation found that one of the most serious 
obstacles to home ownership is the burden of taxes, insurance, and 
other carrying charges which must be paid in addition to the loan 
installment. While loan payments generally are made in monthly 
installments, those other carrying charges usually are to be remitted 
in lump sums. Real estate taxes are the most important item of this 
character and in some areas they have been the principal cause of 
default to the Corporation. In order to overcome this obstacle, the 
Corporation has established facilities for the advance accumulation 
by home owners on a monthly basis of funds for taxes and insurance.  
The plan permits the home owner to pay monthly in one amount the 
loan installment and accruing taxes and insurance premiums on his 
property. When taxes and insurance premiums come due they are 
paid automatically from the funds accumulated by the home owner 
in this manner. In providing a systematic method for the accumula
tion of necessary tax and insurance funds, the Corporation is in a 
position to prevent many defaults which would inevitably occur.  
The home owner finds it easier to meet his tax and insurance pay
ments by building up the amount needed in small payments each 
month.  

Both the Home Owners' Loan Corporation and its borrowers are 
likewise interested in saving penalties and interest charges on tax 
delinquencies. Before the introduction of the plan, penalties and 
interest included in tax payments that the Corporation made for 
borrowers were averaging more than $500,000 per month. Since 
September 1939, such expenditure has been declining each month 
and, with the completion of the program, penalties and interest on 
taxes will be virtually eliminated. For the home owner, the new 
procedure reduces the threat of tax default and ultimate foreclosure.  

Prior to the time it arranged for the establishment of tax and 
insurance accounts, the Corporation paid approximately $300,000 
annually for the searching of public tax records to determine whether 
Corporation borrowers had paid their taxes and, if not, to ascertain 
the years and amount of delinquency. This information was necessary 
to permit the Corporation to protect the priority of its lien on the 
mortgaged property. With a large percentage of its borrowers on 
the tax and insurance accumulation plan, the Corporation will be 
spared much of the expenditure for searching public tax records.
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Finally, the Corporation, to protect its interests, had been obliged 
to advance considerable amounts to home owners for the payment of 
taxes. In the fiscal year 1940, such advances totaled $66,283,241.  
It is hoped that, through the medium of tax deposits, delinquency will 
be avoided in many cases where it might otherwise have occurred, and 
that the Corporation will be relieved of much of the necessity for 
advancing funds for taxes.  

Municipalities and other public bodies benefit from the new plan 
by prompt receipt of real-estate taxes. In short, the tax deposit 
service, to the extent that it is successful in enabling the borrower to 
meet his obligation promptly, is profitable to all parties interested in 
the mortgaged property-the home owner, the Corporation, and 
local tax authorities.  

As of June 30, 1940, tax and insurance agreements had been closed 
with 289,849 original borrowers and 38,225 vendees, or 38.3 percent 
of the total number of borrowers and vendees on the books of the 
Corporation at that date. The Corporation is requiring the estab
lishment of tax and insurance accounts for each new vendee. Pur
chasers of acquired properties are thus given the advantages of a 
modern attractive loan contract, and the HOLC will not find it neces
sary to incur heavy expenses for taxes and insurance in servicing its 
vendee accounts. As was pointed out on page 125, the establishment 
of tax and insurance deposits has also been made mandatory for home 
owners to whom loan extensions were granted.  

The results of the new program and of the inclusion of delinquent 
taxes in extended accounts can be seen in the sharp decline in the 
number of accounts with tax delinquencies during the fiscal year 1940.  

Number of accounts in arrears on taxes, by status of accounts, fiscal year 1940 1 

A ccounts Accounts not Total Percent of 
Month also in de- in default accounts in total 

fault on loan on loan pay- arrears on active 
payments ments taxes accounts 

1939 
July ------------------------------------ 102,457 102,588 205,045 24.2 
August.-------------------------------- - 77,259 94,064 171,323 20.3 
September ,...----- - --- -------------- 54, 750 86,124 140, 874 16.7 
October ------------------------------------- 42, 239 85, 256 127, 495 15.1 
November ,------------ ------------------ 33, 312 69, 816 103,128 12.1 
December .--------- --------------------- 27,517 56,967 84,484 9.9 

1940 
January --- .------ ------------ 22,778 54,188 76, 966 9.1 
February ---------------. ----------- 18,466 51,021 69, 487 8. 2 
March ...-- ------ ----------------- 13, 586 50,132 63, 718 7.5 
April ------------------------------------- 10,268 40,972 51,240 5.7 
May ------ --------------------------------- 9, 972 41, 032 51,004 6.0 
June..---..--------------------------------- -- 7,731 36,334 44,065 5.1 

1 Accounts in default refer to those accounts which are delinquent more than three monthly payments in 
principal and interest as well as taxes. Accounts not in default consist of those which are current as to 
principal and interest, but delinquent in taxes. Active accounts include all original borrower accounts 
and all vendee accounts on which the Corporation is still making collections. In other words, they represent 
all accounts less those which have been paid in full and those foreclosed or authorized for foreclosure.
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3. GENERAL OPERATIONS DURING THE FISCAL YEAR 

Shifts in Status of Accounts 

During the reporting period, the accounts of the Corporation showed 
some significant changes. The number of original loan accounts was 
further reduced by repayments of original loans in full and by fore
closure. Property accounts declined sharply mainly because of 
increased property sales which, in turn, resulted in an increase of 
vendee accounts. A substantial number of accounts were wholly 
terminated not only through complete retirement of the borrowers' 
indebtedness, but also through cash sales of properties, and for various 
other reasons.  

The number of original borrowers receiving HOLC loans was 
1,017,824. However, up to June 30, 1940, the Corporation had set 
up a total of 1,019,138 accounts, the increase resulting principally from 
divisions of the properties on which original loans had been made.  
The status of these accounts at the end of the last two fiscal-year 
periods is shown in the following table: 

Status of accounts, June 80, 1989, and June 30, 1940 

June 30, 1939 June 30, 1940 

Number Percent NumberPercent Number P Number e of total of total 

Total number of original accounts _ - ----------- 1, 018,687 100 0 1,019,138 100.0 
Active original accounts on the books --- ------- 793, 643 77.9 759,137 74.5 
Active vendee accounts on the books----------------- 51,873 5.1 97, 025 9.5 
Foreclosures pending (original loans and vendee accounts)_ 15, 769 1.5 6, 177 6 
Properties owned and in process of acquisition ------------. 99, 360 9. 8 70, 780 7.0 
Accounts wholly terminated - --------- -------- 58,042 5. 7 86,019 8.4 

Of the total number of accounts, 8.4 percent had been wholly ter
minated as of June 30, 1940, leaving the task of final liquidation of 
91.6 percent of all accounts. Three-fourths of all accounts were still 
in active status on the records as of June 30, 1940, while 0.6 percent 
were in various stages of foreclosure procedure; 7 percent were on the 
books as properties acquired through foreclosure or deed in lieu of 
foreclosure and still owned by the Corporation; and 9.5 percent of all 
original accounts were represented by properties previously acquired 
and sold to third parties on a deferred payment plan (vendee accounts).  

The extension program had a profound effect on the status of 
original borrower accounts on the books of the Corportaion. As 
past delinquencies were included in the loan amount as extended, 
arrearages were wiped out in one single operation. Hence, many
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borrowers who had been in default moved into the category of satis
factory performance, but since the extension program has been in 
effect only a few months, there is no yardstick available for measuring 
the permanency of these shifts.  

Of the active original loan accounts at the end of the reporting 
period, there were 700,760, or 92.3 percent, in satisfactory status.  
These borrowers were either paying on schedule or were less than 
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three months in arrears, or if they were more than three monthly 
installments in arrears, they were reducing their delinquency by 
regular payments. Only 58,303, or 7.7 percent of the active original 
borrowers as of June 30, 1940, were in default and not liquidating.
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Status of active borrower accounts, original loans only, June 30, 1940 

Unextended loans Extended or recast Total loans 1 
Classification 

Number Perct Number ent N
u m

ber Percent of total ue of total of total 

Total borrowers in "active status" _----- 509, 313 100.00 249, 750 100.00 759,063 100.00 

Paying on schedule or less than 3 months 
in arrears_-- ------- 436,455 85.69 230,779 92.40 667,234 87.90 

More than 3 months in arrears but liqui- 5.  
dating ----- ___- --------- - - 27, 767 5. 45 5, 759 2.31 33,526 4.42 

Total in satisfactory status- ------. 464, 222 91.14 236, 538 94.71 700, 760 92. 32 
In default and not liquidating ------- ---- 45,091 8 86 13, 212 5.29 58, 303 7. 68 

1 Includes all accounts extended or recast prior to and since Oct. 1, 1939.  

Irrespective of whether all the shifts brought about by the extension 
program prove to be permanent, the fact remains that the great majority 
of original borrowers have experienced no serious difficulty in fulfilling the 
terms of their obligations. This performance record is a good indica
tion of the measure of success with which the Home Owners' Loan 
Corporation thus far has accomplished its purpose. The low-cost 
amortized loans made by the HOLC are enabling most of its borrowers 
not only to meet their interest payments, but through regular repay
ment of principal to acquire substantial equities in their homes. Put 
simply, the HOLC is serving as the medium through which a large 
number of people in imminent danger of losing their homes a few years 
ago are now well on the way to debt-free home ownership.  

Collections 

In the fiscal year 1940, the Home Owners' Loan Corporation collected 
$80,709,552 in interest and $175,796,316 in principal from original 
borrowers, or a total of $256,505,868 as compared with $270,084,559 
the year before. This decrease in collections was due to the reduction 
of the rate of interest charged from 5 to 4% percent, the reduction in 
monthly loan installments on extended accounts, and to a decline in 
the number of original accounts as a result of unavoidable foreclosures.  

The increase in the number of vendee accounts was reflected in larger 
collections on such accounts. During the fiscal year 1940, the Cor
poration collected a total of $50,048,308 from vendees as compared 
with $27,762,525 the year before. Interest receipts amounted to 
to $9,531,005 during the reporting period as against $4,644,189 for the 
fiscal year 1939.
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Cumulatively through June 30, 1940, the Corporation had collected 
on original loans and vendee accounts $664,285,674 in interest and 
$863,809,859 in principal, aggregating $1,528,095,533. Proceeds from 
cash sales and initial payments on property sales are included in these 
figures. Of the total, $220,190,184 represents amounts received on 
accounts which have been paid in full.  

Normally, the collection record of the Corporation from month to 
month is a good indication not only of the performance of borrowers, 
but of the general business situation which is the most important factor 
determining the borrowers' performance. In the fiscal year 1940, 
however, the execution of the extension program somewhat blurred 
the picture, both because it reduced amounts falling due and because a 
number of borrowers withheld payment in anticipation of adjustments 
while the program was worked out.  

Arrearages at the end of the fiscal year 1940 totaled $35,118,808, 
of which $34,197,227 was due on original loan accounts and $921,581 on 
vendee accounts. Of this total, $32,282,380 represented amounts due 
and unpaid on principal, and $2,836,428 amounts due and unpaid on 
interest. Again, the extension program through which delinquent 
principal, interest, taxes, and other items were included in the loan 
amount as extended resulted in a decline of arrearages over the pre
ceding year.  

Loan Service 

In addition to its routine duties of billing home-owner borrowers each 
month and contacting delinquent borrowers by mail or personal calls 
to work out a solution of their problem, the Corporation had to carry a 
heavy work load resulting from the revision of loan terms undertaken 
during the fiscal year 1940. Regular billings had to be changed for all 
borrowers to conform with the charging of interest payments at the 
lowered rate of 4% percent. After the passage of the 1939 amendment 
to the Home Owners' Loan Act, 224,162 applications for extensions 
and revisions were received and examined through June 30, 1940, and 
virtually all of these home owners were contacted by representatives to 
determine a detailed program of extension or revision of the loan.  
Finally, the establishment of tax and insurance deposits for borrowers 
involved additional work.  

The following table at the top of the opposite page shows the num
ber of borrowers and vendees being serviced at the end of the fiscal 
year 1940.
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Number of accounts serviced 

Original Vendees Total borrowers 

Total active accounts 1 ...... ..---------_ - .--- ----------_---.-- 759, 063 96, 618 855, 681 
Unadjusted accounts.--------.. ..-- ----------.-- 509, 314 94,427 603, 741 
Loans extended beyond 15 years __-- ------------ - 165, 254 1, 707 166, 961 
Loans recast within 15 years 2 -------------------- 84,495 484 84,979 

Tax and insurance accounts_ . --------------------------- 289, 849 38, 225 328, 074 

1 For definition, see footnote on p. 128.  
2 Includes accounts recast prior to Oct. 1, 1939.  

The 251,940 accounts on which extensions had been granted or 
which had been recast, required special attention in order that default 
under the revised terms and a recurrence of the difficulties which 
necessitated the revisions be avoided. In addition, there were 76,337 
unextended accounts more than three months in arrears requiring 
special servicing attention.  

In its loan service operations, the Home Owners' Loan Corporation 
has continued to treat each individual case on its merits, in an effort 
to assist borrowers in their rehabilitation and to avoid foreclosure.  
Every consideration is given to borrowers who are behind in their 
payments, and in addition to the formal revisions described in earlier 
sections of this report, numerous informal adjustments are made to 
prevent more serious default and final foreclosure. Even after fore
closure has been authorized, a revised payment schedule may be 
agreed upon and the foreclosure withdrawn. The Corporation's 
servicing activities are guided by the principle that foreclosure shall 
not be resorted to until every means of possible rehabilitation has 
been exhausted. To sum up, the Corporation's servicing operation 
is one representing a fuller development than any heretofore attained 
in the history of home mortgage finance.  

One of the measures provided for the mutual protection of the 
Corporation and its borrowers is the advance of supplemental amounts 
for the payment of taxes, insurance, repairs, and similar costs. Nor
mally, home owners are expected to make such payments from their 
own funds. However, many of the distressed mortgagors with whom 
the Corporation is dealing have difficulty in meeting these carrying 
charges on their homes in addition to regular interest and principal 
payments due the Corporation. In order to help its borrowers meet 
these costs during periods of difficulty, and to protect the security 
behind its mortgage loans, the Corporation has advanced substantial 
amounts to original borrowers after refinancing their loans.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1939-40



134 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1940 

The following table indicates that advances for the payment of 
taxes and insurance represent over 97 percent of all advances made 
through June 30, 1940. The Corporation has established a system 
of tax and insurance accounts through which borrowers accumulate 
in monthly installments funds for payment of their taxes and insur
ance (see page 127). As these accounts are set up, the Corporation 
frequently finds it necessary to advance sufficient funds to wipe out 
past tax and insurance delinquencies, and give the borrower a fresh 
start on the monthly accrual plan. This explains the fact that ad
vances for taxes increased substantially during the last fiscal year.  
Supplemental advances by the Corporation for these carrying charges 
should decline sharply in the future.  

Advances to original borrowers, by purpose 

Fiscal year Taxes Insurance Reon- Misella- Total tioning neous 

1934 ....------------------------------ $1,619 $17,017 ...... .. ...... $18,636 
1935....----------------------- __ --- - 85,035 391,349 $3,696 $676 480,756 
1936 . .- -------------------. 1, 563, 728 2,144,683 311, 362 21,904 4,041, 677 
1937....... --------------. --- 11,349,050 1,215,925 528,159 66,477 13,159, 611 
1938 . - --------------------.. 18,607,296 1,269,992 386,026 133,013 20,396,327 
1939.....------- --------------------- 36,991,707 1,068,715 415,172 145, 979 38,621,573 
1940 ..---------------- ------------- 66,283,241 778,422 886,627 881,794 68,830,084 
Cumulative, June 30, 1940 ------------- 134,881,676 6,886.103 2,531,042 1, 249,843 145, 548, 664 

Foreclosure Operations 

Foreclosures authorized on original loans, after deduction of with
drawals, numbered 11,078 in the fiscal year 1940, or only one-third 
of the 1939 volume. Net foreclosures on vendee accounts were 795, 
as against 394 the year before. The Corporation acquired 4,334 
properties during the year by deed in lieu of foreclosure, as compared 
with 6,127 in the fiscal year 1939.  

The largest factor responsible for the reduction in foreclosures was 
the policy pursued by the Corporation in carrying out the program 
of loan extensions and revisions. As 'was pointed out in a previous 
section of this report, foreclosure action was held up during the exe
cution of the program in order that the largest possible number of 
borrowers who were in difficulties might take advantage of the pro
gram. In many cases, foreclosure authorizations were withdrawn 
with the result that at times withdrawals outnumbered authorizations 
for foreclosure.  

The table at the top of the following page shows the trend in fore
closure authorizations and withdrawals during the fiscal year 1940, 
by months.

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1939-40



HOME O'WNERS' LOAN CORPORATION

Foreclosure operations during the fiscal year 1940, by months 

Original borrowers I Vendees 

Authori- With- NetAuthori- With- Net 
zations drawals author- zations drawals author

1939 
July.... . .....---------- --------- .- 2,967 501 2,466 67 11 56 
August -- _-------------------- 2,996 587 2,409 66 6 60 
September.. -- _ ---------------- 2, 268 556 1, 712 63 10 53 
October __---- --------------------- 1, 366 545 821 52 14 38 
November -------------------------_--- 871 455 416 46 16 30 
December--------------- 639 1, 387 -748 36 10 . 26 

1940 
January....--------------------- ------- 902 929 -27 52 9 43 
February__--- - --------------- 995 529 466 55 5 50 
March ... ..----------------------- -. 979 423 556 83 9 74 
April. ------------- ---------- 1,251 387 864 115 16 99 
May ---- - ------------------- 1,314 386 928 172 22 150 
June_--_ - -------------------- 1, 549 334 1,215 141 25 116 

Total ....----------------------- 18,097 7,019 11,078 948 153 795 

As the extension program approached completion, foreclosures 
showed some increase from the low level reached in the last few 
months of 1939 and at the beginning of 1940, and a further resur
gence of foreclosures must be expected after the bulk of justifiable 
extensions has been granted. For one reason, foreclosures postponed 
during consideration of extensions must be instituted in those cases 
where careful investigation shows that even the most generous 
revision of loan terms would fail to bring the borrower's obligations 
within his ability to repay. Also, it is inevitable that some borrowers 
with whom extension agreements have been concluded will lapse again 
into serious default, making foreclosure unavoidable.  

Cumulatively from the beginning of operations through June 30, 
1940, the Corporation had authorized 208,005 foreclosures on original 
loans, of which 25,891 were withdrawn, for a net total of 182,114.  
Foreclosures authorized on vendee accounts numbered 1,544, of which 
255 were withdrawn, leaving a net total of 1,289. Of the total 
authorizations, the Corporation has acquired a total of 29,025 prop
erties by deed in lieu of foreclosure. Exhibit 57 presents, cumu
latively to June 30, 1940, net foreclosure authorizations on original 
loans and vendee accounts, by HOLC Regions and by States, and the 
ratio of net foreclosures on original loans to the total number of such 
loans.  

In many cases, foreclosure results not from genuine inability to 
repay, but from wilful refusal to pay, abandonment of the property, 
death of the borrower, legal complications outside the control of the 
Corporation, and failure to cooperate in efforts made to protect the

270198-40---10

135

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1939-40



136 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1940 

borrower's investment in his home. Included in this latter category 
are proposals that the borrower supplement his income by renting 
the property, or that the property be sold in order to salvage at least 
part of his equity. In the liquidation of approximately 1,000,000 

CHART XLII 

FORECLOSURE OPERATIONS 
.,..... ORIGINAL ACCOUNTS AND VENDEE ACCOUNTS

DIVISION OF RESEARCH AND STATISTICS 
FEDERAL HOME LOAN BANK BOARD

loans that had been in serious distress only a few years ago, fore
closures resulting from causes other than inability to pay were found 
to be substantial in number-representing over half of all cases.  
That the Home Owners' Loan Corporation forecloses only after every 
consideration has been given to the borrower is indicated by the 
following table: 

Percent distribution of foreclosures brought through June 30, 1940, by accumulated 
arrearages prior to foreclosure 

Percent 
Arrearages before foreclosure: of total 

Less than 12 months_ --------------------------- 29. 2 
12 months to 17 months----- -- -------------- 20. 7 
18 months to 23 months -- ----------------------- 17. 4 
24 months and over----------------------------- 32. 7 

Total----------- ------------------------- 100. 0
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In slightly more than 70 percent of all cases, the Corporation has 
withheld foreclosure action, in the endeavor to work out with the 
borrower some satisfactory solution, until the arrearage has amounted 
to 12 monthly installments or more.  

Generally, the Corporation has found its larger loans to be those 
most likely to become foreclosure cases. A principal reason for this 
fact is that "overhousing" of HOLC borrowers is most frequent in the 
case of larger loans, that is, homes owned by such borrowers are far 
out of line with their present ability to pay under any terms, and even 
the greatest forbearance by the Corporation cannot begin to solve 
the borrower's problems.  

The following table presents a comparison of the average original 
amount of all refinancing loans made by the Corporation with the 
average original amount of such loans on which the Corporation had 
to foreclose during the period from June 1, 1939, 'to May 31, 1940.  
Supplementing these data, the average balance of foreclosed loans at 
the time of foreclosure is shown.  

Average original loan amount and loan balance outstanding of loans foreclosed, 
June 1, 1939, to May 31, 1940 

Average Average 
Average original loan 

HOLC Regions amount of loan balance 
OL Regions all loans amount of at time 

closed foreclosed of fore
accounts closure 

United States------------------------------------- $3,039 $3,996 $4,235 

Region 1-New York ----------------------------------------- 4, 756 5,146 5, 514 
Region 2A-Baltimore ..---- ------ - ------------------- 2,957 3,428 3,535 
Region 2B-Cincinnati_-- _ ------ -------- 3,054 2,732 3,428 
Region 3A-Atlanta ------------- 2, 325 2,919 2,823 
Region 3B-Memphis .-----------------------------------------. 2,550 3,041 3,032 
Region 4A-Chicago ----------..---------------- 3,830 4,372 4,252 
Region 4B-Detroit ___ ---------- 2, 710 3, 566 3,908 
Region 5A-Omaha ..- --------------------------- - 2,017 2,117 2,163 
Region 5B-Dallas...--------- ------------------------ 2,299 2, 529 2,506 
Region 6--San Francisco .--------.. - --.--.---------------------- 2,322 2,906 2,868 

For the United States as a whole, the average original loan amount 
of accounts foreclosed has been approximately one-third in excess of 
the average original loan amount of all refinancing loans made by 
the Corporation, demonstrating that foreclosures are concentrated in 
the group of the larger loans which generally means in the group of 
the more expensive homes. This observation holds true for all 
HOLC Regions, with the exception of the Cincinnati Region.  

The leniency shown by the Corporation before instituting foreclo
sure becomes evident from a comparison of the average original loan 
amount of foreclosed accounts with the average balance of such loans 
at the time of foreclosure. The accounts included in the table, it
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should be noted, were foreclosed upon in 1939-40. Hence, they had 
been on the books of the Corporation for three to six years, and in 
this period, some repayments on principal should normally have been 
made by the borrowers. Instead, the figures for the United States 
show that the average loan balance at the time of foreclosure was 
actually higher than the average original amount of the foreclosed 
loans. Thus, not only did the average foreclosed borrower fail to 
reduce his principal indebtedness by regular amortization, but the 
Corporation made substantial advances for taxes, insurance, and 
maintenance over and above the original loan amount before it re
sorted to foreclosure. This is most conspicuous in the New York 
Region, which comprises New York, New Jersey, and the New Eng
land States; in the Baltimore Region, including Delaware, Maryland, 
Pennsylvania, Virginia, and the District of Columbia; the Cincinnati 
Region, consisting of Ohio and West Virginia; and the Detroit Region, 
comprising Indiana and Michigan. In the remaining Regions, the 
average loan balance at the time of foreclosure was about the same 
as the average original loan, or slightly less.  

Decline of Real-Estate Holdings 

During the fiscal year 1940, the real-estate holdings of the Home 
Owners' Loan Corporation showed a substantial decline. Some im
provement had already been noted in the preceding fiscal year when 
the number of properties owned and in process of acquiring title 1 had 
decreased from 103,132 to 99,354. During the reporting period, this 
latter number was further reduced to 70,780, a decline of 28.8 percent.  
The combined capital value 2 of property owned or in process of 
acquiring title was $424,185,212, at the close of the current fiscal 
year, as against $549,441,184 on June 30, 1939.  

The peak of the Corporation's property holdings was reached in 
July 1938 when properties owned and in process of acquisition num
bered 103,349. Since then, the number of properties on hand and in 
process of acquisition has been reduced by 31.5 percent.  

The property holdings of the Corporation show an increasing 
tendency toward concentration in certain areas where the general 
real-estate situation is still abnormal and where foreclosures are most 
numerous and property sales most difficult.3 On June 30, 1940, over 

I Properties in process of acquiring title are those where the foreclosure action has been advanced to the 
point of judgment or sale but where because of the existence of a redemption period or for other reasons, 
some additional time must yet elapse before the Corporation can acquire full title.  

2 The capital value of property is represented by unpaid balances of loans and advances, unpaid interest 
to date of foreclosure, sale, or judgment, foreclosure costs, net charges prior to date of acquisition, and per
manent additions, initial repairs, and reconditioning subsequent to acquisition.  

' See Survey of Housing and Mortgage Finance, pp. 13-16.
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one-fourth of the properties owned and in the process of acquiring 
title were in the State of New York; at the end of the preceding fiscal 
year, this proportion had been only one-fifth. Further points of 
concentration are New Jersey, Massachusetts, Pennsylvania, Ohio, 
Missouri, and Wisconsin. All together, 62.9 percent of the properties 
owned and in process of acquiring title are located in the seven States 
mentioned above. Slightly less than 35 percent of the Corporation's 
loans were made in these same States.  

CHART XLIII

PROPERTIES OWNED AND IN PROCESS OF ACQUIRING TITLE 
AT THE END OF EACH MONTH 
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The improvement of the real-estate account of the Corporation 
during the fiscal year 1940 was due both to increased sales of proper
ties and reduced acquisitions through foreclosure or deed in lieu of 
foreclosure. The latter factor was in part the result of the drop in 
foreclosures attendant upon the execution of the extension program.  
Only 23,826 properties were acquired in the fiscal year 1940 as against 
41,743 the year before and 55,190 in the fiscal year 1938. Of greater 
importance, however, was the Corporation's expanding sales activity 
exemplified by 49,716 sales in the fiscal year 1940 as compared with 
37,771 in the fiscal year 1939 and 15,159 in the fiscal year 1938.
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Property acquisitions and sales, by fiscal-year periods 

Acquisitions Sales Ratio of 
__ number of 

Period sales to 
Number of Aggregate Number of Aggregate Aggregate number of 
properties capital value ' properties capital value sales price acuisi

1936..._ ----- 5,275 $23,930,096 142 $497,117 $523,055 2.6 
1937---------- ------ 39, 534 181,196,458 2,231 8,248,929 8,293,100 5.4 
1938-...---- ------- 55,190 303,226.436 15,159 62,001,901 54,182,578 26.7 
1939------ -------- 41, 743 228, 932,138 37, 771 166,888, 675 130,177,111 89.1 
1940--....-..-------..... 23, 826 127,055, 797 49, 716 241, 270,671 170,505,356 207.1 

Total --------- 165, 568 864, 340,925 105,019 478,907, 293 363, 681, 200 62. 8 

1 Includes all adjustments to June 30, 1940.  
2 For the purpose of computing the percentage of properties sold to those cumulatively acquired, proper

ties sold prior to acquisition, and properties remaining "in process of acquiring title" in Alabama have been 
added to the number of properties acquired.  

All together, through June 30, 1940, the Corporation has acquired 
165,568 properties, equivalent to 16 percent of the original loan 
accounts, and has sold 105,019 properties, or 63 percent of the prop
erties acquired. These figures include a small number of reacquisi
tions and resales.  

CHART XLIV 

PROPERTIES ACQUIRED AND SOLD 
BY MONTHS
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As will be seen from Chart XLIV, the volume of property sales 
began to exceed the volume of monthly acquisitions in April 1939 
and has consistently remained above the level of acquisitions from
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that date. The fact that this favorable trend developed prior to the 
execution of the extension program appears to confirm that the trend 
wag not brought about, but only accentuated by the drop of fore
closures in connection with the extension program.  

A relatively small number of HOLC properties have been disposed 
of for cash. The majority have been sold for a down payment 
averaging in excess of 10 percent, with the balance due amortized 
over a period up to 15 years. Since October 1939, new sales instru
ments have been written at an interest rate of 4% percent. Interest 
on the unpaid balances of vendee accounts originated prior to that 
time is also charged at the rate of 4% percent per year.  

Property sales through June 30, 1940, by terms 

Number of Percent of 
properties total 

Cash sales- ..------------------------------------------------------- 6,038 5.7 
Sales on security instruments------------------ ------------------------- 59,017 56. 2 
Sales contracts or other instruments in lieu thereof-------------------------- 39, 964 38.1 

Total---------------------------------- - ---------- 105,019 100.0 

Property sales through the end of the fiscal year 1940 resulted in 
a cumulative capital loss of $115,226,093, or an average of approxi
mately $1,097 per property, representing the spread between the 
sales price and the capital value on the books of the Corporation.  
The cumulative capital loss through June 30, 1940, was 24.1 percent 
of the capital value of all properties sold. A detailed statement of 
profit and loss on property sales, by calendar years, is given in 
Exhibit 58.  

The losses sustained in the disposition of properties do not warrant 
the conclusion that the sales experience of the Home Owners' Loan 
Corporation has been unfavorable. Losses resulting from the sale 
of real estate are computed on the basis of capital value which in
cludes all costs incident to the forbearance shown by the Corpora
tion toward its borrowers before foreclosure. For this reason losses 
are, in large part, the result of this forbearance. In its efforts to 
avoid foreclosure and protect the borrower's interest, the Corporation 
permits substantial arrearages to accumulate before proceeding to 
acquisition. Finally, when foreclosure is brought, foreclosure and 
acquisition costs must be added to the debt already increased by 
the borrower's loan and tax delinquency, and often extensive recon
ditioning is necessary to place the property in condition for sale.  
Hence, capital values in most cases exceed current market prices.  
The various elements entering into the capital value of properties
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owned and in process of acquiring title on June 30, 1940, are shown 
in Exhibit 59.  

The Corporation attempts to sell the properties which it has been 
forced to acquire as speedily as is consistent with the Government's 
interests and with the condition of the real-estate market. Pending 
sale, the vast majority of properties owned are being rented and are 
thus converted into an income-producing asset of the Corporation.  

On June 30, 1940, there were 83,923 dwelling units in properties 
owned by the Corporation. Of these units, 64,484, or 76.8 percent, 
were available for rental. The remainder comprised dwelling units 
held vacant for repairs, properties held vacant for immediate sale, 
those adversely occupied, and a few cases on which reports were being 
obtained. Of the units available for rental, 58,769, or 91.1 percent, 
were rented. 4 Operations of units available for rental are shown in 
Exhibit 60 which presents information on vacancies, rent collections, 
and average rent per dwelling unit.  

During the fiscal year 1940, the gross operating income derived 
from properties owned was $26,267,858, and the gross operating 
expenses on properties owned, exclusive of overhead costs, totaled 
$22,008,719, leaving a net operating income of $4,259,139. Cumula
tively from the beginning of operations to June 30, 1940, gross oper
ating income totaled $72,939,968, while property expense aggregated 
$62,619,049. Hence, the net operating income from property before 
payment of overhead costs was $10,320,919. The properties rented 
are earning, in addition to their own operating expense, more than 
enough to provide for the operating expense of all properties owned, 
whether available for rent or not.  

Increase of Vendee Accounts 

Due to increased sales of those properties which the Corporation has 
been forced to acquire, the number of vendees, that is, of individuals 
purchasing acquired properties from the Corporation, has been ex
panding over a number of years. At the end of the reporting period 
there were 97,404 vendee accounts on the books of the Corporation 
as compared with 764,935 original loan accounts. In other words, 
of the total debtor accounts, 12.7 percent represented accounts 
resulting from property sales by the Corporation, as contrasted with 
original refinancing loans.  

Although many of the vendee accounts have been established too 
recently to permit definite conclusions, the performance of vendees 
thus far has been satisfactory. Of the vendees in active status at 
the end of the reporting period, 96.3 percent were paying on schedule 

<In 378 cases, dwelling units could not be rented because the tenants were in the process of eviction.
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or were less than three months in arrears; 1.4 percent were more 
than three months in arrears but liquidating their delinquencies 
by regular payments; and only 2.3 percent were in default and not 
liquidating.  

Cumulatively through June 30, 1940, foreclosures against vendees 
numbered 1,544, of which 255 were withdrawn, leaving 1,289 net 
foreclosures, or 1.3 percent of the total number of properties sold on 
an amortized payment plan. Through the end of June 1940, there 
were 848 properties reacquired from vendees, and 58 properties were 
in the process of acquiring title.5 

Through June 30, 1940, property sales on a deferred payment basis 
have brought a total sales price of $343,480,644, which resulted in 
the setting up of vendee accounts to the extent of $299,915,015.  
The remainder constituted principally down payments received from 
property sales. Principal repayments and transfers have reduced 
the dollar amount outstanding on vendee accounts, as of June 30, 
1940, to $277,239,129, which figure includes $1,163,323 in advances 
made to vendees as well as unpaid balances of instruments received 
from partial sales.  

Reconditioning 

Reconditioning operations showed a sharp decline during the fiscal 
year 1940, due mainly to the reduction in the number of properties 
acquired, which necessitated less repair work for sales purposes.  
During the year, the number of reconditioning contracts completed 
was 66,085, in the amount of $17,722,229, as compared with 117,698 
in the amount of $26,590,243 the year before. Of these contracts, 
60,235 were for reconditioning of properties acquired by the Cor
poration or for properties in process of acquisition.  

The Corporation not only reconditions a large number of properties 
which it has been forced to acquire, but also advances funds to borrow
ers for repair and maintenance if the borrowers are unable to keep 
their property in a satisfactory condition. The Corporation has, of 
course, a vital interest in the protection of the security underlying its 
loans. At the same time, advances for reconditioning purposes 
represent one of the services which the Corporation provides for its 
borrowers in accordance with the intent of the Home Owners' Loan 
Act.  

From the beginning of operations to the close of June 1940, the 
Corporation has completed 795,894 cases of reconditioning, with a 
total expenditure of $157,071,700. In addition to these cases, certain 
other expenditures are made by contract management brokers who 

I These properties are included in the acquisition figures given on page 140.
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CHART XLV 
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have authority to provide for small maintenance repairs on properties 
under their management.  

Number of reconditioning contracts completed from the beginning of operations through 
June 30, 1940 

Number of Total dollar Averge 
Type of case contracts amount dollar 

completed amount amount 

1. Included in original loans to place homes of borrowers in a condi
tion of reasonable structural soundness -------- 417,393 $78, 255, 416 $187 

2. Advanced to borrowers since closing of loans for keeping homes in 
sound condition __ -------- 14,779 2,204,652 149 

3. Reconditioning to make acquired properties attractive for rent or 
sale_- - ----- ------- ----- 332,701 70,098,984 211 

4. Insurance cases supervised by the Corporation ----------------- 31,021 6,512,648 210 

Total ------ --- -------------------- 795,894 157,071,700 197 

The reconditioning activities of the Corporation have been an im
portant factor in halting blight in older residential districts. In a 
number of communities, its efforts have stimulated reconditioning and 
modernization by home owners and by private mortgage-lending in
stitutions which hold real estate for sale. At the same time, the Cor
poration has been impressed by the vast extent of blight in American 
cities and by the need for a well-planned program of conservation for
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urban neighborhoods. Consequently, the technical staff of the 
Corporation has participated in the preparation of neighborhood 
conservation surveys and in the development of cooperative neighbor
hood improvement plans in areas where it has a heavy concentration 
of loans and properties. The Corporation has a very real stake in 
preventing blight in these areas. Realization of its investments and 
protection of borrowers' equities depend to a considerable degree on 
successfully resisting the growth of slums. During the fiscal year 
1940, a report on conservation problems in the Waverly area in 
Baltimore was published to provide a pattern for the physical restora
tion of urban neighborhoods. 6 

Appraisal Activity 

The total number of appraisals completed in the fiscal year 1940 was 
90,872 as against 101,118 in the preceding fiscal year. Of the total, 
21,141 were initial appraisals as a result of foreclosure, and 65,064 
represented reappraisals or supplemental reviews made to keep ap
praisal data up to date and abreast of changes in local economic con
ditions, real-estate values, and the physical condition of properties.  
The remaining 4,667 appraisals include reports for miscellaneous 
purposes.  

Although the refinancing operations of the Home Owners' Loan 
Corporation were closed in June 1936, appraisals are still an important 
tool in the management of the Corporation. The majority of ap
praisals are used as a guide in determining sales prices of acquired 
properties. Appraisals are also necessary in the conduct of normal 
property management activities such as improving or recondition
ing owned properties. In addition, the Corporation uses appraisals 
in certain legal proceedings.  

The Appraisal Section of the Corporation renders additional services 
to the other agencies under the Federal Home Loan Bank Board for 
which the Corporation is reimbursed. Also, under a cooperative 
arrangement with the Federal Works Agency and the Procurement 
Division of the U. S. Treasury, the Section assists in the appraisal 
of various types of properties throughout the country, particularly 
old post office and customhouse structures which are no longer needed 
for Government use. During the fiscal year 1940, four large appraisals 
were completed for the War Department, involving several thousand 
acres of land, both improved and unimproved.  

During the reporting period, the Home Owners' Loan Corporation 
sponsored Technical Appraisal Conferences held in several States and 

4 See Survey of Housing and Mortgage Finance, page 22.
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open to any person interested in appraisal work. A general improve
ment of appraisal techniques is of vital interest to the Corporation, the 
other agencies under the Board, and especially to the local home
financing institutions with which these agencies are concerned.  

Insurance 

Significant changes were made during the latter part of the reporting 
period in the Corporation's program with respect to insurance of its 
borrowers' properties as well as its own properties against fire, wind
storm, and other hazards. In May, an agreement was concluded with 
the Stock Company Association providing for an open policy in each 
State and Territory under which the properties of those borrowers 
who maintain accounts with the Corporation for taxes and insurance 
(see p. 127) and also the properties of those borrowers who neglect to 
obtain insurance coverage may be insured as required by the Corpora
tion. In June, a plan was adopted for accumulating reserves to cover 
fire and other hazard losses on properties owned by the Corporation.  

It should be emphasized that the majority of the Corporation's 
borrowers continue to furnish their own insurance policies from com
panies of their own selection and through their own agents just as 
they have in the past. The HOLC provides only that the insurance 
carrier be licensed by the State in which the borrower's property is 
located and that the policy meet the requirements of the Corporation 
under the terms of its mortgage.  

For the properties owned by the Corporation and for the properties 
of such borrowers as failed to provide adequate insurance protection, 
contracts had been maintained since 1935 with the Stock Company 
Association, which was formed to represent the stock fire insurance 
companies, and the Mutual Company Association, which was formed 
to represent the mutual fire insurance companies. When the Cor
poration, in the summer of 1939, began to offer its borrowers the 
opportunity of arranging for the monthly payment of taxes and in
surance on their properties, renewals of their insurance policies were 
ordered from the Stock Company Association or the Mutual Company 
Association, depending upon the type of policy which the borrower 
had previously provided.  

In the late summer of 1939, the Corporation began a thorough 
study of its entire insurance program in order to reduce the costs of 
this protection. Because of the unusually large number of mortgage 
loans and properties held by the Corporation, the reviewing and 
checking of numerous separate policies as they were written and 
renewed involved considerable detail work. Also, several years of
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experience evidenced that the fire losses on the Corporation's owned 
properties and on those of its borrowers have been very low compared 
with the premiums charged for the insurance of these properties. In 
February 1940, all insurance companies licensed to do business in 
the United States were invited to submit bids for the insurance of the 
Corporation's properties and also those of its borrowers. A total of 
twenty-nine bids was submitted. After a careful study of each of 
these, the bid of the Stock Company Association was accepted, a new 
contract was executed, and the existing contracts cancelled.  

Under this new contract, properties of the Corporation's borrowers 
are covered by insurance similar to that provided in the previous con
tracts with the Stock and Mutual Company Associations. It is also 
provided that the Corporation conduct a fire prevention program.  
Under the open policy now in effect in each State and Territory, 
certificates are issued to insured parties by the various insurance 
companies which are members of the Stock Company Association.  

Under the new contract between the Home Owners' Loan Cor
poration and the Stock Company Association, even though insurance 
arrangements are entered into by the mortgagors with the Corpora
tion, the mortgagors may, at the time of expiration of policies held by 
the Corporation, furnish their own insurance policies through com
panies and agents of their choice, provided such policies meet the 
Corporation's requirements. If the Corporation is obliged to order 
insurance on a mortgagor's property through the Stock Company 
Association, the mortgagor is still permitted to designate a local agent 
to receive the commission.  

In the past, when the Home Owners' Loan Corporation ordered 
insurance for its mortgagors, the coverage was usually in the amount 
and kind previously carried by them. Under the new arrangement, 
it is the general policy of the Corporation to order insurance only to 
the extent of the loan balance outstanding; the mortgagor may 
purchase additional coverage through his local agent.  

In June 1940, the Corporation cancelled, with a few exceptions, all 
outstanding insurance policies on its owned properties and adopted a 
plan for the monthly accrual of a reserve for fire and other hazard 
losses. All losses on these properties which were formerly covered 
by separate insurance policies are now charged to this special reserve.  
This plan was feasible because of the wide spread of small risks repre
sented by the Corporation's properties. Moreover, the Federal Gov
ernment generally does not carry insurance on its properties. When 
properties are sold by the Corporation on an installment basis, in
surance must be paid for by the vendee.
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4. SURVEY OF HOLC FINANCES 

Financial Condition 

The financial condition of the Home Owners' Loan Corporation re
flects substantial progress in the liquidation of its assets and also 
several significant shifts in the composition of assets. During the 
fiscal year 1940, aggregate assets decreased from $3,114,821,877 to 
$2,790,002,453, or by 10.4 percent. This was the largest drop in 
assets thus far recorded in any fiscal year. (See Chart XLVI at top 
of facing page.) 

Comparison of the balance sheet as of June 30, 1940, presented in 
Exhibit 61, with the balance sheet as of June 30, 1939, reveals the 
following changes in asset items as well as in capital and liability 
accounts during the fiscal year: 

Changes in important balance-sheet items from June 30, 1939, to June 30, 1940 

ASSETS 

Original mortgage loans and advances thereon_------_------ - $193, 229, 155 
Vendee accounts and advances thereon ----------------- + 125, 343, 792 
Property owned and in process of acquiring title _ ------ -125, 255, 973 
Bond Retirement Fund_------------------------------- - 114, 150, 563 
Investments------------------------------------------- -13, 434, 600 

LIABILITIES AND CAPITAL 

Bonded indebtedness-------------------------------------- -314, 496, 125 
Accounts payable ----------------------------------------- 9, 256, 584 
Reserve for losses--------------------------------------- -42, 159, 616 
Net worth 1 ------------- ------------------ -16, 890, 976 

1 Capital stock minus deficit.  

Original mortgage loans.-The balance of original mortgage loans 
outstanding and advances thereon decreased from $1,928,212,237 to 
$1,734,883,082, reflecting principal repayments on the part of original 
borrowers and, to a smaller extent, transfers of loan accounts to 
property accounts through foreclosure or deed in lieu of foreclosure.  

Vendee instruments.-Expanded property sales by the Corporation 
resulted in an increase of vendee instruments outstanding and advances 
thereon from $151,896,337 to $277,239,129.  

Property owned.-The capital value of property owned and in 
process of acquiring title dropped from $549,441,184 to $424,185,211 
resulting from increased sales and decreasing acquisitions, analyzed 
in detail on pages 138-142.  

Bond Retirement Fund.-This item was reduced from $149,217,560 
to $35,066,998 principally as the result of certain bond retirements 
toward the close of the fiscal year.
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CHART XLVI 

TOTAL ASSETS OF THE HOME OWNERS' LOAN CORPORATION 
BY QUARTERS, DECEMBER 31, 1934 THROUGH JUNE 30,1940

1936 1937
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Investments.-The investments of the Corporation, consisting of 
$100,000,000 capital stock of the Federal Savings and Loan Insurance 
Corporation and of shares in savings and loan associations, declined 
from $316,458,810 to $303,024,210 due to substantial repurchases of 
share investments by savings and loan associations. These repur
chases, discussed on pages 62 to 66 of this report, had the effect of 
accelerating the liquidation of the Corporation. Exhibit 62 gives a 
detailed statement of HOLC investments in savings and loan 
associations.  

Bonded indebtedness.-The bonded indebtedness of the Corporation 
was reduced from $2,949,305,025 to $2,634,808,900. The latter 
amount included $31,449,200 of bonds matured but not presented 
for payment and for which a like amount of cash is on deposit with 
the Treasurer of the United States. Hence, the liability of the 
Corporation for its outstanding unmatured bonds, all of which are 
guaranteed by the U. S. Government as to principal and interest, 
totaled $2,603,359,700; and allowing for the assets held by or due to 
the Bond Retirement Fund, the net liability of the Home Owners' 
Loan Corporation was $2,582,979,789.

1935
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On August 1, 1939, $904,761,250 Series B, 2% percent bonds became eligible for 
retirement by call. Such a call was made on May 18, 1939. During the latter 
month, an offer was made to the holders of Series B bonds to exchange them for a 
new Series M, 1% percent bonds of 1945-47. Over 75 percent accepted this offer, 
leaving approximately $217,000,000 Series B bonds to be paid on August 1, 1939.  
This payment was effected partially from funds in the Bond Retirement Fund 
and the balance from the proceeds of the sale of $76,350,000 1% percent Series M 
bonds, out of which total, $45,900,000 was sold during 1939 and $30,450,000 dur
ing the fiscal year 1940.  

The only other bonds sold during the current fiscal year consisted of a total of 
$86,000,000, percent Series J bonds, due October 1939, and Y percent Series N 
bonds, due October 1940, which were sold at intervals to the U. S. Treasury for 
general corporate purposes. All of these were repaid, in addition to $20,000,000 
Series J bonds which were outstanding at the beginning of the fiscal year. Cash 
in the amount of $127,867,400 from the Bond Retirement Fund was deposited 
with the U. S. Treasury for the payment of a like amount of Series K, % percent 
bonds which matured on May 15, 1940. A detailed statement of bonds issued, 
refunded, and retired to June 30, 1940, and bonds outstanding on that date, is 
presented in Exhibit 63.  

Reserves for losses.-The Corporation entered the fiscal year 1940 
with a reserve for losses on loans, interest, and property in the amount 
of $89,488,388. During the year, there was added to this reserve an 
amount of $3,333,333 per month, for a total of $40,000,000. Losses 
sustained during the year on mortgage loans and property totaled 
$82,390,320. As a result, the balance in the reserve for losses was 
reduced to $47,098,068.  

Net worth.-On June 30, 1940, the accumulated deficit after pro
vision for losses amounted to $76,453,005. Hence, the net worth of 
the Corporation at the close of the current fiscal year stood at 
$123,546,995, a decline of $16,890,976 during the year.  

Exhibit 64 sets forth for the fiscal years 1939 and 1940 the cash 
receipts and expenditures of the Corporation. Their effect on cash 
working funds, Bond Retirement Fund, and bond liability, taking 
into consideration assets of the Bond Retirement Fund follows: 

Fiscal year Fiscal year 
1939 1940 

Source of funds: 
Cash working funds, beginning of year---- ----- ------- $26,575,820 $79, 329,628 
Assets in Bond Retirement Fund, beginning of year---------------- 91,366,431 149,217,560 
Net receipts from operations-------------------- -- 113,235,883 159,884,275 
Proceeds from bond sales---- ---------------------------- 138,957, 879 117,171,577 
Discount on bonds purchased -------------------------- ----------------- 112,631 

Net funds available ---------.. ...- ------------- 370,136,013 505, 715,671 

Use of funds: 
Cash working funds, end of year-- .-------------------- ------ 79,329,628 39,702, 549 
Assets in Bond Retirement Fund, end of year_--------------- - 149,217, 560 35,066,998 
Bonds retired-- ------------------------------------------ 141,588,825 430, 946,124 

Total--------- ---------------------------------- 370,136,013 505,715,671
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Income and Expense 

During the fiscal year 1940, the income as well as the expenses of-the 
Corporation showed a substantial decline. Total income, operating 
and other, was $128,527,812, as compared with $142,256,098 the year 
before, and total expenses amounted to $105,496,796 as compared 
with $125,852,591 in the fiscal year 1939.  

The greatest decline in income was in the interest earned on original 
mortgage loans and advances. Not only was the number of original 
loans on the books of the Corporation reduced, but the principal 
amount of the borrower's indebtedness on which interest is charged 
is lowering each year through amortization. Another important 
factor during the reporting period was the reduction of interest 
payments by borrowers from 5 to 4% percent, effective October 16, 
1939. Interest on vendee accounts increased because of the growth 
in number of such accounts, although the reduction of interest charges 
applied to vendees as well as to original borrowers. Gross income 
from property changed only slightly. Dividends received on share 
investments from savings and loan associations declined as a conse
quence of the lower amount of such investments outstanding and a 
reduction in the rate paid by many associations.  

Condensed income and expense statement for the fiscal years 1939 and 1940 

Items July 1, 1938, to July 1, 1939, to 
June 30, 1939 June 30, 1940 

Operating and other income: 
Interest on original mortgage loans and advances ------------- $103, 263, 288 $84, 735, 261 
Interest on vendee accounts and advances ------------------------- 4,958, 892 9,969, 264 
Interest on special investments ----------------------------------- 20, 698 41, 407 
Property income _ _---- - ---- 26, 353, 510 26, 267,858 
Dividends on investments in savings and loan associations --------- 7, 457,939 7,253, 960 
Miscellaneous ----------------.----------- ---------- -- -- 201, 771 260,062 

Total income_------------------------------------ 142, 256, 098 128, 527, 812 

Operating and other expenses: 
Net interest on bonded indebtedness ------ --------------- 72, 199, 571 56, 393, 368 
Amortization of discount on refunded bonds-- -------------- 2, 638, 265 1, 466, 777 
Administrative expense..---- ------------------- 25, 024,998 23, 331, 735 
General expenses ----------- 2, 828,486 2, 296, 198 
Property expense--- ---- - ------------------- 23,161, 271 22, 008, 718 

Total expense...--------- ..----.----------------- ---- 125, 852, 591 105,496, 796 

Net income before provision for losses _-_----- ....----------- 16, 403, 507 23, 031, 016 

Provision for losses .-------_.. ----.. -. ------------------- 34, 921, 055 40,067, 690 

Deficit for period...--.. __...... ---------------------- 18, 517, 548 17, 036, 674 

The largest drop in expenses-$15,806,203-was in interest on 
bonded indebtedness, due to the reduction of such indebtedness and 
to savings resulting from the large refunding operations effected 
during the latter part of the fiscal year 1939 and the early part of 
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1940. As of the close of the reporting period, however, the average 
interest rate on all unmatured bonds outstanding was 2.138 percent 
as compared with 2.098 percent on June 30, 1939. This slight 
increase was the result of the maturity of a large volume of low cost 
bonds in May 1940. Property expense was lower, and administrative 
expense declined by $1,693,263, or 6.8 percent.  

After provision for losses in the amount of $40,067,690 during the 
year, the deficit for the operations of the fiscal year 1940, was 
$17,036,674 as against a deficit of $18,517,548 in the preceding fiscal 
year. Exhibit 65 shows a detailed statement of income and expense 
for the fiscal year 1940.  

Cumulative from the beginning of operations to June 30, 1940, the 
total operating and other income of the Corporation was $828,310,786, 
and total operating and other expenses, $717,472,934, leaving a net 
income-before deduction of losses in the liquidation of assets and 
provision for losses which may be sustained in the process of liquida
tion-of $110,837,852. After deduction of $187,290,857 for such 
losses and loss reserve provisions, the net deficit as of June 30, 1940, 
stood at $76,453,005.  

A statement of income and expense from the beginning of operations 
to June 30, 1940, and an analysis of changes in deficit for the reporting 
period are presented in Exhibits 66 and 67.  

By resolution of the Board of Directors of the Corporation, specified 
amounts are set aside from income each year to maintain a reserve, the 
accumulation of which is intended to approximate eventually the 
total losses which may be sustained in the liquidation of mortgage 
loans, delinquent interest, and property. Although these reserve 
provisions were raised from $34,900,000 in the fiscal year 1939 to 
$40,000,000 in the fiscal year 1940, the balance of reserves was reduced 
during the reporting period since losses charged off during the year 
exceeded the reserve provisions for such losses.  

Analysis of loss reserves for mortgage loans, interest, and property 

Cumulative Fiscal year Cumulative 
Item to June 30, 1940 to June 30, 

1939 1940 

Allocated to reserves ---.--------------------- $146,137,153 $40, 000, 000 $186,137,153 

Losses: 
On mortgage loans and vendee instruments ---------- 93,841 74,869 168, 710 
On capital value of property sold ------------------- 44,460, 779 70,765, 315 2 115, 226,094 
Sales brokers' commissions and selling expenses ---------. 11,912, 362 11, 520, 579 23, 432,941 
On properties charged off...--------------------------- 181, 783 29, 557 211, 340 

Total losses---------- ----- -------------------- 56, 648, 765 82, 390, 320 139,039, 085 

Balance in reserves -----.-------------------. 89,488, 388 -42, 390, 320 47,098,068 

1 Includes reserve provisions for accumulated interest.  
2 Includes accrued interest capitalized of $27,415,423.50.
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The final liquidation of the Corporation is as yet too far removed 
to permit any conclusion as to the ultimate financial result of its 
operations. There are good reasons to believe that the unavoidable 
elimination of hopeless cases was concentrated in the first few years 
of operations. The losses involved in this process naturally had to 
be set against the income of only a few years, with the result of an 
accumulating deficit. Inasmuch as the remaining original borrowers 
have a better chance of successfully retiring their indebtedness, the 
experience to date can hardly serve as an appropriate yardstick for 
prognostication.  

5. THE PROCESS OF LIQUIDATION 

Risks Assumed by the HOLC 

Any evaluation or analysis of the liquidation experience of the Home 
Owners' Loan Corporation must be predicated upon a clear under
standing of the risk elements involved in the refinancing loans made 
by the Corporation. The most salient feature of the loans made by 
the Home Owners' Loan Corporation was, of course, that they were 
granted only to individuals who, during the depression emergency, 
were confronted with imminent foreclosure. A comparison of the 
lending policy of the HOLC with that of private lenders shows that 
the Corporation's loans were made (1) at a higher ratio to appraised 
value and on the basis of a more liberal appraisal formula than was 
customary, (2) in neighborhoods where other lenders were reluctant 
to make additional loans, (3) at lower interest rates, (4) for a longer 
term, (5) with no charge for delinquent payments, and (6) with greater 
leniency to borrowers before final resort to foreclosure.  

The HOLC was established to aid distressed home mortgage bor
rowers. In his message of April 13, 1933, to the Congress, requesting 
the Home Owners' Loan Act, President Roosevelt stated, "I ask the 
Congress for legislation to protect small home owners from foreclosure 
and to relieve them of a portion of the burden of excessive interest 
and principal payments. . . . To protect home owners from inequi
table and forced liquidation in a time of general distress is a proper 
concern of the Government." The original purpose of the Act as 
passed by the Congress on June 13, 1933, was again emphasized when 
the legislation was entitled "An Act to provide emergency relief with 
respect to home mortgage indebtedness, to refinance home mortgages, 
to extend relief to the owners of homes occupied by them and who 
are unable to amortize their debt elsewhere . . " 

From the first, the Corporation required applicants for refinancing 
loans to prove that their mortgagees were no longer willing or able
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to carry the loans, and that reasonable efforts had been made to 
refinance the loans with other private lending institutions. Written 
evidence to this effect was required. The first Manual of Rules and 
Regulations issued by the Corporation contained (p. 4) the following 
provision: "It is the primary duty of every agent of the Corporation 
to ascertain what effort, if any, has been made by an applicant to 
adjust his financing difficulties with his present mortgagees or to 
refinance through other sources of mortgage money and to advise 
what steps along these lines might reasonably be taken." 

Throughout the three-year lending period of the HOLC, attention 
was frequently called to the fact that loans would be refinanced only 
for distressed borrowers who were in actual danger of losing their 
homes through foreclosure and who were unable to refinance their 
loans elsewhere. The Corporation received applications totaling 
$6,173,000,000, or almost half of the debt then outstanding on owner
occupied one- to four-family homes. Out of this volume of applica
tions, loans were actually closed in the amount of $3,093,000,000.  
Thousands of applications were withdrawn because private lenders 
finally agreed to refinance the obligations.  

It should be noted that the Corporation disbursed $389,527,917, or 
one-eighth of its loan volume, through so-called wholesale operations, 
established to assist in speeding up the liquidation of closed financial 
institutions. In these cases, the borrower was not required to prove 
that he was unable to continue his payments. Practically all of these 
borrowers were in distress, however, or would have found themselves in 
serious difficulty had their loans been called by the liquidating insti
tutions. At that time, private mortgage money was, for all practical 
purposes, not available.  

The HOLC not only gave its borrowers the advantage of the most 
liberal loan terms, but also benefited them in many cases by negotiating 
reductions in their previous mortgage debt. It is estimated that, in 
the process of refinancing, savings to the borrowers through principal 
reductions of $200,000,000, or 7 percent of the original debt, were 
effected.  

Not only were debts reduced, but borrowers need pay no interest on 
that part of the debt which was wiped out. This saving, plus the 
reduction in annual interest charges, has meant an estimated saving to 
borrowers of $100,000,000 a year. In contrast with the present 
4} percent rate, borrowers previously paid up to 7 percent or higher on 
their first mortgage loans, and an even more exorbitant figure on their 
second and third mortgage loans.  

The liquidation experience of the Home Owners' Loan Corporation 
must be considered in the light of these foregoing factors. The
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refinancing loans of the Corporation did not constitute outright grants 
and the majority of those loans will be repaid with interest. On the 
other hand, it cannot be overlooked that the Corporation is exposed to 
losses over and above those sustained in the usual mortgage lending 
operation because of the care it exercises to grant its borrowers every 
forbearance possible before finally resorting to foreclosure.  

Debt Liquidation by Original Borrowers 

Naturally, the liquidation of the Home Owners' Loan Corporation 
itself is predicated upon the liquidation of the borrowers' indebtedness 
to the Corporation. The following table demonstrates the progress 
of the large majority of original borrowers in retiring their mortgage 
indebtedness.  

Debt liquidation of the average outstanding original loan 

Number of original accounts outstanding, June 30, 1940 --- 764, 935 
Original amount of these loans --------------------------- $2, 241, 186, 940 
Average original amount ---------------------------- $2, 930 
Loan balance, June 30, 1940------------------------------- $1, 734, 883, 082 
Average loan balance, June 30, 1940------------------------ $2, 268 
Percent reduction --------------------------------------- 22. 6 

The above figures show that the present original borrower has been 
able over a period of from four to seven years 7 to reduce his indebted
ness to the Corporation by 22.6 percent. Thus, he has made sub
stantial headway on the road toward debt-free ownership. This 
achievement is all the more remarkable as the borrowers, when 
refinanced by the Corporation, were on the average delinquent two 
years on both principal and interest and between two and three years 
on taxes.  

As would be expected in such a vast relief operation as undertaken 
by the Home Owners' Loan Corporation, not every borrower came 
through. Some 175,832 loans had to be foreclosed when the borrowers, 
though given every opportunity, still failed to meet their loan obliga
tions. On the other hand, 77,141 borrowers who repaid their loans in 
full prior to the expiration of the loan contract, did even better than 
amortize their indebtedness in regular installments.  

Exhibit 68 shows the average outstanding original loan per borrower 
and the average loan balance outstanding on June 30, 1940, by 
HOLC Regions and by States.  

In the future, as a result of the loan extensions granted under the 
terms of the 1939 amendment to the Home Owners' Loan Act, debt 
liquidation by the Corporation's borrowers will be slower than under 

7 The refinancing loans of the Corporation were made in the period June 13, 1933, through June 12, 1936.
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the original terms of HOLC loans. The distribution of loan and 
vendee accounts with amortization periods of more than 15 years is 
given in the table on page 126. In addition, there were 594,246 original 
loan accounts and 95,602 vendee accounts on June 30, 1940, written 
for terms of 15 years or less.  

In its original refinancing operations, the Corporation closed loans 
in the total amount of $3,093,451,321. Subsequent advances to 
original borrowers for various purposes, and interest converted to 
principal, increased this amount to $3,246,633,610 as of June 30, 1940.  
At the end of the reporting period, there had been repaid on this 
principal $776,798,956, or 23.9 percent of the gross amount of original 
loans and advances; and $734,951,572, or 22.6 percent of the gross 
amount of original loans and advances, had been transferred to 
property and similar accounts, representing, for the most part, 
properties acquired or in process of acquisition. This left a net 
balance of original loans outstanding, plus advances, of $1,734,883,082 
on June 30, 1940.  

Reduction of indebtedness of original borrowers 

Through June Through June 
30, 1939 30, 1940 

Original amount of loans closed .-- - ------------------ $3,093, 450,641 1$3,093, 451, 321 
Advances to borrowers and interest merged with principal in extension 

agreements_---------- ---- ------------------ ------- 80,279,664 153,182,289 

Cumulative gross indebtedness of borrowers------------------- 3,173, 730,305 3, 246, 633, 610 

Less principal repayments_--__ ---- _----- ------- 601, 002,640 776,798, 956 
Less balances transferred to property and similar accounts-------------- 644,515,428 734,951, 572 

Balance of original loans and advances outstanding ------------- 1,928,212,237 1, 734, 883, 082 

1 Revision.  

As was pointed out before, a substantial number of borrowers have 
wiped out their indebtedness to the Corporation by voluntary pay
ment in full. During the fiscal year 1940, the loans of 23,454 original 
borrowers were canceled in this manner as against 18,769 the year 
before, and the amount of repayments in full totaled $57,754,943 
as compared with $46,478,954 in the fiscal year 1939. All together, 
through June 30, 1940, repayments in full aggregated $183,389,074.  

Generally, the loans repaid in full were smaller than the average 
loan made by the Corporation. The average original amount of 
mortgage loans repaid in full through June 30, 1940, was $2,356 as 
compared with an average original amount of $3,039 for all refinancing 
loans made by the Corporation. Naturally, the repayment in lump 
sums or the refinancing of smaller loans is easier than that of larger 
loans; however, the records of the Corporation show a generally
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better performance of the smaller loan accounts in respect not only to 
principal repayments, but as to defaults and losses on properties ac
quired. This experience is corroborated by the fact that foreclosures 
were most heavy in the group of larger loans as shown on page 137.  
Thus, the conclusion appears to be justified that the smaller loans 
generally have fared better than the larger ones. Orderly liquidation 
has been most rapid in the former group; trouble has been most fre
quent in the latter category.  

Average original amount of mortgage loans paid in full through June 30, 1940, 
compared with the average original amount of all loans made 

Average 
Average original 

HOLO Regions original amount of 
amount of loans re
all loans paid in 

full 

United States - - -------- ----------------------- ------- $3,039 $2,356 

Region 1-New York..------------ --------- ------------------ 4, 756 3, 340 
Region 2A-Baltimore ------------------------- 2, 957 2,621 
Region 2B-Cincinnati ------- - ---------------------- 3, 054 2,646 
Region 3A-Atlanta------------------------------- 2,325 2,088 
Region 3B-Memphis ----------------------------- 2,551 2, 265 
Region 4A-Chicago. ------- ---------..- 3,830 3,121 
Region 4B-Detroit-- .... ------- ----------------------------- 2, 710 2, 163 
Region 5A-Omaha.---------------------... ------ - 2,017 1,869 
Region 5B-Dallas __.... -- --- --------------------------- 2, 299 1, 938 
Region 6-San Francisco---------------- 2, 322 1,980 

In addition to repayments of original loans in full, a number of 
accounts have been terminated by cash sales of acquired properties, 
charge-off, and various other methods. The following table shows a 
summary of all terminated accounts: 

Cumulative number and amount of accounts terminated 

Through June 30, 1939 Through June 30, 1940 

Number Amount Number Amount 

Original loans paid in full or redeemed - ------------ 53,676 $125,638,128 77,141 $183, 389,074 
Cash sales at foreclosure------ --------------- 684 1, 918, 077 908 2, 514, 555 
Cash sales of acquired properties ----- --------- - 3,000 10, 492,806 6,038 20, 164,481 
Vendee instruments paid in full or redeemed----------- 585 1, 585, 301 1, 797 5, 330, 754 
Properties and accounts charged off or consolidated---- 91 81, 341 180 155, 299 

Total accounts terminated. -.----- ------ 58, 036 139, 715,653 86,064 211, 554,163 

Recoveries and Losses of the Corporation 

The liquidation of the Home Owners' Loan Corporation progressed 
rapidly during the fiscal year 1940. The Corporation's task of 
liquidation includes the collection of the amount invested in out
standing mortgage loans, plus the unpaid balance on properties
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158 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1940 

acquired, subsequent additions in the form of advances to borrowers 
and vendees, interest capitalized, and necessary expenditures on 
properties acquired.  

During the reporting period, the net balance of loans outstanding 
and the capital value of properties on hand was reduced from 
$2,629,952,937 to $2,436,945,645, a reduction of $193,007,292, or 7.3 
percent, as compared with a decrease of 5.4 percent during the pre
ceding year. The following table shows the various processes by 
which this reduction was brought about: 

Reduction of total debtor and property accounts' in the fiscal year 1940

Balance of loans outstanding and properties on hand, June 30, 
1939------------------

Plus: Additions during the year: 
Advances to original borrowers ------------ $69, 296, 326 
Advances to vendees ---------------------- 1, 042, 541 
Unposted advances increase ---------------- 235, 044 
Interest converted to principal (extensions) - - 3, 649, 054 
Interest capitalized in property -- _------- 3, 622, 720 
Capital charges to property-----------_-- 22, 185, 972 
Sales brokers' commissions and selling ex

pense-------------------------------11,520, 579

$2, 629, 952, 937

Total additions-------------------------------- 111, 552, 236 

2, 741, 505, 173
Minus: Receipts during the year: 

Principal repayments by original borrowers- 175, 796, 316 
Principal repayments by vendees and proceeds 

from property sales ------------------- 45, 404, 119 
Miscellaneous capital cash credits ----------- 968, 772 

Total receipts_---------------
Loss on principal sustained during the year ------_--

222, 169, 207 
2 82, 390, 320

Balance of loans outstanding and properties on hand, June 30, 
1940 --------------------------------------------- 2, 436, 945, 646 

1 Debtor accounts include original loans and advances to borrowers, subsequent additions to the original 
loans, and interest converted to principal by extension; they also include vendee accounts originating from 
property sales of the Corporation and advances to vendees. Property accounts represent the capital value 
both of property owned and property in process on which a foreclosure judgment has been obtained or 
foreclosure sale has been held subject to redemption period; they include unpaid interest on the loan ac
counts transferred to property accounts, the cost of initial repairs and improvements, and acquisition costs, 
taxes, etc., applicable to the period prior to the acquisition of absolute title.  

2 Includes sales commissions and selling expenses of $11,520,579.  

On June 30, 1940, there remained to be recovered $2,436,945,646, 
distributed as follows: $1,734,883,082 on original mortgage loans, 
$277,239,129 on vendee accounts, $424,185,212 on properties, and 
$638,223 on unposted advances.
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From the beginning of operations through June 30, 1940, the Cor
poration had made gross investments in loans and properties in the 
amount of $3,448,189,599. At the end of the reporting period, this 
total had been reduced by $1,011,243,953, or 29.3 percent. Actual 
recoveries by virtue of principal repayments on debtor accounts, cash 
proceeds from property sales, and miscellaneous cash credits ac
counted for $872,204,868, or 25.3 percent of the gross cumulative 
investment; and losses sustained in the liquidation were responsible 
for $139,039,085, or 4.03 percent of the gross cumulative investment.  

Reduction of total debtor and property accounts through June 30, 1940 

Amount Percent 

Gross investment in loans and properties, June 30, 1940 _ . ------ $3, 448,189, 599 100. 00 

Deduct: 
Repayments on original loans---------------------------- 776, 798,956 22 54 
Receipts-property sales and vendee accounts --- --------------- 87, 010, 903 2. 52 
Net miscellaneous cash credits-------- ----------------------------- 8, 395, 009 .24 

Total ----.... ----------------------------------------------- 872,204,868 25.30 
Total losses-..------......--------- ------------------------- 139, 039, 085 4. 03 

Balance of loans outstanding and properties on hand, June 30, 1940---------- 2,436,945,646 70.67 

1Includes sales brokers' commissions and selling expenses.  

The liquidation experience of the Corporation thus far has been 
very unequal in the different parts of the country. The New York 
Region, which comprises New York, New Jersey, and the New Eng
land States, has shown by far the poorest record with respect to re
coveries and losses. In this Region, the ratio of recoveries on loans 
outstanding and properties to total gross investments has been only 
15 percent, while in the other Regions, the ratio ranged from 26.5 
percent in Chicago to 34.5 percent in San Francisco. On the other 
hand, the ratio of losses sustained to gross investments has been 5.6 
percent in the New York Region as compared with a range of 2.1 to 
4.9 percent in the other Regions (Chart on page 160).  

The principal reason for this situation lies in the fact that the Cor
poration has encountered in the New York Region the most difficult 
home-mortgage conditions of the country. In the States comprising 
this Region, recovery has lagged far behind the recovery in other 
sections. This is an area, too, that is characterized by real-estate 
taxation heavier by far than that carried elsewhere. In New York 
City and vicinity, in particular, there is the added element that real 
estate and the mortgage structure are still suffering from the effects of 
the inflated values and standards which prevailed during the years 
preceding the 1929 crash. The difficulties of the mortgage situation 
in the New York Region are reflected in a delinquency and foreclosure
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160 REPORT OF FEDEURAL HOME LOAN BANK BOARD, 1940 

experience unparalleled by that in any other section of the country 
and in market conditions confronting lenders with unusual problems 
in their efforts to dispose of repossessed properties. In brief, this is 
an area of continued home-mortgage distress and of continued insta
bility in the mortgage and real estate markets.  

The San Francisco Region, including the Pacific and Mountain 
States, and the Dallas Region, including the States of New Mexico, 
Oklahoma, and Texas, have thus far shown the best records of 
liquidation.  

CHART XLVII 
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The reduction of the Corporation's debtor and property accounts 
was accompanied by a decrease in the bonded indebtedness of the 
Corporation. Total bonds outstanding on June 30, 1940, amounted to 
$2,634,808,900, which compares with a peak in bonded indebtedness 
of $3,047,046,575 on May 31, 1936, shortly before the refinancing 
operations of the Home Owners' Loan Corporation came to an end.  

In accordance with the provisions of the Home Owners' Loan Act, 
all principal repayments by borrowers have been deposited regularly
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in the Bond Retirement Fund and used only for the retirement of 
bonds. By Board Resolution, certain other receipts, such as cash 
proceeds from property sales and repurchases of investments in savings 
and loan associations have likewise been applied to the retirement 
of bonds. Through June 30, 1940, repayments of debtors and receipts 
from property sales amounted to $863,809,859 and other items appli
cable to the retirement of bonds aggregated $22,550,957, for a total of 
$886,360,816. Of this amount, $869,598,703 had been deposited in 
the Bond Retirement Fund through June 30, 1940, and $16,762,113 
was deposited during July.  

The following table shows the disposition of the funds allocated to 
the Bond Retirement Fund through June 30, 1940: 

Applied to retirement of bonds----------------------------- $834, 531, 705 
Deposited with U. S. Treasury for retirement of matured bonds 

on which interest has ceased ------- ------------------- 31, 449, 200 
Available for future bond retirement_------------------------ 3, 617, 798 

869, 598, 703 
Amount due Bond Retirement Fund for June 1940 deposited in 

July 1940-------------------------------------------- 16, 762, 113 

886, 360, 816 

6. ADMINISTRATION AND PERSONNEL 

Despite the heavy work load resulting from the extension program, 
which brought additional duties to the legal, accounting, and loan 
service staff of the Corporation, administrative costs and personnel 
showed continued reductions during the period from July 1, 1939, to 
June 30, 1940.  

Both as a result of increased efficiency and better organization and 
because of the declining work load attendant upon the normal process 
of liquidation, the Corporation has been able to effect a continuing 
reduction in its payroll costs.  

On July 1, 1940, the personnel 8 of the Corporation numbered 
9,843, of whom 1,274 were employed in the Washington office and 
8,569 in the field. This compares with a total of 11,007 the year 
before-a decline of 10.6 percent during the reporting period, with 
an attendant reduction of $1,639,965 in annual salary cost. At the 
height of HOLC activity during the period of refinancing operations, 
the Corporation had employed a personnel of more than 20,000. In 
other words, the present staff of the Corporation numbers less than 
one-half the peak.  

8 All personnel figures include employees on a per diem basis.
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162 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1940 

The Corporation has inaugurated a carefully developed program 
for training employees. This program not only improves the quality 
of performance, but facilitates promotion from within, by enabling 
employees to qualify for more responsible work as openings occur.  
Detailed information on the number of employees on July 1, 
1940, by departments, divisions, and sections is given in Exhibit 69.  

As a liquidating organization, 
CHART XLVIII the Home Owners' Loan Corpora
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DIVISION OF RESEARCH AND STATISTICS assignment of salary scales are in 
FEDERAL HOME LOAN BANK BOARD accordance with the principle of 

"equal pay for equal work." Classifications are continuously re
viewed and positions analyzed in order to take cognizance of changes 
in duties and procedures.  

Closely identified with classification is the salary administration 
program designed to provide equitable rates of pay on the basis of 
the work performed and the efficiency with which it is carried out.  
Positions are periodically reviewed for the purpose of making adjust
ments. A service rating program is conducted twice a year which 
forms the basis for adjustments and promotions and which provides 
employees with an appraisal of their work.  

During the fiscal year 1940, 22 State, divisional, district, and other 
branch offices were closed, reducing the total number of such offices 
to 42 at the end of the period. The number of field stations for serv
icing purposes declined from 110 to 54. This compares with a total
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of 458 offices operating in the field in November 1934, when the peak 
in the number of offices and in personnel was reached. The contrac
tion in organization was reflected not only in salary savings but, for 
example, in a reduction of rental space by some 134,000 square feet 
during the year, with an attendant decline in annual rent of approxi
mately $86,000.  

To coordinate the office space used by the agencies under the 
Federal Loan Administrator, the field offices of the Corporation were 
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joined in a number of localities with similar offices maintained by 
the Reconstruction Finance Corporation and the Federal Housing 
Administration. Furthermore, an arrangement was made with the 
Reconstruction Finance Corporation through which various HOLC 
offices in localities where no RFC offices exist accept applications for 
RFC loans and hold interviews in connection with such applications.

I
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VI 

Home Owners' Loan Corporation 

SINCE June 12, 1936, when its refinancing activities were brought 
to a close, the Home Owners' Loan Corporation has been engaged 

primarily in liquidating its loans and the properties it has been forced 
to acquire. Substantial progress was made toward this goal during 
the reporting period. The total balance of loan and property accounts 
was reduced from $2,436,945,646 to $2,189,038,942, or by 10.2 percent.  
Sales of Corporation properties deserve special mention. An excess 
of property sales over new acquisitions brought about a drop of 30.2 
percent in the number of properties owned and in process of acquiring 
title. The liability side of the Corporation's balance sheet shows a 
decline in bonded indebtedness from $2,634,808,900 to $2,419,608,800.  

Liquidation of the Home Owners' Loan Corporation is measured 
primarily by the ability of the Corporation's borrowers to repay their 
indebtedness. By June 30, 1941, a large majority of these borrowers 
had made real headway in their efforts to acquire debt-free home 
ownership. On that date, the average loan balance outstanding per 
active borrower was $2,108 as compared with an average loan of $2,884 
to these same individuals. In short, the average present borrower 
from the Corporation has been able to reduce his indebtedness by almost 
27 percent. Over 96 percent of the active original accounts still on 
the books of the Corporation at the end of the fiscal year were per
forming satisfactorily, and only 3.8 percent of active accounts were in 
default and not liquidating.  

During the 1941 fiscal year, the Corporation was able to effect a 
reduction of 22.4 percent in the number of personnel. Administrative 
expenses of the Corporation also show a decrease of 15.3 percent, 
resulting both from the termination of personnel and the closing of a 
number of field offices.  

1. REPAYMENT RECORD OF BORROWERS 

Status of Accounts 

Progressing liquidation of the Home Owners' Loan Corporation re
sulted in certain changes during the reporting period in the types of 
accounts carried on the Corporation's books. Thus, the number of 
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136 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

active original loan accounts declined somewhat due to foreclosures 
and payments in full. Property accounts declined because of an 
excess of sales over acquisitions. Since the large majority of property 
sales are made on a deferred payment basis, vendee accounts show a 
corresponding increase. A classification of accounts at the end of the 
last two fiscal years is shown in the following table: 

Classification of accounts, June 30, 1940, and June 30, 1941 

June 30,1940 June 30,1941 

Total number of original accounts------------------- - 1, 019,138 1, 019, 510 
Active original loan accounts on the books ----------------- 759,137 716, 676 
Active vendee accounts on the books ----------------- 97, 025 125, 573 
Foreclosures pending (original loans and vendee accounts) ------------------ 6,177 5, 508 
Properties owned and in process of acquisition ---- 70, 780 49, 419 
Accounts wholly terminated and exchanged ----- 86, 019 122, 334 

It will be noted that on June 30, 1941, the number of accounts set 
up by the Corporation totaled 1,019,510. This figure exceeds the 
1,017,823 loans refinanced by the Corporation principally as the result 
of division of certain properties upon which original loans had been 
granted.  

CHART LI 
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By the close of the reporting period, 12 percent of the Corporation's 
accounts had been completely terminated, leaving 88 percent to be 
liquidated. Over 70 percent of all accounts established by the
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Corporation were still in active status on June 30, 1941, while 0.5 
percent were in foreclosure pending judgment or sale. An additional 
4.9 percent had shifted from mortgage loan status to property acquired 
or in process of acquisition, and the remaining 12.3 percent of total 
represented accounts set up for the purchasers of properties sold on 
a deferred payment plan.  

Of the active original borrowers' accounts still on the books at the 
end of the 1941 fiscal year, 689,398, or 96.2 percent, were performing 
satisfactorily. Borrowers in this category were either repaying their 
loans on schedule; were less than three months in arrears; or if more 
than three months in arrears, were reducing their delinquency by 
regular payments. Only 27,278, or 3.8 percent of active accounts, 
were in default and not liquidating. Of this number, but 2,765 were 
classified as insoluble. Two factors are primarily responsible for the 
low delinquency ratio on June 30, 1941. In the first place, generally 
improved economic conditions have had a salutary effect on current 
repayments by borrowers. Equally important is the influence of the 
Corporation's extension program. In a number of cases the Corpora
tion makes supplementary advances in order to bring borrowers' 
accounts into current status at the time repayment periods are 
extended (see page 143).  

Of the 132,731 vendee accounts which had been set up by the 
Corporation through June 30, 1941, a total of 4,282 had been wholly 
retired through repayment in full, 2,303 accounts had been returned 
to the Corporation's property account as a result of foreclosure, and 
3 accounts had been charged off or exchanged. An additional 570 
vendee accounts were pending foreclosure judgment or sale at the 
close of the reporting period, thus leaving -125,573 vendee accounts 
in active status on June 30, 1941. Except for 2,190 cases, or 1.7 
percent of total active vendees, all of these accounts were performing 
acceptably.  

Status of active borrower and vendee accounts, June 30, 1941 

Total Original loan Vendee accounts 
accounts 

Classification 

Percent Number PercentNumber Percent 
Number e Number e Number t Number of total of total N of total 

Total borrowers in "active status"_------ 842,249 100 0 716, 676 100. 0 125, 573 100 0 
Paying on schedule or less than three 

months i arrears ------------ 787, 520 93 5 665, 465 92.9 122,055 97. 2 
More than three months in arrears but 

liquidating - - - ------- 25, 261 3 0 23,933 3. 3 1, 328 1.1 
Total in satisfactory status------------- 812,781 96 5 689, 398 96.2 123, 383 98 3 
In default and not liquidating .---------- 29,468 3. 5 27, 278 3 8 2,190 1.7 

425085-41- 10
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The foregoing statistical summary is significant primarily because 
it shows that the large majority of HOLC borrowers are experiencing 
no insurmountable difficulty in retiring their obligations to the Cor
poration. The low-cost, amortized loans made available to HOLC 
borrowers are proving an effective means of assisting most of these 
people not only to keep the homes they were in imminent danger of 
losing, but to increase their equities as well.  

Collections 

During the fiscal year 1941, the Home Owners' Loan Corporation 
received $73,122,180 in interest and $179,838,597 in principal from 
original borrowers. Total collections thus amounted to $252,960,777 
as compared with $256,505,868 during the 1940 fiscal year.  

Increasing sales of acquired properties on a deferred payment basis 
are reflected in a larger volume of collections from vendees. Total 
receipts from this source during the reporting period amounted to 
$62,592,891 as compared with $50,048,308 the year before. Interest 
payments made by vendees alone totaled $14,142,293 as against 
$9,531,005 in the 1940 reporting period.  

From the beginning of operations through June 30, 1941, the Cor
poration collected a grand total of $1,843,734,607 from both borrowers 
and vendees. Of this total, $1,092,184,460, or 59.2 percent, repre
sents repayments on mortgage principal including loans paid in full, 
and the remaining $751,550,147 constitutes interest payments to the 
Corporation. Cash sales and initial payments on property sales have 
been included in these figures.  

The collection record of the Corporation has followed closely the 
fluctuations of general b'usiness conditions. Whenever employment 
slackens and family income declines, collections from borrowers tend 
to fall off. Conversely, as the following chart indicates, when 
economic activity improves, payment is made promptly on billings 
by the Corporation. The fiscal year 1941 shows an especially close 
correlation between national income and collections. The reporting 
period was one of rising industrial activity, increased employment, 
and higher incomes.' It is no mere coincidence that the ratio of 
payments received on active accounts to current billings actually 
exceeded 100 percent because of payments received on delinquent 
installments and prepayments during five of the first six months of 
1941.  

1
See pp. 14-15
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Another evidence of the improved ability of HOLC borrowers to 
repay their obligations to the Corporation is the steadily increasing 
number who are finding it possible, either through resources of their 
own. or by private refinancing, to repay their loans in full. During 
the reporting period, 30,954 original borrowers retired the balance of 
their indebtedness to the Corporation. From the beginning of opera
tions through the close of the fiscal year 1941, the total number of 
borrowers' accounts wholly terminated through payment in full 
numbered 108,095 in the amount of $249,846,629.  
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On June 30, 1941, arrearages amourted to $15,278,304, of which 
$14,051,486 was due on original loan accounts and the remaining 
$1,226,818 on vendee accounts. Of the total amount due and still 
unpaid, $12,869,165 represented amounts uncollected on principal 
and $2,409,139, amounts still unpaid on interest. As might be 
expected from the improved repayment record of borrowers during 
the reporting period, arrearages at the close of the reporting period 
were substantially lower than a year previous, when the total amount 
due and unpaid amounted to $35,118,808.
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Reduction of Mortgage Indebtedness by Borrowers 

The liquidation of the Corporation's assets, and more particularly, 
the rapidity with which this goal can be accomplished is measured 
primarily by the ability of the Corporation's borrowers to repay their 
indebtedness. The following table demonstrates the progress already 
made by the present HOLC borrowers in reducing their mortgage 
obligations through the close of the reporting period: 

Debt liquidation of the average outstanding original loan 

Number of original accounts outstanding, June 30, 1941_------ 721, 614 
Original amount of these loans -------_ ---_ -- _ $2, 081, 236, 692 
Average original amount_ $2, 884 
Loan balance, June 30, 1941________________ $1, 521, 046, 216 
Average loan balance, June 30, 1941___-___ ____ _ $2, 108 
Percent reduction____ ___ 26. 9 

The present average borrower has been able, over a period of from 
five to eight years, to reduce by 26.9 percent the principal balance of 
his mortgage loan. This record is particularly noteworthy when it is 
recalled that a large majority of the original HOLC mortgagors were 
delinquent some two years on principal and interest payments and 
from two to three years on taxes and assessments at the time their 
obligations were refinanced by the Corporation.  

Not all of the original borrowers have, of course, been able to carry 
out their loan contracts. It was not expected, in fact, that the 
refinancing of distressed mortgages by the Home Owners' Loan Cor
poration would result in the successful rehabilitation of all of the mort
gagors to whom the Corporation's loans were granted. By June 30, 
1941, foreclosure had been authorized in 193,612 cases when the 
borrowers, although given every opportunity and encouragement, 
still failed to meet their loan obligations. On the other hand, the 
108,095 borrowers who have retired their loans in full have done more 
than meet their mortgage payments on schedule. Exhibit 54 shows 
the average original loan per active borrower and the average loan 
balance outstanding on June 30, 1941, by HOLC Regions and by 
States.  

The original refinancing loans made by the Home Owners' Loan 
Corporation aggregated $3,093,451,321. By the close of the 1941 fiscal 
year, subsequent advances to original borrowers for miscellaneous 
purposes, as well as the conversion of delinquent interest to principal, 
increased this investment to $3,263,957,817. By June 30, 1941, the 
Corporation's borrowers had retired, through repayment of principal,
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$956,637,553, or 29.3 percent of total original loans and advances.  
In addition, $786,274,048, or 24.1 percent of gross loans and advances 
had been transferred to other accounts, particularly the Corporation's 
property account. The net result of principal repayments and 
transfers was to leave a balance of original loans and advances out
standing of $1,521,046,216 on June 30, 1941.  

Reduction of indebtedness of original borrowers 

Through Through 
June 30, 1940 June 30, 1941 

Original amount of loans closed --------------------- $3,093,451, 321 $3, 093, 451, 321 
Advances to borrowers and interest merged with principal in extension agree

ments----------------------------------------------------- 153, 182, 289 170, 506, 496 

Cumulative gross indebtedness of borrowers - ---------- 3, 246, 633, 610 3, 263, 957, 817 
Less principal repayments---------------- 776, 798, 956 956, 637, 553 
Less balances transferred to property and similar accounts------- 734, 951, 572 786, 274, 048 

Balance of original loans and advances outstanding----- 1, 734, 883, 082 1, 521, 046, 216 

In addition to the repayment in full of 108,095 original loans, a 
number of accounts have been terminated by charge-offs, cash sales, 
and other methods. The following table summarizes all accounts 
terminated as of the close of the last two fiscal years: 

Cumulative number of accounts terminated 

Through Through 
June 30, 1940 June 30, 1941 

Original loans paid in full --------------------- 77,141 108, 095 
Cash sales at foreclosure--------------- 908 1, 224 
Cash sales of acquired properties- .--- - ----------- 6,038 8, 471 
Vendee instruments paid in full -------------- 1, 797 4, 275 
Properties and accounts charged off or consolidated------------- 180 249 

Total accounts terminated ------ --_--- --- 86, 064 122, 314 

2. GENERAL OPERATIONS 

Loan Service 

Since its inception, the Home Owners' Loan Corporation has been 
confronted with a peculiarly difficult problem in servicing its loans.  
Unlike normal private lending institutions, the Corporation made its 
loans to home owners already seriously delinquent and unable to 
obtain from other sources the refinancing funds needed to avoid fore
closure. The added responsibility of keeping such borrowers in their 
homes if reasonably possible impelled the Corporation to develop a 
highly specialized servicing operation.
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142 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

By treating delinquent accounts on an individual case basis, the 
Corporation has been able to discover the source of borrowers' diffi
culties and to take corrective measures in many cases which otherwise 
would have drifted into foreclosure. A representative of the Home 
Owners' Loan Corporation calling at the borrower's home can usually, 
by frank discussion with members of the family, diagnose the financial 
ills which led to delinquency in loan payments.  

In cases of small arrearage, the same results can often be obtained 
by direct correspondence. In any event, the Corporation bends 
every effort to assist the home owner to rehabilitate himself whether 
the difficulty be lack of employment, illness, financial reverses, crop 
failures, overhousing, excessive taxes, or any of the adversities which 
may beset home owners during the course of long-term financing.  
Through its representatives located in all sections of the country, the 
Corporation is in a position to help borrowers obtain employment or 
public assistance, to assist them in the sale or rental of their homes, 
or to grant temporary forbearance, adjustments of loan payments, 
or advances for taxes and reconditioning, if such action is justified 
by the circumstances of the individual case.  

The reduction in the number of active accounts in the Corporation's 
portfolio during the fiscal year due to foreclosures and payments in 
full was largely offset by sales of acquired properties on a deferred 
payment basis. As a result, the number of mortgage loans and ven
dee accounts being serviced declined by only 13,393, or from 855,681 
at the beginning of the fiscal year to 842,249 on June 30, 1941.  

Although the volume of accounts was reduced only slightly, the 
nature of the Corporation's servicing problem was altered by the 
large-scale extension activities during the 1940 fiscal year and the 
general improvement in business conditions which has been brought 
about by the national defense program. As a consequence of these 
developments, only 6.5 percent of the Corporation's loans were 3 
months or more in arrears at the close of the fiscal year as compared 
with 25.9 percent in December 1939, just prior to the inauguration 
of the extension program under the Mead-Barry Act. Loans over 
6 months in arrears represented but 1.2 percent of total as compared 
with 17.3 percent in December 1939.  

This shift in the delinquent status of accounts was accompanied 
by a transition from "curative" to "preventive" servicing. In other 
words, the Corporation's primary emphasis in servicing its loans 
is at this time not so much the elimination of serious delinquencies,
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although accounts in this category continue to receive close attention, 
but rather the task of helping home owners to avoid arrearages.  
Assistance of this latter type is especially necessary in those cases 
where the borrower's repayment period has been extended to bring 
his account current. Failure to maintain payments on the revised 
basis may well mean unavoidable foreclosure since extensions usually 
represent the ultimate possible liberalization of loan terms, if the 
integrity of the Corporation's loans as debtor obligations is to be 
maintained.  

A new servicing policy was adopted by the Corporation in December 
1940 to permit special leniency to the borrower whose income is 
adversely affected by his induction or the induction of a member of 
his family into military service. By June 1941, the privilege of 
making reduced payments (generally equivalent to interest and 
taxes) during the period of military service had been granted to 
235 Corporation borrowers. In a number of cases, the Corporation 
has agreed to carry the loans temporarily without any payment 
whatsoever, on the borrower's promise to make up the delinquent 
installments as soon as possible after the termination of military 
service.  

A servicing activity which protects both the Home Owners' Loan 
Corporation and its borrowers is the advance of supplemental amounts 
for the payment of taxes, insurance, repairs, and like costs. Many 
borrowers have been hard pressed, at times, to meet these costs in 
addition to their regular payments on interest and principal. In 
justifiable cases, therefore, the Corporation has followed the practice 
of advancing the needed funds, when the borrower is unable to take 
care of these items himself, increasing the loan by the amount thus 
paid out on his account. In this manner, the Corporation not only 
protects its own security by the amounts expended, but also assists 
its borrowers through temporary periods of difficulty.  

The table below indicates that almost 92 percent of total supple
mental advances through June 30, 1941, were made for the payment 
of delinquent taxes. While funds for this purpose still accounted 
for the major share of funds advanced during the fiscal year 1941, 
it is noteworthy that the dollar volume decreased from $66,283,241 
during the previous reporting period to $13,165,882, or by 80 percent, 
principally as a result of the growth in tax and insurance accounts 
(see pages 145-6). Advances for other purposes show relatively 
little change during the reporting period.
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144 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

Advances to original borrowers, by purpose 

Fiscal year Taxes Insurance Mainte- Mscella- Total nance neous 

1934__ --------- $1,619 $17,017 ------- _ -- .- $18,636 
1935-------- -_ ------ - 85,035 391, 349 $3, 696 $676 480, 756 
1936 ------------ - 1,563,728 2,144,683 311,362 21,904 4,041,677 
1937------ ---------- 11,349,050 1, 215, 925 528,159 66, 477 13,159,611 
1938 ------------ 18, 607, 296 1, 269,992 386,026 133, 013 20, 396, 327 
1939------ ---------- 36,991,707 1,068,715 415,172 145,979 38,621,573 
1940----- ----------- 66, 283, 241 778, 422 886, 627 881, 794 68, 830,084 
1941----__-- ------------------ 13, 165, 882 1, 103, 216 895,414 589, 950 15, 754,462 

Cumulative, June 30, 1941------- 148,047,558 7, 989, 319 3,426,456 1,839, 793 161, 303,126 

Extension of Loan Terms 

Under the terms of the Mead-Barry Act approved on August 11, 
1939, the Home Owners' Loan Corporation was authorized to extend 
the amortization period of borrowers' loan accounts to a maximum 
of 25 years from the date of the execution of the security instru
ment, if, in the judgment of .the Corporation, the circumstances 
of the home owner and the condition of the security justify such 
extension. A substantial number of extension applications had been 
processed before the close of the 1940 fiscal year, and on June 30, 
1940, the books of the Corporation showed 172,491 extended accounts.  
During the reporting period, an additional 61,134 accounts were 
extended on the books of the Corporation, bringing the total to 
233,625 as of June 30, 1941.  

Authority to extend loan terms has considerably broadened the 
Corporation's servicing activities and has given thousands of borrowers 
a fresh opportunity to work out their delinquency problems and avoid 
foreclosure. Loan extensions have naturally been granted borrowers 
whose delinquency was most serious. Of the total loans extended 
on the books of the Corporation from the beginning of the program 
in the fall of 1939 through the close of the current reporting period, 
48.3 percent were in arrears more than 12 monthly installments 
and 31.2 percent were delinquent 18 or more monthly payments at 
the time extensions were granted.  

Accounts extended from October 1, 1939, through June 30, 1941, 
classified by arrearage age groups at time of extension 

Installments in arrears: Percent of total 

Less than 3 months--- ------------- 8-------_ -- 8. 5 
3 to 11 months ---------------------- 43.2 
12 to 17 months --- ----------------------------- 17.1 
18 months and over-------- -------- 31. 2 

Total_ ---------- -------------- 100. 0
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Extended accounts require close servicing attention by the Cor
poration, for failure to carry out the terms of revised contracts in 
most cases leaves no alternative but resort to foreclosure. There is 
a necessary limit to the leniency and assistance which can be extended 
to the Corporation's borrowers without sacrificing the interests of the 
Corporation and the taxpaying public, and there are few cases in 
which any further aid can be justified if extended terms of payment 
cannot be met.  

At the close of the reporting period, the books of the Corporation 
show that 225,784 of the 233,625 accounts which had received an 
extension of amortization period were in active status. The remain
ing 7,841 had been terminated by foreclosure or payment in full. A 
large proportion of the extended accounts now on the books of the 
Corporation have been in effect for at least a year. Although this 
is not a sufficient period of time to warrant accurate conclusions as to 
the number of borrowers who will be able to rehabilitate themselves 
by means of an extension, the performance record of this group of 
Corporation debtors has to date been a satisfactory one. At the 
close of the reporting period, 95.2 percent of active extended accounts 
were in satisfactory status, while only 4.8 percent were in default 
and not liquidating.  

Tax and Insurance Accounts 

In dealing with over one million borrowers, the Home Owners' Loan 
Corporation found that one of the most serious cost problems involved 
in home ownership was the burden of taxes, insurance, and similar 
carrying charges which must be borne by the borrower in addition 
to his regular monthly loan installments. In the normal course of 
events, charges for taxes and insurance are levied on an annual basis 
and in many cases their payment in a lump sum represents a major 
hardship. In an effort to assist its borrowers, therefore, the Cor
poration has established a special procedure by which home owners 
may accumulate funds for the payment of taxes and insurance on a 
systematic monthly installment basis. When taxes and insurance 
come due, they are paid automatically by the Corporation from the 
funds paid in by the borrower in this manner.  

This program has not only provided a safeguard for home owners 
against the accrual of insurance charges and penalties due to tax 
delinquency, but, in addition, it has brought about substantial econo
mies in the Corporation's administrative expenses by obviating the 
need for searching public tax records on a large number of properties.  

During the reporting period, the number of Corporation borrowers
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146 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

and vendees for whom tax and insurance accounts had been estab
lished increased by 90,443 to a total of 418,517 on June 30, 1941. At 
the time the Mead-Barry extension program was inaugurated in the 
fall of 1939, the Board adopted, as a matter of policy, a requirement 
that tax and insurance accounts be established in each case where an 
extension was granted. Likewise, since October 1939, each vendee 
has been required to accumulate funds for the payment of taxes and 
insurance through such accounts.  

The value of the tax and insurance program is directly reflected 
in the fact that borrowers' tax delinquency has declined to the 
point where the Corporation now encounters little difficulty on 
this score.  

Taxation 

Tax and insurance accounts established by the Corporation have 
proved a successful means of assisting borrowers to meet their annual 
tax charges. However, the real root of the problem lies not in devices 
which facilitate the collection of tax bills, but in a more equitable real
estate tax system. Taxes are, of course, cost factors over which the 
Corporation has no control. Its experience as one of the largest tax
payers in the country, however, does offer some interesting facts on 
the relative importance of taxation in the average home buyer's 
budget.  

Analysis of the tax and insurance accounts during the calendar year 
1940 shows that for the country as a whole, the average monthly tax 
and insurance installment represents approximately 33 percent of the 
average monthly loan installment. In four-States, real-estate taxes 
are equivalent to 50 percent or more of loan payments and in an 
additional 12 States, they represent between two-fifths and one-half 
of the monthly loan installment. Relating monthly tax accruals to 
mortgage interest shows that the average tax is equal to about 80 
percent of the interest charged each month on the Corporation's loans 
and there are ten States in which taxes actually exceed the borrower's 
interest payments.  

A rigid cost such as taxation has a direct and evident bearing on 
the cost of home ownership. An oppressive tax load not only handi
caps the borrower in meeting his mortgage indebtedness, but may well 
even discourage home ownership if the borrower knows that after the 
debt has been cleared he will still be left with an excessive tax burden.  

Taxation costs have a direct effect on property acquisitions and sales.  
It is impossible, of course, to single out taxation as the sole determi
nant in HOLC property operations. However, it is undoubtedly more 
than a coincidence that the Home Owners' Loan Corporation has been
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forced to acquire fewer properties and has been able to dispose of its 
property acquisitions at a better rate in communities and areas where 
taxes are on a reasonable level.  

In the following table, annual taxes as a percentage of sales prices 
are shown to correlate closely with the percentage of sales to acquisi
tions in the same localities. In Jersey City, for example, where annual 
taxes represented 7.41 percent of property values as represented by 
sales prices during the first six months of 1940, the Corporation had 
been able to liquidate only 26.6 percent of its total acquisitions. In 
San Francisco, on the other hand, where taxes represented but 1.89 
percent of current market prices, the Corporation has been able suc
cessfully to dispose of 97.4 percent of acquisitions.  

Annual tax rates and HOLC property sales in selected cities 

Percentage Percentage 
Taxes as a of HOLC Taxes as a of HOLC 

City percent of sales to City percent of sales to 
sales prices 1 properties sales prices 1 properties 

acquired acquired 

Percent Percent Percent Percent 
Jersey City_---- 7.41 26. 6 St. Paul ..-------- 3 63 91.0 
Newark_----_ 5. 80 27. 9 Minneapolis---------- 3. 59 88. 0 
Rochester ---- 5. 70 39.1 Fort Worth------ 2. 97 89. 4 
Buffalo -------- 5. 32 32 1 Indianapolis--------- 2. 53 82. 5 
Boston ------- 5.17 45. 6 Dallas ---- _ 2. 23 92 6 
Brooklyn (N. Y.) _---- 4. 72 36 7 Atlanta ---------- 2. 21 96. 3 
Bronx (N. Y.) -- _---- 4 32 55 1 Tulsa--- ------ 2 19 86 0 
Queens (N. Y.) -----. 3.81 33 3 Salt Lake City -------- 2.04 98.3 
New Orleans_---------- - 3. 78 86 0 Oklahoma City-------- 2 03 94. 5 
Milwaukee ---------- 3 70 74 1 Cleveland -------- 2 00 87. 0 
Pittsburgh ------------- 3.69 74. 8 San Francisco.----------- 1 89 97.4 

Based on sales during the first six months of 1940.  

A further example of the cost of taxation in HOLC operations is 
found by relating the annual tax burden to gross income received by 
the Corporation from the properties it owns. During the fiscal year 
1941, over 40 percent of total gross rentals received by the Corporation 
was disbursed in the form of taxes.  

Insurance Program 

As outlined in the Eighth Annual Report of the Board, certain changes 
were made in May 1940 in the Corporation's program with respect to 
insurance of borrowers' properties, as well as properties acquired by 
the Corporation, against fire, windstorm, and other bozards. An 
agreement was entered into with the Stock Company Association 
whereby borrowers who maintain tax and insurance accounts with the 
Corporation (see p. 145), as well as certain borrowers who neglect to 
obtain insurance, may have their properties insured by the Stock
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148 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

Company Association pursuant to its contract with the Corporation.  
This contractual agreement was concluded only after open competitive 
bids had been received from a number of qualified insurance carriers.  

The majority of the Corporation's borrowers are continuing to fur
nish their own insurance policies from companies of their own selection 
and through their own agents. The Home Owners' Loan Corporation 
requires only that the insurance carriers be licensed by the 'State in 
which the borrower's property is located and that the policy be such 
in amount and other respects as to afford the Corporation adequate 
protection. However, 90 percent of the 418,517 borrowers and vend
ees for whom tax and insurance accounts have been set up on June 30, 
1941, had elected the convenience of having the insurance on their 
properties renewed with the Stock Company Association under the 
terms of its contract with the Corporation.  

On June 1, 1940, the Board discontinued the purchase of insurance 
against fire and other hazards on its owned properties. In lieu of 
insurance, a reserve was set up to which such losses might be charged.  
On the basis of previous loss experiences, reserve allocations were es
tablished at the rate of fifty cents per month per owned property.  
From the time the reserve was first set up in June 1940 through the 
close of the fiscal year 1941, provisions for losses on this basis aggre
gated $352,746.50, while losses charged to the reserve during the same 
thirteen months totaled only $115,389.53.  

Foreclosures 

After deduction of withdrawn cases, net foreclosures authorized on 
original loans during the fiscal year 1941 totaled 11,498. During the 
previous reporting period, net authorizations totaled 11,078. Fore
closure authorizations on vendee accounts numbered 1,593 as against 
795 during the 1940 fiscal year. Included in the above figures are 
2,812 properties acquired during the reporting period by deed in lieu 
of foreclosure as compared with 4,334 during the previous fiscal 
year.  

The slight increase in the number of net foreclosure authorizations 
on mortgage loans during the fiscal year 1941 was accounted for 
principally by foreclosure actions brought during the first few months 
of the reporting period. The majority of accounts on which the 
Corporation was forced to institute proceedings at that time were 
cases in which foreclosure had previously been authorized, but which 
had been postponed during consideration of extension applications.  
In those cases where it was found after careful consideration that 
even the most liberal extension of loan terms would be insufficient to 
permit the borrower to carry his loan, it was necessary to resume
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foreclosure action. These cases account for the noticeable increase in 
foreclosure activity during the fall of 1940. After this period had 
passed, the trend of foreclosures was steadily downward, with net 
authorizations during the last six months of the reporting period 
totaling only 3,615 as compared with 7,883 during the previous six 
months.  

The downward trend in foreclosure activity during the closing 
months of the reporting period is attributed to two causes. First, the 
Corporation's extension program has placed a large number of 
marginal accounts on a satisfactory paying basis. At the end of 
June 1941, only about 7 percent of outstanding mortgage loan accounts 
were in default. Second and perhaps even more important, is the 
fact that improved economic conditions and rising incomes have 
enabled a great number of borrowers to maintain their loan contracts 
on a current basis.  

Foreclosure operations during the fiscal year 1941, by months 

Original borrowers Vendees 

Month Authoriza-With- Net au- Authoriza- With- Net auAuthoriza- With- thoriz Authonza With- thoriza
tions drawals tons tions drawals tions 

1940 
July - ---------- 1,554 351 1,203 151 29 122 
August ------------- 1,829 385 1, 444 179 27 152 
September--_ -- - 2, 223 358 1, 865 235 38 197 
October -------------- - 2, 117 596 1, 521 255 47 208 
November----------- 1, 706 585 1,121 192 42 150 
December--------- 1, 313 584 729 182 65 117 

1941 
January------- _- 1,525 611 914 183 66 117 
February -- 1,510 691 819 212 69 143 
March- __---- - 1, 497 712 785 242 74 168 
April-----.___,---__ 1, 140 781 359 171 96 75 
May-------------- 946 563 383 154 71 83 
June - ---- - 879 524 355 125 64 61 

Total------ 18, 239 6, 741 111, 498 2,281 688 21, 593 

1 Includes 586 redemptions.  
2 Includes 1 redemption.  

Since the beginning of operations, the Corporation has authorized 
226,244 foreclosures on original loans, of which 32,632 have been 
withdrawn, leaving a net total of 193,612, or 19.0 percent of loans 
closed. Foreclosures which have been authorized on vendee accounts 
reached the cumulative figure of 3,825 on June 30, 1941. After 
deduction of withdrawals numbering 943, a net total of 2,882 remains.  
Compared with the total volume of vendee accounts set up on the 
books of the Corporation, this represents a foreclosure rate of only 
2.2 percent and speaks well for the performance record of individuals 
who have purchased Corporation properties on a deferred payment 
basis.
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Exhibit 55 presents on a cumulative basis to June 30, 1941, net 
foreclosure authorizations on original loans and vendee accounts, by 
HOLC Regions and by States, and the ratio of net foreclosures on 
original loans to the total number of loans granted.  

As previous Reports of the Board have stated, the foreclosure 
policy of the Home Owners' Loan Corporation is predicated on the 

CHART LIII 

FORECLOSURE OPERATIONS 
THOUSANDS ORIGINAL ACCOUNTS AND VENDEE ACCOUNTS

1936 1937 1938 1939 11 1940 1941 
V -722 
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FEDERAL HOME LOAN BANK BOARD 

belief that foreclosure should be taken only after every other reason
able means of enabling the borrower to keep his loan in satisfactory 
status has been exhausted. One measure of this policy is found in 
the following table: 

Percent distribution of foreclosures through June 30, 1941, by arrear
ages at time of foreclosure 

Percent 
Arrearages before foreclosure: of total 

Less than 12 months --------------- 35. 5 
12 months to 17 months ---------------------------- 21. 4 
18 months to 23 months -------------------------- 19. 4 
24 months and over ---------_ ------------------- 23. 7 

Total ------- ,------------------------------ 100.0
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In its efforts to work out fair means of settlement with its borrowers, 
the Corporation withheld foreclosure actions until the delinquencies 
amounted to more than 12 months in 64.5 percent of total cases. As 
a matter of fact, even this figure is something of an understatement.  
Extended accounts are brought into current status at time of exten
sion by including in the loan amount delinquent principal and interest 
as well as advances made for delinquent taxes, assessments, and 
insurance. Iri the above table, therefore, arrearages at time of fore
closure on these accounts include only the period of delinquency after 
approval of the extension agreement. If forbearance prior to this 
time were also computed, the percentage of foreclosed accounts upon 
which delinquencies totaled 12 monthly installments or more would 
be substantially higher than 64.5 percent.  

Property Management 

The 1941 reporting period saw a further substantial reduction in the 
real-estate holdings of the Home Owners' Loan Corporation. During 
the 1941 fiscal year, the number of properties owned and in process 
of acquiring title 2 decreased from 70,780 to 49,419, a reduction of 
30.2 percent. The combined capital value 3 of properties owned and 
in process of acquiring title was $318,734,001 on June 30, 1941, as 
compared with $424,185,212 a year previous, a decline of 24.9 percent.  

The Corporation's declining real-estate account resulted, of course, 
from an excess of sales over new acquisitions during the reporting 
period. Only 17,382 properties were acquired during the fiscal year 
1941, while property sales during the same twelve months totaled 
34,745. Exhibit 56 shows property acquisitions and sales, by fiscal
year periods, from 1936 through 1941.  

The policy guiding all property management activities of the Home 
Owners' Loan Corporation has been one of orderly liquidation, 
designed to dispose of acquired real estate as rapidly as is consistent 
with the Government's interest and with the Corporation's policy as 
a public agency to safeguard the stability of the real-estate market.  
The practice of "dumping" properties has never been followed on the 
premise that such a policy might well weaken the market and would 
represent an irresponsible sacrifice of the realizable value which the 
Corporation has in its properties. Instead, properties owned by the 

2 Properties in process of acquiring title are those where the foreclosure action has been advanced to the 
point of judgment or sale but where because of the existence of a redemption period or for other reasons, 
some additional time must yet elapse before the Corporation can acquire full title.  

3 
The capital value of property is represented by unpaid balances of loans and advances; unpaid interest 

to date of foreclosure, sale, or judgment; foreclosure costs; other charges applicable to the period preceding 
acquisition; initial repairs; and reconditioning and permanent additions which enhance the value of the 
property.
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Home Owners' Loan Corporation are offered for sale at prices based 
on fair market values.  

Each property acquired by the Corporation is treated as an indi
vidual case and disposition is based on an analysis of all factors 
involved. Decisions as to sale and rental prices and necessary recon
ditioning to be performed are based on such analysis, the object of 
which is to determine the best means of liquidating the Corporation's 

CHART LIV 
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FEDERAL HOME LOAN BANK BOARD

properties. All properties are listed for sale with brokers, and listings 
are distributed on an equitable basis to all reputable sales brokers in 
the community.  

The property holdings of the Corporation continue to show a ten
dency toward concentration in certain areas where, in spite of generally 
improved economic conditions throughout the country, recovery of 
the local real-estate market continues to lag and sales are difficult.  
The real-estate problem of the Home Owners' Loan Corporation, like 
that of other financial institutions, has become primarily one of 
liquidating the properties which it now holds in these localities.4 

A conspicuous example of this concentration is found in the eastern 
and northeastern sections of the country, especially in such States as 

4 See Survey of Housing and Mortgage Finance, pp. 27-29.
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New York, New Jersey, and Massachusetts. The proportion of prop
erties in the New York Region, comprising New York, New Jersey, 
and the New England States, has increased progressively from 32.2 
percent of total at the end of the fiscal year 1938 to 69.5 percent on 
June 30, 1941. Only 16.1 percent of the Corporation's loans were 
originally made in these same States.  

An inventory of properties owned on June 30, 1941, shows the heav
iest concentrations to be in the very large and the very small com
munities. Over 22.2 percent of the Corporation's properties were 
located in cities with one million or more inhabitants and 13.4 percent 
in towns of less than twenty-five hundred population. In particular, 
the scattering of properties throughout thousands of small communities 
has presented a unique problem in the marketing- activities of the 
Corporation. Previous analyses have shown that sales had a tend
ency to lag in the population groups at each end of the scale, but 
recent reports indicate that sales, in each of the various community 
size groups, are approaching a closer balance.  

Property sales, by size of community, through June 30, 1941 

1,000,000 500,000 to 250,000 to 100,000 to 50,000 to 
Total and over 1,000,000 500,000 250,000 100,000 

Number of properties acquired i-------- 184, 686 27,017 12,410 19, 667 21,024 16, 016 
Number of properties sold---------- 139, 764 17, 035 9, 302 15, 826 17, 363 12,076 
Percentage sold - -------------- 75 7 63 1 75.0 80.5 82 6 75.4 

25,000 to 10,000 to 5,000 to 2,500 to Less than 
50,000 25,000 10,000 5,000 2,500 

Number of properties acquired ---------- -- 16, 085 23, 182 13, 682 10, 662 24,941 
Number of properties sold --------------------------- 12,930 17,392 10, 661 8,273 18,906 
Percentage sold ----------------------------------- 80 4 75.0 77.9 77.6 75.8 

1 Includes properties sold prior to acquisition, as permitted by statute in certain States.  

Analysis of properties sold through June 30, 1941, shows a prepon
derance of sales at prices of $4,000 or less. As the following table 
indicates, 85 percent or more of properties acquired and priced at 
$3,000 or less had been sold through June 30, 1941, and over 79 per
cent of properties priced at $3,000 to $4,000 had also been liquidated.  

Properties acquired and sold, by price ranges, as of June 30, 1941 

Less than $1,000 to $2,000 to $3,000 to $4,000 to $6,000 to $10,000 
$1,000 $2,000 $3,000 $4,000 $6,000 $10,000 and over 

Number of properties ac
quired 1 ------------------- 12,967 31,043 35,144 32,502 44,149 25,851 3,030 

Number of properties sold -_ 11,063 27, 076 29,987 25,801 28,870 15,088 1,879 
Percentage sold---- 85 3 87 2 85 3 79.4 65.4 58.4 62.0 

1 
Includes properties sold prior to acquisition as permitted by statute in certain States.  

425085-41- 11
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154 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

Only a limited number of HOLC properties have been sold on a 
cash basis. The large majority have been sold with a down payment 
and the balance payable in equal monthly installments over a period 
ranging up to fifteen years. On June 30, 1941, the average down 
payment on such sales was 11.9 percent of the purchase price.  

Property sales through June 30, 1941, by terms 

Number of Percent of 
properties total 

Cash sales-------------------_ -' 8,478 6 1 
Sales on security instruments -------------- 76,430 54.7 
Sales contracts or other instruments m lieu thereof ------------ 54,856 39. 2 

Total ___--.. --------------... .---------------- 139, 764 100.0 

Property sales through the end of the fiscal year 1941 resulted in a 
cumulative capital loss of $168,402,668, or an average of $1,204.91 per 
property, representing the spread between the sales price and the cap
ital value carried on the books of the Corporation. The cumulative 
capital loss through the close of the reporting period was 25.8 percent 
of the capital value of all properties sold. A detailed statement of 
profit and loss on sales, by calendar years, is given in Exhibit 57.  

Without some explanation of the factors accounting for losses, these 
figures give a false picture of the Corporation's sales experience.  
Losses resulting from the sale of owned properties have been computed 
on the basis of a capital value which includes all costs resulting from 
the forbearance shown by the Corporation to its distressed borrowers.  
These book losses can, in fact, be taken in part to represent the cost 
of leniency toward borrowers who failed to rehabilitate themselves.  

Efforts to avoid foreclosure and to exhaust every possibility of work
ing out a satisfactory solution to delinquency problems mean the 
accumulation of substantial arrearages in many cases before the Cor
poration resorts to foreclosure. After foreclosure has been authorized, 
all costs incident to acquiring title are included in the capital value 
which in almost every instance has been increased as a result of the 
borrower's loan and tax delinquency. After acquisition, extensive 
reconditioning is many times necessary before the property can be 
placed in condition for rental or sale and amounts spent for these 
purposes are also added to capital value. As a result, the book 
value assigned to a large majority of the Corporation's acquired prop
erties is well above current market prices, and the losses reported 
above should not be looked upon as losses resulting entirely from the 
sale of real estate.
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The various elements entering into the capital value of properties 
cumulatively sold through June 30, 1941, are shown in Exhibit 58.  
The chart which follows illustrates how capital value is built up on 
the average property so far sold by the Corporation.  

CHART LV

CAPITAL VALUE OF AVERAGE H. . L. C. PROPERTY 
BASED ON CUMULATIVE PROPERTY SALES THROUGH JUNE 30, 1941

PLUS LESS PLUS PLUS 
$3,681 $413 $ 143 $392 $348 

Amount of Taxes and Assess- Repayments of Delinquent Interest Initial Recondition
ORIGINAL LOAN ments,lnsurance, Principal 8 Other Capitalized and ing and Capitalized 

Maintenance, Misc Capital Credits Foreclosure Costs Repairs 

DIVISION OF RESEARCH AND STATISTICS 
FEDERAL HOME LOAN BANK BOARD 

Property Income and Expense 

Of the 62,868 units in properties owned by the Corporation on June 30, 
1941, there were 51,606, or 82.1 percent, rented or available for rental.  
Of these units available for rental, 46,655, or 90.4 percent, were 
rented.5 The 11,262 units vacant and not available for rental on 
June 30, 1941, comprised those units held for repairs, properties held 
vacant for sale, those adversely occupied, and a few cases in transition 
from one of these categories to another.  

During the fiscal year 1941, the gross operating income derived 
from properties amounted to $20,774,183; and gross expenses, exclu
sive of interest and administrative overhead costs, totaled $16,680,132, 

a In 288 cases, dwelling units could not be rented because the tenants were in the process of eviction.
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156 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

leaving a net operating income for the reporting period of $4,094,051.  
From the beginning of operations through June 30, 1941, property 
income aggregated $93,714,151, while total property expense amounted 
to $79,299,181, resulting in a cumulative net operating income of 
$14,414,970.  

Detailed information on vacancies, rent collections, and average 
rent per dwelling unit will be found in Exhibit 59. Exhibit 60 contains 
a summary of the various income and expense items entering into the 
operation of properties sold through June 30, 1941.  

Vendee Accounts 

The increasing volume of property sales is reflected in a corresponding 
growth in the number of accounts established for the purchasers of 
properties on a deferred payment basis. On June 30, 1941, vendee 
accounts totaled 126,143, or 14.9 percent of all debtor accounts as 
compared with 97,404, or 11.3 percent of total a year previous.  

The Corporation's collection experience on its vendee portfolio has 
been a satisfactory one. Of the total vendee accounts in active status 
on June 30, 1941, over 97 percent were paying on schedule or were 
less than three months in arrears; an additional 1.0 percent, although 
delinquent, were making satisfactory liquidation payments; and only 
1.7 percent were in default and threatened with foreclosure. As 
already mentioned, foreclosures authorized on vendee accounts 
through June 30, 1941, totaled only 2,882, or but 2.2 percent of all 
properties sold on a deferred payment plan. By the close of the 
reporting period, 2,229 properties had been reacquired from vendees. 6 

Through June 30, 1941, property sales on a deferred payment basis 
had brought a total sales price of $459,775,247, resulting in the estab
lishment of vendee accounts in the amount of $401,573,895. The 
difference represents principally dowfi payments received from prop
erty sales. Principal repayments and transfers to the Corporation's 
property account had reduced the dollar volume outstanding on vendee 
accounts at the close of the reporting period to $349,246,315, including 
$3,592,221 in advances made to vendees and unpaid balances of instru
ments received from partial sales in the amount of $3,091,554.  

Reconditioning 

Reconditioning operations of the Home Owners' Loan Corporation 
are undertaken for two broad purposes. In the first place, funds 
have been advanced by the Corporation to a number of its borrowers 

6 These properties are included in the acquisition figures given on page 151.
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HOME OWNERS' LOAN CORPORATION 157 

to be expended for needed repairs and maintenance. As previously 
explained (see page 143), this servicing activity of the Corporation 
serves the dual purpose of protecting the interests of both the borrower 
and the Corporation. In the second place, it is necessary to recon
dition a substantial number of properties which the Corporation has 
been forced to acquire. In order either to rent or sell many properties, 
it is essential that they be restored to a condition of normal habitability 
which will enable them to compete favorably with similar properties 

CHART LVI 

RECONDITIONING CASES COMPLETED 
THOUSANDSJULY 1936 THROUGH JUNE 1941 
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in the neighborhood. Determination of the character and extent 
of reconditioning and repairs is based, of course, on a careful analysis 
of each individual case.  

Reconditioning operations during the fiscal year 1941 show a 
decline from the previous year. This reduction is principally ac
counted for by a drop in the number of properties acquired, thereby 
reducing the volume of necessary repair work on properties offered 
for sale. During the reporting period, a total of 35,982 reconditioning 
contracts were completed, in the amount of $11,653,483, as compared 
with 66,085, in the amount of $17,722,229 the preceding year.

PROET AAEWN AE 

ALL OTHER 
CASES
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158 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

Of the contracts completed during the 1941 fiscal year, 30,289, or 
84.2 percent, were for the reconditioning of properties acquired by the 
Corporation or in the process of acquisition. From the beginning of 
operations in 1933 through the close of June 1941, the Corporation 
had completed 831,850 reconditioning contracts involving a total 
expenditure of $168,674,387. In addition to cases handled directly 
by the Reconditioning Division of the Corporation, certain other 
expenditures are made by contract management brokers who have 
authority to provide for small maintenance repairs on properties 
under their supervision. It is estimated that the Corporation's 
reconditioning activity has, from the beginning of operations through 
June 30, 1941, provided approximately 17 million days of work for 
masons, carpenters, plumbers, painters, and others in the building 
industry. Detailed information on the various types of recondition
ing cases completed since the beginning of operations will be found 
in Exhibit 61.  

The reconditioning program of the Home Owners' Loan Corpora
tion has had two important results. Expenditures of the Corporation 
for moderate repair and rehabilitation work have improved the 
marketability of properties. Since these properties must compete 
on a market which offers the public attractive new homes at moderate 
prices, it is important to place older structures in an attractive and 
sound condition.  

A second result of reconditioning activity has been the effect of 
this type of operation in stopping neighborhood blight in older resi
dential districts. In several cities, reconditioning by the Home 
Owners' Loan Corporation has stimulated private lenders and home 
owners to take similar action to protect their real-estate investments.  
The technical staff of the Corporation has cooperated in surveys of 
blighted areas in Baltimore and Chicago, and the findings of these 
studies have laid the groundwork for neighborhood rehabilitation 
programs in a number of other communities.  

As mentioned in the first section of this Report, the Corporation's 
Reconditioning Division is now engaged in making similar studies for 
the Defense Housing Coordinator with the view to developing modern
ization and conversion programs in areas of concentrated defense in
dustry as one means of adding to the existing supply of housing with 
a minimum of cost and delay.7 

7 See page 3.
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Appraisals 

During the fiscal year 1941, the total number of appraisals completed 
by the Corporation numbered 60,264 as compared with 90,872 during 
the preceding reporting period. Of the appraisals completed during 
the current fiscal year, 20,264 were initial appraisals and 40,000 repre
sented reappraisals or supplemental reviews. Changing economic 
conditions, the aging of the Corporation's properties, and the various 
contingencies that constantly affect their value make it necessary to 
conduct fairly frequent reappraisals of properties in order to keep this 
vital information on a current basis. The Corporation has, in fact, 
adopted the policy of ordering review appraisals whenever it is found 
that values are being affected by economic or neighborhood changes 
and that the latest appraisal information available has become out 
of date.  

In the early period of operations, appraisals were used primarily as 
a means of evaluating the security behind each of the million loans 
refinanced by the Corporation. In subsequent years, appraisals have 
been used by the Corporation principally as a property management 
tool for the determination of sales prices, rents, and the need for recon
ditioning. In a few cases, appraisals are used in legal proceedings.  

Since the Appraisal Section of the Corporation has had considerable 
experience in estimating the value of real estate on a wide geographical 
basis and has available within its regional and field set-up trained 
specialists for this type of work, the other agencies under the Federal 
Home Loan Bank Board, as well as a number of unrelated Govern
ment agencies, have made use of the appraisal facilities of the Corpo
ration. Under a cooperative arrangement with the Federal Works 
Agency and the Procurement Division of the United States Treasury, 
the Appraisal Section of the Home Owners' Loan Corporation has 
assisted in the appraisal of various types of property, particularly old 
post office and customhouse structures no longer needed for Govern
ment use. During the reporting period, the Corporation also made a 
large number of defense appraisals for the War and Navy Depart
ments, involving all types of properties valued at several millions of 
dollars. Twenty-six appraisals were completed or were under way on 
June 30, 1941, for the War Department, and 62 for the Navy Depart
ment, thus making it unnecessary for these agencies to develop exten
sive appraisal facilities of their own. Cooperative appraisal work of 
the Corporation's Appraisal Section for other Government depart
ments is done on a reimbursable basis.
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160 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

3. ADMINISTRATION AND PERSONNEL 

The problems encountered in the administration of the Home Own
ers' Loan Corporation are difficult and in many respects unique. Be
cause the Corporation's loans were made to distressed home owners, 
it has been necessary to develop special service activities not usually 
required of private lenders. The cost of handling the Corporation's 
typically small accounts has also been relatively high since there is 
little difference in overhead expenses on a mortgage of $3,000 and one 

CHART LVII 

TOTAL NUMBER OF EMPLOYEES* 
TuOUSANnS BY MONTHS, JULY 1935-JUNE 1941

1935 1936 1937 1938 1939 1940 1941 

*Includes WA E Employees DIVISION OF RESEARCH AND STATISTICS 
FEDERAL HOME LOAN BANK BOARD 

ten times that figure. The very fact that the Corporation's loans and 
properties are located in virtually every county in the United States 
has made the problem of administering and controlling operations more 
complex than would otherwise be the case. Nevertheless, as the fol
lowing figures will show, the Corporation has been able to effect steady 
reductions in administrative costs during the last several years.  

On July 1, 1941, personnel s employed by the Corporation numbered 
7,764, of whom 1,256 were listed on the home office and 6,508 on the 

8 All personnel figures include employees on a per diem basis.
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field payrolls. Included in the figure for home office personnel are 203 
individuals who were officially stationed in various field offices. These 
figures compare with a total of 1,274 home office employees and 8,569 
field employees at the beginning of the fiscal year. In other words, 
during the reporting period, the Corporation was able to effect a reduc
tion of 21.1 percent in number of personnel, with a resulting saving in 
annual salary cost of $3,831,400.  

At the height of refinancing activity in November 1934, the total 
personnel employed by the Corporation numbered more than 20,000.  
From that period, the staff of the Home Owners' Loan Corporation 
has been reduced by over 62 percent. This continuing retrenchment 
reflects the progressive adaptation of the organization to the reduced 
volume of its work and also the steady introduction of operating 
efficiencies and improvements as rapidly as developments would per
mit. Detailed information on the number of employees on the pay
roll as of July 1, 1941, broken down by departments, divisions, and 
sections will be found in Exhibit 62.  

The Corporation has been faced with the difficult problem of 
maintaining a high morale during a period when it has been necessary 
to cut down on administrative overhead in view of the over-all 
responsibility of the Corporation to liquidate its affairs as rapidly 
and as economically as possible. In order to take advantage of 
every opportunity to develop and maintain the complete support of 
its employees, the Board in 1940 authorized the development and 
publication of a statement of policy governing employee relations.  
Department heads, supervisors, and employees cooperated in the 
formation of clearly stated policies to which all agreed, and worked 
out procedures for an easy, free exchange of ideas and the prompt 
settlement of problems affecting both employees and management.  

Probably the most serious personnel problem confronting the 
Corporation has been the selection of personnel for separation when 
reductions in force are necessary. Great care has been exercised to 
develop and administer a uniform procedure for the fair and equitable 
determination of employees who must be separated. Consideration 
is given to such factors as efficiency, length of service, versatility, 
economic need for employment, and veteran's preference.  

As a public responsibility, the Corporation has assumed the task 
of assisting employees who must be separated to obtain other employ
ment as rapidly as possible. Few of the employees separated during 
the reporting period were without employment for any extended 
length of time, and in the majority of cases, assistance by the Corpora
tion was instrumental in enabling these individuals to find other jobs.
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162 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

In the fall of 1940, it became apparent that the national defense 
program would require trained personnel in the rapidly expanding 
agencies of the Government responsible for the problem of housing 
for defense. In the interests of the broader public welfare, the 
Corporation immediately adopted a policy of making available its 
best qualified and most thoroughly seasoned employees for key posi
tions in defense agencies although in many cases this meant a con
siderable sacrifice on the part of its own organization.  

Positions with the Home Owners' Loan Corporation have been 
classified in accordance with the requirements of Executive Order 

No. 6746 of June 21, 1934, which 
CHART LVIII set compensation scales for 

ADMINISTRATIVE EXPENSES employees in emergency agen
OF THE HOME OWNERS' LOAN CORPORATION cies. Under the terms of the 

FISCAL YEARS 1936 THROUGH 1941 
ooLLIs______ Ramspeck Act, approved No

40 vember 26, 1940, the Home 
35-_ Owners' Loan Corporation with 

' a number of other agencies of the 
30 Federal Government will begin 

to operate fully under Civil 
25 Service regulations and laws on 

S j _ January 1, 1942. In anficipa
20 * * 

20 - - i tion of this change in personnel 
15_? 2 se procedures, the Board on May 

5 ! ^ 14, 1941, provided for the adop
o-; tion of salary rates and grades 

Si prescribed for agencies subject 
5- ' ? to the Classification Act. By 

C iftI this action, the Board is assisting 
1936 1937 1938 1939 1940 1941 its employees to secure at an 

DIVISIOFRESEARCH AND STATISTICS early date all of the benefits of 
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'the Government service under 
the merit system. Personnel policies and procedures of the Corpo
ration have been closely correlated with those of the Civil Service 
Commission since the establishment of the Corporation in 1933. It 
is, therefore, expected that the transition can be completed with a 
minimum of work and expense.  

During the 1941 fiscal year, 21 State, divisional, district, and other 
branch offices of the Corporation were closed, reducing the total 
number of such offices to 21 at the end of the reporting period. The 
number of field stations maintained by the Corporation for servicing 
purposes was also reduced from 56 to 47. The contraction in field
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organization brought about during the reporting period was reflected 
not only in substantial salary savings, but also in reduction of rental 
and other overhead costs.  

4. FINANCIAL OPERATIONS 

Statement of Condition 

The financial statement of the Home Owners' Loan Corporation 
shows further progress in the liquidation of assets during the fiscal 
year 1941. Aggregate resources declined from $2,790,002,453 on 
June 30, 1940, to $2,565,932,327 at the close of the reporting period, 
a decrease of 8 percent. A comparison of the balance sheet on 
June 30, 1941 (Exhibit 63), with the balance sheet a year previous, 
shows several significant shifts in major items during the reporting 
period.  

Changes in important balance-sheet items from June 30, 1940, to June 30, 1941 

Assets: 
Original mortgage loans and advances thereon---------- - $213, 836, 866 
Vendee accounts and advances thereon---------- + 72, 007, 186 
Property owned and in process of acquiring title---------- -105, 451, 211 
Bond Retirement Fund------------------------------ +11, 044, 501 
Investments ---------------------------------------- -20, 170, 850 

Liabilities and Capital: 
Bonded indebtedness------------------------------ -215, 200, 100 
Accounts payable----------------------------------- +7, 000, 527 
Reserve for losses---------------------------------- -21, 439, 806 
Net worth (capital stock minus deficit)------------------ -15, 909, 686 

Original mortgage loans.-The balance of original mortgage loans 
outstanding and advances thereon shows a decline during the reporting 
period from $1,734,883,082 to $1,521,046,216. This decrease is 
primarily accounted for by principal repayments on the part of 
original borrowers and to a lesser degree by the transfer of loan ac
counts to property accounts through foreclosure or deed in lieu of 
foreclosure.  

Vendee instruments.-The progress of the Corporation in selling 
its owned properties on a deferred payment basis is reflected in an 
increase of vendee instruments outstanding and advances thereon 
from $277,239,129 to $349,246,315.  

Property owned.-The capital value of property owned and in 
process of acquiring title fell from $424,185,211 to $318,734,001 
during the reporting period as a result of increasing property sales 
and declining acquisitions, analyzed in detail on pages 151-155.
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Bond Retirement Fund.-On June 30, 1940, the cash and security 
holdings of the Bond Retirement Fund totaled $35,066,998, of which 
$31,449,200 was represented by cash held in the United States 
Treasury for retirement of matured bonds. At the close of the 
current reporting period, the total of such funds, all in cash, amounted 
to $46,111,498, of which only $10,687,950 represented the portion 
held against matured obligations. The balance applicable to un
matured bonds consequently increased during the year by $31,805,750.  

Investments.-Investments of the Home Owners' Loan Corporation 
include the entire capital stock of the Federal Savings and Loan 
Insurance Corporation in the amount of $100,000,000 and invest
ments in the shares of Federal and State-chartered savings and loan 
associations. Due entirely to the repurchase of share investments 
by savings and loan associations, investments of the Corporation 
declined from $303,024,210 to $282,853,360. Exhibit 64 gives a 
detailed statement of HOLC investments in savings and loan 
associations.  

Bonded indebtedness.-The bonded indebtedness of the Corporation 
declined from $2,634,808,900 to $2,419,608,800 during the reporting 
period. Bonds outstanding on June 30, 1941, include $10,687,950 
in matured bonds not yet presented for payment for which an equal 
amount of cash is on deposit with the Treasurer of the United States.  
Eliminating these bonds, the total liability of the Corporation on 
unmatured bonded indebtedness totaled $2,408,920,850 on June 30, 
1941, and if allowance is made for funds held by or due the Bond 
Retirement Fund, a net liability of $2,373,497,300 results. All out
standing unmatured bonds of the Corporation are guaranteed by 
the Government both as to principal and interest.  

No bonds were issued by the Home Owners' Loan Corporation to the public 
during the fiscal year ending June 30, 1941. The only securities issued during 
this period were $5,000,000 of 4 percent, Series N bonds, due October 1940 and 
$15,000,000, % percent, Series O bonds, due October 1941. Both of these series 
were sold at intervals to the United States Treasury for general corporate purposes 
and were repaid prior to June 30, 1941.  

Prior to May 15, 1941, cash totaling $190,837,900, which had been accumu
lated in the Bond Retirement Fund, was deposited with the United States Treasury 
for the payment of a lile amount of % percent, Series L bonds, due on that date.  
This reduction in bonded indebtedness represented one of the largest single 
reductions of debt in the record of Government agencies. A detailed statement 
of bonds issued, refunded, and retired to June 30, 1941, and bonds outstanding 
on that date is presented in Exhibit 65 

Reserves and losses.-At the beginning of the reporting period, the 
Corporation's reserve for losses on mortgage loans, interest, and
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property amounted to $47,098,068. Regular monthly allocations of 
$3,333,333 were added to the account during the fiscal year, resulting 
in total additions of $40,000,000. Losses sustained during the year 
on mortgage loans and property exceeded this amount, aggregating 
$61,439,806, and resulted in a reduction in the balance outstanding 
in the reserve at the close of the reporting period to $25,658,262.  

Net worth.-On June 30, 1941, the accumulated deficit, after pro
vision for losses, aggregated $92,362,692. Hence, the net worth of 
the Corporation at the close of the reporting period stood at 
$107,637,308, a decline of $15,909,686 during the year.  

Exhibit 66 gives the cash receipts and disbursements of the Cor
poration during the last two fiscal years. Their effect on cash working 
funds, Bond Retirement Fund, and bond liability, taking into con
sideration assets of the Bond Retirement Fund, follows: 

Fiscal year Fiscal year 
1940 1941 

Source of funds' 
Cash working funds, beginning of year ------------------------------ $79, 329, 628 $39, 702, 549 
Balance m Bond Retirement Fund, beginning of year -- _---------- 149, 217, 560 35,066, 998 
Net receipts from operations.----------------------------------- 159, 884,275 240,118, 617 
Proceeds from bond sales----------------- ----------------------------- 117,171,577 20, 009,048 
Discount on bonds purchased-------------- ------------ ------ 112,631 

Net funds available _ ---- . . ..--------- -- ---- --- ---- ----- 505, 715, 671 334,897,212 

Use of funds' 
Cash working funds, end of year_ ----------- 39, 702, 549 53, 585, 613 
Balance m Bond Retirement Fund, end of year ------------------ ---- 35,066, 998 46,111,499 
Bonds retired -------------- 430, 946,124 235, 200,100 

Total -------------------- 505, 715, 671 334, 897, 212 

Income and Expense 

During the fiscal year 1941, both the income and the expenses of the 
Corporation show a substantial reduction. Operating and other 
income totaled $116,484,728 as compared with $128,527,812 during 
the preceding fiscal year. Operating and other expenses amounted 
to $92,867,479 as compared with $105,496,796 during the 1940 report
ing period. There was, thus, a reduction of $12,043,084, or 9.4 percent 
in income and $12,629,317, or 12 percent in expenses.  

The greatest decline in income during the reporting period was the 
result of a reduction in interest income on mortgage loans and ad
vances from $84,735,261 to $73,935,176. Two factors account for 
this drop, a decline in the number of loan accounts on the Corporation's 
books and a reduction in the principal amount on which interest is 
charged as a result of amortization. Most of the decline is accounted 
for by the latter of these factors.
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166 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

Interest income on vendee accounts increased $4,461,926 as a result 
of the addition of a large number of new accounts during the fiscal 
year. Property income for the fiscal year showed a substantial 
decline in the amount of $5,493,675, reflecting reduced property 
holdings and substantial progress in the sale of real estate. Dividends 
received from share investments in savings and loan associations 
declined due to retirements of these investments during the reporting 
period. Furthermore, a number of institutions have reduced the 
rate at which dividends are paid on their share capital.  

Condensed income and expense statement for the fiscal years 1940 and 1941

Items 

Operating and other income: 
Interest on original mortgage loans and advances .--..----------
Interest on vendee accounts and advances----- - -----------
Interest on special investments-----------------
Property income---- --------- -----
Dividends on investments in savings and loan associations_
Miscellaneous .--- -..----------.---------..----------------

Total income ....---------- .------------------

Operating and other expenses' 
Net interest on bonded indebtedness----------------------------
Amortization of discount on refunded bonds----------
Administrative expense---------------------
General expense . ...--------------------------------
Property expense----------------------- ---------------------

Total expense_-------------------

Net income before provision for losses-------------------------
Provision for losses-----------------------------------------------

Deficit for period-------------------------

July 1, 1939 
to June 30, 

1940

July 1, 1940 
to June 30, 

1941

$84,735,261 $73, 935,176 
9,969,264 14,431,190 

41,407 19,639 
26, 267,858 20, 774,183 

7, 253,960 6, 473,661 
260,062 851,479 

128,527.812 116.484,728 

56,393,368 55, 242,303 
1,466,777 

23,331,735 19,766,078 
2,296,198 1.178,966 

22,008, 718 16, 680,132 

105,496,796 92,867,479 

23,031,016 23,617,249 
40,067,690 40,353,331 

17,036, 674 16, 736, 082

The drop in property expense during the reporting period accounted 
for approximately 42 percent of the total decline in Corporation 
expenses. Again, the decline can be attributed to the reduction in 
real-estate holdings of the Corporation. Administrative expenses also 
showed a substantial reduction of $3,537,321, or 15 percent during the 
reporting period. Interest on bonded indebtedness declined by 
$1,147,475 as a result of the reduction in the total volume of bonds 
outstanding. After provision for losses in the amount of $40,353,331 
during the reporting period, a deficit for 1941 fiscal-year operations 
was sustained in the amount of $16,736,082 as against a loss of 
$17,036,674 in the preceding fiscal year. A detailed income and 
expense statement will be found in Exhibit 67.  

From the beginning of operations through June 30, 1941, total 
operating and other income of the Home Owners' Loan Corporation 
aggregated $944,786,228 and operating and other expenses during
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HOME OWNERS' LOAN CORPORATION 167 

this same period amounted to $809,541,194. The difference between 
these two figures gives a net income of $135,245,034 before provision 
for losses which may be sustained in the liquidation of assets. After 
deduction of $227,600,293 for losses sustained and provision for future 
losses, together with a surplus adjustment of $7,433, the deficit on 
June 30, 1941, aggregated $92,362,692. A statement of income and 
expense from the beginning of operations to. June 30, 1941, and an 
analysis of changes in deficit for the reporting period are given in 
Exhibits 68 and 69.  

Since ordinary business practice requires the establishment of 
reserves to which losses may be charged, the Board of Directors of the 
Corporation has set aside from income each year specified amounts to 
maintain reserves to which losses arising from delinquent interest and 
the liquidation of mortgage loans and property may be charged.  
During the fiscal year 1941, allocations thus set aside totaled 
$40,000,000, but since losses charged off exceeded reserve provisions, 
the balance in the reserve account was reduced by $21,439,806.  

Analysis of reserves and charges to reserves 

Cumulative Fiscal year Cumulative 
Item to June 30, 1941 to June 30, 

1940 1941 

Allocated to reserves--------------------------$186,137,153 $40,000, 000 $226,137,153 

Losses" 
On mortgage loans and vendee instruments 1 .----------- 168, 710 28,161 196, 871 
On capital value of property sold_. ------- - 2 115, 226,094 53,176, 575 3168,402, 669 
Sales brokers' commissions and selling expenses --------- 23, 432,941 8, 221, 827 31,654, 768 
On properties charged off--__ _ --------- - 211,340 13, 243 224, 583 

Total losses------------- 139, 039, 085 61,439, 806 200, 478, 891 

Balance in reserves ------- ---------- 47, 098, 068 -21,439, 806 25, 658, 262 

1 Includes reserve provisions for accumulated interest .  
2 Includes accrued interest capitalized of $27,415,423.50 
3 

Includes accrued interest capitalized of $36,144,860 60.  

5. PROGRESS IN LIQUIDATION 

During the reporting period, the Home Owners' Loan Corporation 
made further substantial progress in the liquidation of its resources.  
The task of liquidation consists primarily in the collection of the 
amount invested in outstanding mortgage loans plus the unpaid bal
ance on properties acquired, subsequent additions in the form of ad
vances to borrowers and vendees, interest capitalized, and necessary 
expenditures on properties acquired.
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168 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

The net balance of loans outstanding and the capital value of prop
erties on hand was reduced during the fiscal year ending June 30, 1941, 
from $2,436,945,646 to $2,189,038,942, or by 10.2 percent. This com
pares with a net liquidation ratio of 7.3 percent during the previous 
fiscal year. The various processes by which this reduction in invest
ment was brought about are illustrated in the following table: 

Reduction of total debtor and property accounts 1 in the fiscal year 1941 

Balance of loans outstanding and property on hand, June 30, 
1940--------------------------- --- $2,436, 945,646 

Plus: Additions during the year: 
Advances to original borrowers_ ----- $16, 244, 641 
Advances to vendees ------------- 2, 428, 898 
Interest converted to principal (extensions)- 1, 126, 599 
Interest capitalized in property--- 1, 720, 892 
Capital charges to property___- _ _ 12, 539, 397 
Sales brokers' commissions and selling ex

pense----------------- 8,221,827 
Miscellaneous-------------- 2, 036, 957 

Total additions ----------------------- 44, 319, 211 

2, 481, 264, 857 
Minus: Receipts during the year: 

Principal repayments by original borrowers $179, 838, 597 
Principal repayments by vendees __ - 48, 536, 004 
Miscellaneous capital cash credits-------- 1, 793, 954 
Unposted advances, decrease ------- - 625, 814 

Total receipts ---------------------- 230, 794, 369 
Loss on principal sustained during the year __ ------- 2 61, 431, 546 
Balance of loans outstanding and properties on hand, June 30, 

1941_------------------- 2, 189, 038, 942 

1 Debtor accounts include original loans and advances to borrowers, subsequent additions to the original 
loans, and interest converted to principal by extension, they also include vendee accounts originating from 
property sales of the Corporation and advances'to vendees. Property accounts represent the capital value 
both of property owned and property in process on which a foreclosure judgment has been obtained or fore
closure sale has been held subject to redemption period; they include unpaid interest on the loan accounts 
transferred to property accounts, the cost of initial repairs and improvements, and acquisition costs, taxes, 
etc, applicable to the period prior to the acquisition of absolute title.  

2 Including sales commissions and selling expenses of $8,221,827.  

The Corporation still had investments in debtor and property 
accounts amounting to $2,189,038,942 at the close of the 1941 fiscal 
year. This total was composed of $1,521,046,216 representing 
original mortgage loans and advances thereon, $349,246,315 in vendee 
accounts and advances, $318,734,001 in property acquisitions, and 
$12,410 in the form of unposted advances. From the beginning of
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HOME OWNERS' LOAN CORPORATION

operations through June 30, 1941, the Corporation's gross investments 
in loans and properties-aggregating $3,489,651,957 on that date
had been reduced by $1,300,613,014, or 37.2 percent of the total.  
Of this reduction, $1,100,134,124, or 31.5 percent of total investments, 
is accounted for by moneys actually received by the Corporation in 
the form of repayments on debtor accounts and from the proceeds 
of property sales. The remaining $200,478,891, or 5.7 percent of the 
gross total, represents losses sustained in the liquidation of loans, 
interest, and properties.  

Reduction of total debtor and property accounts through June 30, 1941 

Amount Percent 

Gross investment in loans and properties, June 30, 1941 ------------ $3, 489, 651,957 100.0 
Deduct

Repayments on original loans .----- ----------------------------------- 956, 637, 553 27.4 
Receipts-property sales and vendee accounts--------- ------------- 135, 546,907 3.9 
Net miscellaneous cash credits ..---- ---------------....-------- 7,949, 664 0.2 

Total __.----------.......--------------------- 1,100,134,124 31. 5 
Total losses .........-------------------------------- 1 200, 478,891 5.7 

Balance of loans outstanding and properties on hand, June 30, 1941 -------- 2,189,038,942 62 8 

SIncludes sales brokers' commissions and selling expenses.  

The only other major type of investment which is subject to gradual 
liquidation consists of investments in the shares of savings and loan 
associations. During the reporting period, such investments de
clined by $20,170,850 as the net result of voluntary repurchases of 
$20,377,800, retirements requested by the Board in the amount of 
$1,213,050, and new investments of only $1,420,000.  

The progress in liquidation varies substantially among the different 
HOLC Regions as the chart on page 170 indicates. On June 30, 1941, 
the San Francisco Region, including the Pacific and Mountain States, 
led all other Regions with a reduction in gross investments in that 
area of 45.59 percent, including losses sustained in the process of 
liquidation. At the other extreme, the New York Region, compris
ing New York, New Jersey, and the several New England States, 
was far below the national average with a reduction of only 26.83 
percent.  

The reduction in the Corporation's debtor and property accounts 
has been accompanied by a reduction in the bonded indebtedness of 
the Corporation. Total bonds outstanding on June 30, 1941, ag
gregated $2,419,608,800, as compared with a peak of $3,047,046,575 
at the time the refinancing activity of the Home Owners' Loan Cor
poration ended in June of 1936. The Corporation has issued a gross 

425085-41-- 12

169

Digitized for FRASER 
http://fraser.stlouisfed.org/ 
Federal Reserve Bank of St. Louis

1940-41



170 REPORT OF FEDERAL HOME LOAN BANK BOARD, 1941 

total in bonds of $5,903,318,875, which includes bonds issued solely 
for refunding purposes. Bonds refunded through June 30, 1941, 
amounted to $2,413,865,325 and bonds retired totaled $1,069,844,750, 
leaving the net liability at the close of the reporting period at 
$2,419,608,800.  

In accordance with the provisions of the Home Owners' Loan Act, 
all principal repayments by borrowers have been deposited regularly 
in the Bond Retirement Fund and used only for the retirement of 

CHART LIX 

REDUCTION OF THE GROSS INVESTMENT IN LOANS AND PROPERTIES 
AS OF JUNE 30, 1941, BY HO L C REGIONS 

SRECOVERIES INVESTMENTS OUTSTANDING LOSSES SUSTAINED 
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bonds. Certain other receipts such as cash proceeds from property 
sales and repurchases of investments in savings and loan associations 
have likewise been applied to the retirement of bonds by order of 
the Board. Through the close of the reporting period, principal re
payments of debtors and proceeds from property sales amounted to 
$1,092,814,460; other items applicable to the retirement of bonds ag
gregated $43,211,024, giving a total of $1,136,025,484. Of this 
amount, $1,115,843,304 had actually been deposited in the Fund 
through June 30, 1941, and the remaining $20,182,181 was deposited
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HOME OWNERS' LOAN CORPORATION

during July. The following table shows the disposition of the funds 
allocated to the Bond Retirement Fund through June 30, 1941: 

Applied to retirement of bonds-------------------------- $1, 069, 731, 805 
Deposited with U. S. Treasury for retirement of matured 

bonds on which interest has ceased----------------_- 10, 687, 950 
Available for future bond retirement------------------ _ 35, 423, 548 

1, 115, 843, 303 
Amount due Bond Retirement Fund for June 1941 deposited 

in July 1941-----------------------------------_ 20, 182, 181 

1,136, 025, 484 

The discrepancy between the net reduction in bonded indebtedness 
and the gross receipts applied to the retirement of bonds is a normal 
result of the liquidation problem facing the Corporation. The Home 
Owners' Loan Corporation has been obliged to acquire a substantial 
volume of properties and to expend considerable amounts on recon
ditioning, taxes, and insurance. The Corporation has also made ad
vances both to original borrowers and vendees for a number of pur
poses. All of these factors have offset in part the reduction of 
original loan balances and have naturally tended to create a lag in 
a corresponding reduction in bonded indebtedness outstanding.
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HOTME OVTRS' LOAN CORPORATION 

Progress in Liquidation 

Since the close of its emergency lending operations in June 1936, 

the major responsibility of the Home Owners' Loan Corporation has been the 

orderly and economical liquidation of its affairs. During its three-year 

lending period, the Corporation refinanced the mortgage obligations of 

1,017,823 individuals virtually all of whom were in danger of losing their 

homes through foreclosure. It is the assets it holds as a result of these 

lending operations plus certain additional amounts it invested in the share 

capital of savings and loan associations which the Home Owners' Loan 

Corporation is now engaged in liquidating.  

nEergency refinancing loans made by the HOLC amounted to 35,0935,1h51321.  

As part of its normal servicing activities, the Corporation has found it 

necessary from time to time to advance supplemental amounts to its borrowers 

primarily for the payment of delinquent taxes. In addition it has been necessary, 

of course, for the Corporation to foreclose certain of the loans originally 

granted and in these cases its investment has been increased through the 

capitalization into property account of such items as delinquent interest and 

taxes, foreclosure and acquisition costs, and reconditioning expenditures.  

Through June 30, 192, the amounts advanced to borrowers and capitalized into 

property totaled $382,642,477. Cumulative gross investments in what might be 

termed the Corporationts "operating assets," i.e., the mortgage loan, vendee,
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and property accounts, resulting from its lending programn, thus aggregated 

$3,476,093,798 through the close of the reporting period.  

As shown by the table below, the operating assets at the end of 

the fiscal year 1942 aggregated $1,938,195,197, a reduction of $1,537,898,601, 

or 4..2 percent. Over three-fourths of this net reduction has resulted from 

principal repayments on original loans. Another ten percent represents 

receipts from property sales and repayments by vendees. The remaining 15 

percent of the total net reduction in operating assets is attributable to 

charge-offs and losses. As will be explained in more detail later, the 

Corporation has been able to make up a large proportion of these losses and 

charge-offs from its operating income.  

Reduction in Operating Assets Through June 30, 19j2 

Original amount loaned ..................... *..****........ $3,093 451,321 
Subsequent advances to borrowers, 
net additions included in capitalized 
value of properties, etc. .. •.....................•..... 382,62,477 

Original loans plus advances, 
capitalized additions, etc. ........................... 3,*76,093,798 

Present balance, original loans ......... $1,311,850,737 
Present balance, vendee accounts and 
unposted advances .......... o............ 364,037,18* 

Present balance, property accounts ....... 262,307,276 

Total .*....*...*..*................................. 1,938,195,197 

Net reduction in operating assets ........................ 1,537,898,601 

During the 1942 fiscal year, liquidation progressed somewhat more 

rapidly than during any previous reporting period, primarily as the result of 

a higher rate of collections on debtor accounts. The total balance of mortgage 

loan, vendee, and property accounts was reduced from $2,189,038,942 at the 

beginning of the fiscal year to $1,938,195,197 on June 30, 1942, a decline of 

$250,843,745, or 11.5 percent.
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The Corporation's investments in the share capital of savings and 

loan associationw have also been substantially reduced. These investments 

were authorized by Congress in 1935 as a means of stimulating private home 

mortgage lending activity. Up to June 30, 1942, the Corporation had invested 

a total of $223,756,710 in this.manner. The amount still outstanding on 

that date aggregated $167,069,810, a decline of over 25 percent. The major 

proportion of the reduction in this asset item has been brought about as the 

result of voluntary retirements over and above amounts requested by the 

Federal Home Loan Bank Administration. 1 

The liquidation of the Corporation's debtor and property accounts 

and the retirement of investments in savings and loan associations has been 

accompanied by a decline in bonded indebtedness. Total bonds outstanding on 

June 30, 1942, amounted to $2,119,317750 as compared with a peak of 

$3,047,046,575 on May 31, 1936. In accordance with the Home Owners' Loan 

Act of 1933, the Corporation segregates all principal repayments by borrowers 

for use only in the retirement of bonds. Certain other receipts of the 

Corporation, including cash Droceeds from property sales and funds received 

in connection with the repurchase of savings and loan investments, are similarly 

applied. Cumulatively through the. close of the reporting period, all sums 

applicable to the retirement of bonds aggregated $1,403,470,605 As shown 

in the table below, funds in this amount had been deposited in a special Bond 

Retirement Fund, in the United States Treasury, and have been used either 

to retire bonds or are available for future retirements.  

1See pp. 21-22.
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Disposition of Funds Allocated to Bond Retirement Fund 

Applied to retirement of bon s ...*******........ .**** $1,370,022,855 
Deposited with U. S. Treasury for retirement of 
matured bonds on which interest has ceased o..o......* 25,835,525 

Available for future bond retirement .***. ******...... . 22,72 

1,396,131,122 

Balance due Bond Retirement Fund for June 1942 
deposited in July 1942 ............................... 7,289,465 

1,405,470,605 

During the month of June 1942, the Corporation substantially reduced 

its bonded debt. Series "G' bonds, bearing an interest rate of 2-i/. percent, 

which were outstanding in the amount of $875, 8,625, beoame eligible for 

redemption and were called for payment on July 1, 1942. Of this issue, bonds 

amounting to $315,438,625 were retired outright from cash available in the 

Corporation's Bond Retirement Fund. The remaining $560,000,000 was refunded 

through the issuance to the Treasury of Series "CQ, 1 percent, bonds due 

July 1, 1943. As a result of this retirement and refunding operation, 

substantial savings in interest charges will be realized. The average 

interest rate on bonds outstanding was reduced from 2.257 percent on June 30, 

1941, to 1.928 percent at the close of the 1942 reporting period. A detailed 

statement of the bond transactions of the Corporation will be found in 

Exhibit 25.  

The liquidating program of the Home Ownerst Loan Corporation has 

made possible a steady reduction in personnel and other administrative 

expenses during the last several years. Thus, during the 1912 fiscal year 

alone, the Corporation was able to reduce its personnel from 7,76 to 5,228 

and thereby effect an annual salary saving of $4,921,550.
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During the 1912 fiscal year the Corporation was able substantially to 

contract its field organization. Two regional offices, nine State offices, and 

one division office were closed. There was also a net reduction of eight in the 

number of field stations. The latter are small offices which are used as operating 

centers for field men engaged in loan servicing and property management. They are

under the direction of the regional offices of the regions in which they are 

located. As a result of these actions, the total number of offices of the 

Corporation on June 30, 1942, was 8 regional offices, one State office, and 

39 field stations.  

Status of Accounts 

A substantial rise was recorded during the fiscal year 1942 in the 

number of home owners whose loan payments to the Corporation are being met on 

schedule. Loan foreclosures have dropped, and a steady upward trend in principal 

payments by HOLC borrowers in excess of their contractual obligations has been noted.  

The collection record during 1942 was maintained at a higher level than 

for any previous fiscal year, totaling $313,852,862, as compared with $293,456,574 

for the fiscal year 1911, and $276,158,266 for the fiscal year 1940. Nevertheless, 

the continued need for constant, careful servicing of HOLC accounts is evidenced by 

an analysis of the slow progress of some borrowers in reducing their indebtedness 

to the Corporation. The constant problem of the Corporation is tu build up equity 

balances of borrowers so that the Corporation's loans may become increasingly safe.  

Loan Service 

From the beginning of opbrations, the Home Owners' Loan Corporation 

has serviced its loans on an individual case basis. This handling of delinquent 

accounts has enabled the Corporation to discover causes of trouble and 

in many thousands of cases has led to the working out of programs to
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prevent foreclosure. Trained representatives of the Corporation make personal 

calls in more serious cases; when the delinquency is small, direct correspondence 

is frequently sufficient. In all cases, however, every effort is made to 

help the individual borrower to solve his difficulties.  

Where it has obviously been necessary and justified, the Corporation 

under current war conditions, has extended special leniency in cases where a 

wage earner has been inducted into military service. In the majority of 

cases such borrowers, in recognition of their military status and reduced 

income, are given the privilege of making reduced payments usually in an 

amount sufficient to cover at least interest and taxes.  

A major servicing measure of the Corporation which has proved 

advantageous both to the Corporation and to its borrowers is the special 

procedure which has been set up for the systematic collection of taxes and 

insurance on mortgagor properties. In the normal course of events, charges 

for taxes and insurance are levied on an annual basis and in many cases their 

payment in a lump sum represents a severe hardship. To safeguard the home 

owner against the accrual of insurance charges and penalties due to tax 

delinquency, arrangements are made for the payment of taxes and insurance 

on a systematic monthly installment basis. When taxes and insurance come 

due, they are paid automatically by the Corporation from the funds paid in 

by the borrower in this manner. At the end of the fiscal year 1942, a total 

of 431,213 such accounts had been established.  

This procedure, in addition to assisting the Corporationts borrowers, 

has brought about substantial economies in the Corporation ts administrative 

expenses by eliminating the necessity for searching public tax records to obtain 

information on tax delinquencies
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The Corporation's servicing activities were considerably broadened 

in August 1939 with the passage of the Mead-Barry Act. Under the terms of 

this amendment to the Home Owners, Loan Act, the Corporation was authorized, 

under certain conditions, to extend the repayment period of borrowers' 

accounts to a maximum of 25 years. For the most part, the bulk of extension 

applications submitted to the Corporation had been processed prior to the 

current reporting period. The books of the Corporation show that 251,170 

accounts had been extended through June 30, 1942.  

The program inaugurated by the Corporation, encouraging certain of 

its borrowers to pay their accounts ahead of schedule, made notable progress.  

during 1942. Through this servicing activity, representatives of the 

Corporation in personal interviews have urged individual borrowers to use 

the increased incomes they now enjoy either to build up a "prepayment" reserve 

to take care of future installments during unfo~seen periods of difficulty, 

or, if possible, to apply excess sums as a direct reduction of principal 

indebtedness.  

One measure of the success of the Corporation's overpayment program 

is found in the fact that 87221 borrowers already were paying in excess of 

their regular monthly installments on June 30, 1942.  

Acceleration in the reduction of mortgage indebtedness has, of 

course, a dual advantage to the Corporation and its borrowers. To the borrower, 

any reduction in the indebtedness on his home means a corresponding increase 

in his equity and places him in a better position to meet unforeseen 

contingencies which may arise before debt-free home ownership is attained.  

From the Corporation's standpoint, its security position is.strengthened as 

borrowers are able to reduce the principal amount of their mortgage 

obligations. In addition, a third aspect to the program has special significance 

under present-day conditions. Acceleration in debt repayment is anti-inflationary
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in character and to the extent that the Corporation and its borrowers are 

jointly successful in this new program, the problem faced by the country in 

combatting a threatening inflationary spiral is materially relieved.  

Foreclosures 

Foreclosures authorized by the Corporation on borrowers, accounts 

after deduction of withdrawals numbered only 3,429 during 1942 as compared 

with 13,091 during 1941, a reduction of 73.8 percent. The current low rate 

of foreclosure is another reflection of the stronger financial position of 

many of the Corporations borrowers.  

Foreclosure Operations During the Fiscal Year 192, by Months

Month Authorizations 

1941 
July 880 
August 968 
September 856 
October 919 
November 7144 
December 698 

1942 

January 645 
February 577 
March 616 
April 599 
May 633 
June 641 

Total 8,774 

Includes 155 redemptions.

Withdrawals 1 

601 
518 
522 
584 
483 
428 

438 
361 
3540 
354 
306 
410 

5.345

Net Authorizations 

279 
450 
334 
335 
261 
270 

205 
216 
276 
245 
327 
231 

3,429

From the beginning of 

a total of 238,851 foreclosures 

withdrawn, leaving a net figure

operations, the Corporation has authorized 

on debtors, loans, of which 59,474 have been 

of 199,377.
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Property Management 

The volume of foreclosed properties owned by the Home Owners? Loan 

Corporation again underwent a substantial reduction during the 19 2 fiscal 

year. The number of properties owned and in process of acquiring title was 

37,998 on June 30, 192, as compared with 4(9,419 a year previous, a decline 

of 23.1 percent. On a cumulative basis, the Corporation has acquired 190,191 

properties, of which nearly 82 percent had been sold through the close of th 

reporting period. The combined capital value of properties owned and in 

process of acquiring title amounted to $262,307,276 on June 30, 19L12, as 

compared with $318,734,001 a year previous, a drop of 17.7 percent.  

Sales of Corporation-owned properties through June 30, 191.2, resulted 

in a total loss of $226,561,520, or an average of $1,47 per property. These 

loss figures represent the difference between capitalized value as shown on 

the books of the Corporation, together with brokerage and sales burden, and 

the actual price received at time of sale. Capitalized value, following standard 

practice, includes, in addition to the unpaid principal balance of the foreclosed 

loan, delinquent interest and taxes, foreclosure, acquisition, and rehabilitation 

costs.  

The Corporation endeavors to dispose of its acquired properties as 

rapidly as possible. Pending sale, most properties owned are rented* Of the 

50,122 units in Corporation properties at the close of the 19L2 fiscal year, 

5,675 were unavailable for rental, being in process of repair, held vacant 

for sale, or adversely occupied. Of the ), I 7 units then avaible for rental, 

41,538, or 93.5 percent, were rented.  

During the 1942 fiscal-year period, the Corporation's gross operating 

income from the rental of its properties amounted to $19,528,528. Gross expenses 

for properties both rented and vacant, exclusive of interest and administrative
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overhead, amounted to $11,586,897. During the reporting period, therefore, 

the Corporation received a net operating income of $4,941,631. From the 

beginning of operations through the close of the reporting period, the net 

operating income from properties owned by the Corporation totaled $19,356,601.  

Reconditioning 

During the fiscal year 1942, reconditioning operations of the 

Corporation show a decline from the previous reporting period due to fewer 

property acquisitions and a reduced real estate account. Reconditioning 

contracts completed during the twelve months ending June 30, 1942, numbered 

21,687 in the amount of $9,174,051, as compared with 35,982, involving an 

expenditure of $11,653,483 during the preceding reporting period.  

With the growing need for a more intensive use of existing structures 

as a result of material scarcities and crowded conditions in war industry 

centers, the unusual experience of the Corporationts Reconditioning Section 

has been enlisted in an advisory capacity by agencies directly engaged in war 

housing problems. It has cooperated with the Homes Registration Offices in 

a program to encourage the repair, modernization, and conversion of private 

homes to provide additional housing accommodations for war workers.  

After the adoption of the priorities system for defense housing in 

the fall of 1941, the Compliance Branch of the War Production Board requested 

the aid of the Corporation's trained field investigators to conduct industrial 

surveys in the construction field. During March and April 192, the 

Reconditioning Section made a special investigation of priority compliance 

in 284 publicly financed defense housing projects. All of these projects were 

in the process of construction at the time of investigation. The survey served 

the dual purpose of checking up on actual compliance with regulations of the 

War Production Board and emphasizing to contractors and others engaged in building
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operations the necessity of conserving scarce materials for more direct war 

needs.  

A second survey was started in May 192 for the War Production Board 

to check general compliance of the construction industry with the provisions 

of Conservation Order L-41, the "stop-constructionn order issued on April 9, 

1942. The survey continued for a period of sixty days, ending on July 17, 

192. During this period, the Corporation's investigators made over 23,000 

contacts in 5,503 cities.  

All of the services performed for the War Production Board in the 

aforementioned two surveys were provided on a reimbursable basis, including 

salary, per diem, travel, and other expenses.  

Appraisals 

During the current reporting period, the Corporation completed a 

total of 37,125 appraisals as compared with 60,26h during the preceding 

fiscal year. The current work load figure includes 9,953 new appraisals and 

27,172 reappraisals or supplemental reviews. The rapid changes in property 

valuations during recent months have necessitated frequent reviews of 

uorporation appraisals in order to keep this vital and necessary information 

as up to date as possible.  

As in the case of the Corporation's reconditioning personnel, a 

number of war agencies have availed themselves of the services of the trained 

appraisal staff of the Corporation. During the 19 2 fiscal year, the War 

and Navy Departnents requested appraisals of properties valued at many millions 

of dollars. For the Navy Department, 560 appraisals had been completed or were 

in process on June 30, 1942. An additional 110 projects had been undertaken 

for the War Department, and 63 for other Government agencies, including the 

Department of Justice, the Federal Works Agency, and the Procurement Division
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of the United States Treasury. All cooperative appraisal work performed by 

the Corporation for other Government agencies is done on a reimbursable basis.  

Financial Operations 

The progressing liquidation of the Home Owners, Loan Corporation 

is reflected in a comparison of the Corporation's balance sheet on June 30, 

192 (Exhibit 23) with the balance sheet a year previous. The asset side of 

the balance sheet shows a decrease of 12.6 percent, with the principal 

declines occurring in the mortgage loan and property accounts. The liability 

side of the balance sheet shows a decrease in both bonded indebtedness and 

the Corporation's net capital.
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Changes in 3iportant Balance-Sheet Items 
From June 30, 194, to June 30, 1942

Assets 
Original mortgage loans and 
advances thereon eo...-........  

Vendee accounts and advances 
thereon e,.......,,** e, **., 

Unposted advances .**,,*e... o 

Total loan inventory ... ,, 

Property owned and in process 
of acquiring title *...*.*****.  
Bond Retirement Fund .*,..,,...  
Investments ................  

Liabilities and Capital 

Bonded indebtedness . * .* o 
Reserve for losses *e. ....eeee.  
Capital stocks 

Authorized, issued, and 
outstanding .*,,S*.e**. .. * 

Losses in excess of net 
earnings .ee««..... .....  

Reserves for future losses.  

Total ....... ..  

Net capital after losses and 
provision for future losses .ee

June 30, 1941 

$1,521,06,216 

349,216,315 
12,410 

1,870.304,914 

318,734,001 
)6,111,498 

282,853,360 

24 19,608,800 
26,885,039

Jqne 30, 19b42 

$,o311,850 737 

365,9914,551 
L2,63.3 

1,675,887,921 

262,307,276 
26,158,267 

267,069,810 

2,119,317,750 
39,759,21s6 

200,000,000 

69,703,680 
39,759,26 

109,462,926 

90,537,074

Operations during the current reporting period brought a 

reduction in both the income and expenses of the Home Owners' Loan

Change 

- $209.195.479 

+ 14,748,236 
+ 30,223 

- 194,117,020 

- 56,926,725 
- 19,953,231 
- 15,783,550

+
300,291,050 

12,874,207

t 4,226,027 
+ 12,874,207 

S i17,loo,234 

- 17,100,254 

continued 

Corporation.

Operating and other income for the twelve months ending June 50, 1942, amounted 

to $106,359,213 as compared with $116,484728 a year previous. Total expenses, 

on the other hand, including interest on bonded indebtedness, aggregated 

$83,875,27 as compared with $92,867,479 during the 1941 reporting period, 

In peroentao terms, this indicates a reduction of 8.7 percent in income and 

9*7 percent in expenses 

An income and expense statement for the fiscal year 1942 will be found 

in Exhibit 24, and Exhibit 25 gives an operating statement covering the entire 

period from the organisation of the Corportion in 1933 through June 30, 1942.  

n64 -
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VI. HOME OWNERS' LOAN CORPORATION

GENERAL OPERATIONS 

During the 3 years from June 13, 1933, through June 12, 1936, the 
Home Owners' Loan Corporation refinanced the mortgage loans of 
1,017,821 individuals, all of whom were in financial .distress and in 
danger of losing their homes. Mortgage loans made by the Corpo
ration originally totaled $3,093,451,321. In servicing these loans it 
was found necessary to advance supplementary amounts, primarily 
to make funds available to pay delinquent taxes. The Corporation 
also found it necessary to foreclose on some of the properties, thus 
increasing the Corporation's investment through the capitalization of 
delinquent interest and taxes, foreclosure and acquisition costs, and 
reconditioning expenses. These advances and capitalizations through 
June 30, 1943, aggregated $390,596,585. Accordingly, the gross cu
mulative investment resulting from the Corporation's lending program 
to aid American home owners reached a total of $3,484,047,906 at the 
end of the 1943 fiscal year.  

Since June 12, 1936, the major responsibility of the Home Owners' 
Loan Corporation has been to liquidate its affairs as orderly and as 
economically as possible. The success of the Corporation's efforts to 
carry out this liquidation as promptly as possible may be noted from 
the following facts: 

Before the end of the fiscal year 1943 the Home Owners' Loan Cor
poration had completed more than half its liquidation. The total 
balance of mortgage loans, vendee accounts, and property accounts 
was reduced from $1,938,195,197 at the beginning of the 1943 fiscal 
year to $1,632,451,939 at the end of the year, a decline of $305,743,258, 
or 15.8 percent. The decrease from the cumulative gross investment 
of $3,484,047,906 to $1,632,451,939 on June 30, 1943, means that the 
liquidation of the Corporation was 53.1 percent completed at the end 
of the reporting period. The reduction in operating assets, is sum
marized in the following table: 
Original amount loaned------------------------------------ $3, 093, 451, 321 
Subsequent advances to borrowers, net additions included in 

capitalized value ,of properties, etc_ ----------------------- 390, 596, 585 

Original loans plus advances, capitalized additions, etc . 3, 484, 047, 906 
Outstanding on June 30, 1943: 

Mortgage loans and advances----------$1, 081, 052, 506 
Vendee accounts, advances, and unposted 

advances -------------------------- 360, 100, 605 
Property acquired and in process of acqui

sition------------------------------ 191, 298, 828 

Total outstanding------------------------------ 1, 632, 451, 939 

Net reduction in operating assets------------------ 1, 851, 595, 967 

24
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REPORT OF FEDERAL HOME LOAN BANK ADMINISTRATION 25 

Investments by the Home Owners' Loan Corporation in the share 
capital of savings and loan associations were reduced rapidly during 
the 1943 fiscal year. In 1935 Congress' authorized these investments 
to stimulate the home-mortgage market. The cumulative invest
ment by the Corporation in savings and loan associations through 
June 30, 1943, was $223,856,710. Of this investment, $115,453,300 
has been retired, reducing the net investment on June 30, 1943, to 
$108,403,410. 'More than half of the retirement was effected during 
the 1943 fiscal year alone.  

Liquidation of debtor and property accounts and retirement of 
investments in savings and loan associations have permitted the 
Corporation to reduce its bonded indebtedness. Outstanding bonds 
of the Corporation decreased from a peak of $3,047,046,575 on May 
31, 1936, to $1,735,509,700 on June 30, 1943. The Home Owners' 
Loan Act of 1933, as amended, requires that all payments upon prin
cipal of loans made by the Corporation shall, under regulations made 
by the Corporation, be applied to the retirement of the bonds of the 
Corporation. Certain other receipts, such as amounts received by 
the Corporation as a result of the repurchase of shares purchased 
by it in savings and loan associations, are also applied to bond retire
ment. The total applicable to the retirement of bonds through 
June 30, 1943, was $1,762,151,899. Funds in this amount have been 
deposited with the Treasurer of the United States and have been 
used to retire bonds or are available for future retirements, as shown 

,in the following table: 
Disposition of funds allocated (through June 80, 1943) to bond-retirement fund 

Applied to retirement of bonds----------------------------- $1, 753, 830, 905 
Deposited for matitred bonds on which interest has ceased-.. - 6, 027, 900 
Available for future retirement of unmatured bonds ---------- 100, 867 

Gross amount deposited in bond-retirement fund-..---. 1, 759, 959, 672 
Balance due retirement fund for June 1943 deposited in July 

1943 -----------------------------------------.. 2, 192, 227 

Total applicable to bond retirement.------------------1, 762, 151, 899 

The Corporation's major bond repayments during the 1943 fiscal 
year were made on the Q series of outstanding bonds. This was a 
1-percent series issued in the total amount of $560,000,000. The 
series Q bonds were redeemable at the option of the Home Owners' 
Loan Corporation and bore a maturity date of July 1, 1943. During 
the fiscal year 1943, $364,000,000 of these bonds were redeemed by 
the Corporation. The remaining $196,000,000 still outstanding on 
July 1, 1943, were extended for 1 year to July 1, 1944. Because of 
the redemption of 1-percent bonds during the reporting period, the 
average interest rate on the outstanding bonds of the Corporation 
(exclusive of bonds on which interest had ceased) increased from 1.928 
percent on June 30, 1942, to 2.118 percent on June 30, 1943. This 
increase in the interest rate during the fiscal year 1943 was more 
than offset during the next fiscal period by the refunding at a lower 
interest rate of a large bond issue which was callable in 1944.  

The Corporation has reduced personnel and administrative ex
penses. During the 1943 fiscal year, personnel was reduced from 
5,228 to 3,446. Administrative expenses during the 1943 fiscal year 
were $10,711,749, as compared with $15,498,908 during the previous
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26 REPORT OF FEDERAL HOME LOAN-BANK ADMINISTRATION 

year, a decline of 30.9 percent. Twenty field stations and the last 
remaining State office were closed during the reporting period. The 
Corporation on June 30, 1943, had 8 regional offices and 19 field 
stations. These stations are established strategically at points of 
loan, concentration where their presence permits economies in travel 
time and expense which more than offset the small cost of operating the 
field stations. Collection facilities are maintained in only 7 of the 
field stations.  

STATUS OF ACCOUNTS 

During its 3 years of lending operations, the Home Owners' Loan 
Corporation made 1,017,821 mortgage loans. Because of divisions 
of property, partial sales of properties owned, and other reasons, the 
number of accounts was increased to a total of 1,019,725 as of June 
30, 1943. On that date, these accounts were divided as follows: 
Accounts terminated ------------------------------------------- 256, 091 
Original mortgage loans ----------------------------------- 597, 455 
Vendee accounts -------- ----- ---- - 139, 238 
Properties owned ---------------- 24,935 
Properties in process of acquisition 1, 106 

Total------------------------------------------------- 1,019,725 

From a study of this table, it is obvious that these accounts fall into 
three major groups-those which have been terminated, those which 
represent outstanding debtor accounts, and those which represent 
property owned. These will be discussed separately in the three 
following sections: 

Accounts terminated.-Of the 1,019'725 accounts, 256,091, or ap
proximately one-fourth, have been terminated. Payment in full of 
mortgage loans caused 227,261 terminations, payment in full of 
vendee accounts totaled 17,975, cash sales of acquired properties 
accounted for 11,449 terminations, charge-offs accounted for 224, and 
82 accounts were terminated through consolidations.  

Mortgage and vendee accounts.-On June 30, 1943, the Corporation 
had 736,693 mortgage and vendee accounts. Of these, 228,266 had 
been extended in accordance with the Mead-Barry Act of 1939, which 
provided for extensions of amortization periods, in justifiable cases, 
up to 25 years from the date of execution of the mortgage held by 
the Corporation.  

The Home Owners' Loan Corporation, from the beginning of its 
operations, adopted the practice of servicing its loans individually, 
thus permitting the Corporation to discover causes of trouble and to 
take action to avoid foreclosure. This service is now especially im
portant because, in view of the loss of thousands of the Corporation's 
best mortgages, by payment in full or refinancing, it is important to 
maintain or improve the quality of the remaining mortgages if 
eventual losses are to be kept low.  

As part of this servicing program the Corporation holds funds to 
pay taxes and insurance, collected from borrowers on a systematic 
monthly installment basis. This procedure assists borrowers to avoid 
tax difficulties and has also resulted in economies in the Corporation's 
administrative expenses by eliminating the necessity for searching 
tax records to determine whether delinquencies exist. During the 
1943 fiscal year the proportion of such accounts was increased from 
53.3 to 56.2 percent of outstanding loan accounts.
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Properties acquired, including those subject to redemption.-From 
the time it commenced operations until June 30, 1943, the Home 
Owners' Loan Corporation acquired, as a result of foreclosures, aban
donments, etc., 195,643 properties. In addition, on June 30, 1943, 
1,107 properties were acquired but were still subject to redemption.  
Of the total acquisitions, 193,025 were of properties covered by original 
mortgage loans. Of the 1,017,821 original mortgagors, all of. whonm 
faced loss of their properties under the conditions prevailing from 
1933 to 1936, 824,795, or 81 percent, were saved from foreclosure 
through the operations of the Home Owners' Loan Corporation.  

Net property acquisitions during the fiscal year 1943 were 2,118, 
compared with 5,408 during the fiscal year 1942. The rapid decline 
during recent years in the property acquisitions of the Home Owners' 
Loan Corporation is evidence of the stronger financial position of the 
majority of the Corporation's borrowers.  

Property accounts.-Efforts of the Home Owners' Loan Corporation 
to dispose of foreclosed properties met with further success during the 
fiscal year 1943 despite the fact that most of the remaining properties 
were located in sections receiving relatively little benefit from war 
conditions. On June 30, 1943, the Corporation owned or was 
acquiring title to 26,041 properties. This compared with 37,998 on 
June 30, 1942, and 49,419 on June 30, 1941. The Corporation was 
therefore reducing its properties by approximately 1,000 a month.  

From the commencement of operations until June 30, 1943, the 
Corporation acquired and had available for sale a total of 195,643 
properties, of which 87.2 percent had been sold. This does not 
include 1,107 properties acquired, but still subject to redemption. If 
these properties are included, the Corporation had sold 86.7 percent 
of all properties acquired. On June 30, 1943, the combined capital 
value of properties which the Corporation owned or of which the 
Corporation was in process of acquiring title was $191,298,828, as 
compared with $262,307,276 on June 30, 1942, and $318,734,001 on, 
June 30, 1941.  

Sale of Corporation-owned properties through June 30, 1943, had 
resulted in a total cumulative loss, including brokers' commissions 
and selling costs, of $254,041,277, Other losses, which included 
principal and interest losses on mortgage loans and vendee accounts, 
properties charged off, fire and other hazards, and fidelity and casualty 
losses, amounted to $1,039,356. This increased total losses from all 
sources, cumulative through June 30, 1943, to $255,080,636.  

During the same period, cumulative net income before provision 
for losses totaled $189,838,206. After deducting this, the Corpora
tion's losses in excess of its earnings as of June 30, 1943, were 
$65,242,430. The loss figure given above on properties sold includes 
brokers' commissions, selling costs, and the difference between the 
actual sales prices and the capitalized value shown on the Corpora
tion's books. Capitalized value includes the unpaid principal value 
of the foreclosed loan, delinquent interest and taxes, foreclosure 
acquisitions, and reconditioning expenses. In other words, a large 
part of the book losses reflects the cost of leniency to borrowers who 
eventually had to be foreclosed.  

The Home Owners' Loan Corporation endeavors to sell its acquired 
properties as promptly as possible. Pending sale, most of these 
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properties are rented. On June 30, 1943, properties owned by the 
Corporation contained 36,846 rental units. Of these, 3,408 units 
were not available for rental because these were in process of repair, 
held vacant for sale, or adversely occupied. The remaining 33,438 
units were available for rental, and of these 31,110, or 93 percent, were 
rented.  

During the 1943 fiscal year the Corporation's gross operating income 
from the rental of properties was $16,768,486. Gross expenses for 
rented and unrented properties, not including interest and adminis
tive expenses, was $11,550,908. During the year, therefore, the 
Corporation's net operating income from property was $5,217,578.  
On a cumulative basis from the beginning of operations until June 
30, 1943, net operating income from properties owned by the Cor
poration was $24,574,178.  

Reconditioning.-Reconditioning activities of the Corporation are 
undertaken to restore its properties and properties on which it has 
mortgages to a condition of normal habitability. Because of the 
decrease in property acquisitions and in its real-estate* accounts, the 
Corporation has been able to reduce its reconditioning operations.  
This is shown by the following table, which indicates the number and 
total cost of reconditioning operations completed during each of the 
last 3 fiscal years.  

Fiscal year Numberof Total cost cases 

1941. .... ......... ...... ... .....---- ------ 35,982 $11,653,483 
1942 . ..... ..------------------------------------------------------------- 21,687 9,174,051 
1943 . ... .......------------------------------------------------------------- 10,836 4,369,428 

Appraisals.-Pronounced changes in property valuations uinder war 
conditions require the Corporation to continue making appraisals of its 
properties and to review appraisals previously made. However, the 
decrease in the real-estate account and in acquisitions has permitted a 
reduction in the number of appraisals. Appraisals and reviews 
completed during the 1943 fiscal year total 28,513, compared with 
37,125 in 1942 and 60,264 in 1941. Appraisals and reviews completed 
between the beginning of liquidation on June 12, 1936, and June 3.0, 
1943, totaled 504,110.  

FINANCIAL STATEMENTS 

The balance sheet of the Home Owners' Loan Corporation for June 
30, 1943, is given in exhibit 25 of this report. Progress of liquidation 
is reflected by the fact that total assets have decreased 15.6 percent 
during the 1943 fiscal year. The largest declines occurred in the 
mortgage loan, property, and investment accounts. On the liability 
side of the balance sheet there was a decline in bonded indebtedness.  

Statements of income and expense for the fiscal year 1943 are shown 
in exhibit 26, and for the period from the beginning of operations 
through June 30, 1943, are shown in exhibit 27. . For the fiscal year 
1943 operating and other income total $92,861,703. Total expenses, 
including interest on bonded indebtedness, amounted to $60,762,889, 
leaving a net income before provision for losses of $32,098,813. After 
allowance for the reserves necessary to meet estimated future losses,
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the Corporation's deficit for the fiscal year 1943 amounted to 
$8,127,841. In comparison, operating and other income for the fiscal 
year 1942 amounted to-$106,359,213. Total expenses, including 
interest on bonded indebtedness, for the fiscal year 1942 amounted 
to $83,875,427, leaving a net income for 1942, before provision for 
losses, of $22,483,786. The Corporation's deficit for the fiscal year 
1942 after allowance for the reserves necessary to meet estimated 
future losses amounted to $17,850,866, as compared with the 1943 
deficit of $8,127,841.  

WAR-HOUSING ACTIVITIES 

Because of its extensive experience in reconditioning properties, the 
Home Owners' Loan Corporation was directed by the National Hous
ing Agency to operate the publicly financed part of the conversion 
program of the Homes Use Service. The Corporation acted simply to 
supervise the program and all of the Corporation's expenses were 
reimbursed to it. After the close of the 1944 fiscal year the operation 
of the program was transferred to the Federal Public Housing 
Authority.  

This conversion program was announced in October 1942 and con
version activities were started shortly thereafter. The results 
achieved under this program are summarized in the following para
graphs: 

Programming.-Through June 30, 1943, 54,873 units had been pro
grammed for publicly financed conversion by the National Housing 
Agency. .These units were scattered over 201 areas in 42 States.  

Applications for conversion.-A total of 30,485 applications for 
conversion were received by the Home Owners' Loan Corporation 
during the fiscal year 1943.. From these, 3,726 leases have been 
executed for properties that will make available 16,600 units. Appli
cations pending disposition in the various stages total 6,779, and the 
remaining 19,980 cases have been rejected or withdrawn. Pos
session has been secured in 2,996 of the properties leased, and 730 are 
awaiting possession.  

Production.-There were 2,117 conversion contracts awarded during 
the fiscal year 1943, covering the construction of 8,949 housing units.  
Of these, 7,828 have been completed.  

Cost.-The average cost per unit, estimated at the time of appli
cation, is approximately $1,520. A recent comparison with actual 
costs indicates that this is a fairly accurate figure. Some increase in 
cost is expected in the future because of the addition of repairs and 
equipment not contemplated in the original estimates.
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VI. HOME OWNERS' LOAN CORPORATION 

GENERAL OPERATIONS 

The Home Owners' Loan Corporation from June 13, 1933, through 
June 12, 1936, refinanced the mortgage loans of 1,017,821 home 
owners, all of whom were in financial distress and in danger of losing 
their homes. Some of these home owners, despite the Corporation's 
great efforts, were unable to work out of their difficulties. However, 
as a result of the activities of the Home Owners' Loan Corporation, 
then and since, more than 4 out of every 5 of these owners were 
enabled 'to save their homes. In other words, foreclosure of their 
homes was averted for more than 800,000 American families in what 
was undoubtedly the greatest emergency program on record in support 
of home ownership.  

The mortgage loans made by the Corporation originally totaled 
$3,093,451,321. The Corporation, in servicing these loans was forced 
to advance supplementary amounts, primarily to make funds avail
able to pay delinquent taxes. The Corporation's investment was also 
increased because of the necessity of foreclosing on some of these 
properties, which resulted in the capitalization of delinquent interest 
and taxes, foreclosure and acquisition costs, and reconditioning ex
penses. Through June 30, 1944, the total of these advances and 
capitalizations was $394,204,939. At that time, therefore, a gross 
cumulative investment of $3,487,656,260 had resulted from the Cor
poration's lending program to aid American home owiiers.  

The efforts of the HOLC since June 12, 1936, have been devoted 
to the liquidation of its affairs as orderly and as economically as 
possible. The Corporation's success in this endeavor may be noted 
from the following facts: 

By June 30, 1944, the Home, Owners' Loan Corporation had com
pleted almost two-thirds of its liquidation. On that date, the balance 
of mortgage loans, vendee accounts, and property accounts was 
$1,256,'169,310, a decrease of $376,282,629, or 23.1 percent, from the 
total of $1,632,451,939 at the beginning of the reporting period.  
The fact that of the cumulative gross investment of $3,4,87,656,260, 
all but $1,256,169,310 had been liquidated on June 30, 1944, means 
that the liquidation of the Corporation was 64 percent completed at 
that time. The following table summarizes the reduction in operating 
assets: 
Original amount loaned--------------_------------------- $3, 093, 451, 321 
Subsequent advances to borrowers, net additions included in 

capitalized value of properties, etc -------- ___- - 394, 204, 939 

Original loans plus advances, capitalized additions, etc_ _ 3, 487, 656, 260 
Outstanding on June 30, 1944: 

Mortgage loans and advances ----- $847, 179, 749 
Vendee accounts, advances, and unposted 

advances------------------------- -372, 926, 075 
Property acquired and in process of acquisi

tion----------------------_--- - 36, 063, 486 

Total outstanding---------------------- ___-_ 1, 256, 169, 310 

Net reduction in operating assets --------- ____- 2, 231, 486, 950 
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In 1935 Congress authorized the Home Owners' Loan Corporation 
to invest in the share capital of savings and loan associations in order 
to stiiaulate the home-mortgage market. Through June 30, 1943, 
the cumulative investment made in savings and loan associations by 
the Corporation was $223,856,710. This investment is being reduced 
rapidly. The total of $108,403,410 remaining on June 30, 1943, was 
reduced to $46,529,250 one year later. Dividends received from these 
share investments have, of course, been available to offset part of 
the loss from the properties taken over by the Corporation. For the 
period through June 30, 1944, these dividends aggregated $42,350,351.  

Because of the liquidation of debtor and property accounts and 
retirement of investments in savings and loan associations, the Cor
poration has been able to reduce its bonded indebtedness substan
tially. The Corporation's outstanding unmatured bonds at the end 
of the fiscal year 1944 amounted to $1,334,904,000, a reduction of 61.7 
percent from the $3,489,453,550 bonds issued for value.  

The Home Owners' Loan Act of 1933, as amended, requires that all 
payments upon principal of loans made by the Corporation shall, 
under regulations made by the Corporation, be applied to the retire
ment of the bonds of the Corporation. Certain other receipts, such as 
amounts received by the Corporation as a result of the repurchase of 
shares purchased by it in savings and loan associations, are also applied 
to bond retirement. The total applied to the retirement of bonds 
through June 30, 1944, was $2,090,036,930. Funds in this amount 
have been deposited with the Treasurer of the United States and have 
been used to retire bonds or are available for future retirements, as 
shown in the following table: 

Disposition of funds allocated (through June 30, 1944) to Bond Retirement Fund 

Applied to retirement of bonds ---------------------- $2, 090, 036, 930. 46 
Deposited for matured bonds on which interest has ceased-_ 64, 399, 675. 00 
Available for future retirement of unmatured bonds -------- 38, 165. 11 

Gross amount deposited in Bond Retirement Fund-- 2, 154, 474, 770. 57 
Balance due Retirement Fund for June 1944 deposited in July 

1944---------------------------------- ------------ 1, 280,883. 24 

Total applicable to bond retirement----------------2, 155, 755, 653. 81 

During the fiscal year 1944 the Corporation carried out an impor
tant bond refinancing operation which resulted in a substantial reduc
tion in interest charges. The series A bonds of the Corporation was 
a 3 percent series maturing in 1952 and, callable May 1, 1944. This 
entire series was called in May 1944. Of the total, $146,577,775 was 
retired by funds available for that purpose and the remainder was 
repaid from funds obtained by the issuance at the same time of 
$632,000,000 of series S bonds at 1 percent. This resulted in a net 
interest reduction of 2 percent on the $632,000,000 of refinancing and 
of 3 percent on the $146,577,775 of bonds which were repaid. Of the 
series S bonds issued for refinancing purposes, the Corporation repaid 
$52,000,000 during the remainder of the 1944 fiscal year. In addition, 
during the reporting period, the Corporation repaid the $196,000,000 
of 1 percent series Q bonds which were still outstanding at the 
beginning of the period.  

Largely because of the refinancing of the series A bonds by the 
series S bonds during the fiscal year 1944, the average interest rate on 

73144-45---5
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the outstanding bonds of the Corporation (exclusive of bonds on which 
interest has ceased) decreased from 2.118 percent on June 30, 1943, to 
1.283 percent on June 30, 1944.  

Personnel and also administrative expenses have been sharply re
duced by the Corporation. Personnel was reduced from 3,319 on 
June 30, 1943, to 2,532 on June 30, 1944, a reduction of 787, or 23.7 
percent. During the-reporting period, administrative expenses were 
$9,078,615 as compared with $10,711,749 during the 1943 fiscal year, 
a reduction of 15.2 percent.  

During the reporting period, 11 field stations were closed by the 
Corporation. As of June 30, 1944, the HOLC operated eight regional 
offices and eight field stations. These stations are established strate
gically at points of loan concentration where their presence permits 
economies in travel time and expense which more than offset the small 
cost of operating the field stations. Collection facilities are main
tained in seven of the field stations.  

Within- the continental United States the Corporation's loan ac
counts can be serviced and supervised readily and at low cost. In 
Hawaii, however, the number of accounts and outstanding balances 
became too low to warrant the direct cost of continuing the local office 
with the supervisory and overhead expenses involved. Because of the 
distance from the mainland, it appeared impracticable to manage these 
accounts from the nearest regional office in San Francisco. For this 
reason the Hawaiian loans were completely liquidated by May 1944 
when the outstanding loans were transferred to a group of local savings 
and loan associations for the remaining principal and interest and a 
1 percent premium. At that time the investment had been reduced to 
less than one-fourth of the original amount. The Corporation's expe
rience in the islands had been exceptional in that there had been little 
delinquency 'and no foreclosures.  

The Independent Offices Appropriation Act of 1944 required the 
preparation of a plan for the liquidation of the Home Owners' Loan 
Corporation at the earliest practicable date and for the submission of 
this plan to Congress by February 1, 1944. In addition, a progress 
report on the Corporation's liquidation was to be submitted to Con
gress semiannually during the 1944 fiscal year. In accordance with 
these requirements, reports were submitted to Congress on January 
31, 1944, August 3, 1944, and February 5, 1945.  

STATUS OF ACCOUNTS 

The HOLC made loans to 1,017,821 individuals during its 3 years 
of lending operations. Because of divisions of property, partial sales 
of properties owned, and other reasons, the number of accounts was 
increased to a total of 1,019,768 as of June 30, 1944. On that date, 
these accounts were divided as follows: 
Accounts terminated------------------------------------------ 372, 863 
Original mortgage loans-_ ------------------------------------- 499, 238 
Vendee accounts ----------------------------------------------- 142, 208 
Properties owned and in process of acquisition ------------------ 5, 459 

Total-------------------------------- ----------- 1, 019, 768 

This table indicates that these accounts fall into three major 
groups-those which have been terminated, those which represent 
outstanding debtor accounts, and those which represent property
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owned. These will be discussed separately in the three following 
sections.  

Accounts terminated.-A total of 372,863, or more than one-third 
of the 1,019,768 accounts, have been terminated. Of the accounts 
terminated, payment in full of mortgage loans accounted for 324,766; 
payment in full of vendee accounts caused 33,842 terminations; 
cash sales of acquired properties accounted for 13,937 terminations 
charge-offs accounted for 242 terminations; and 76 accounts were 
terminated through consolidations. Of the 372,863 accounts termi
nated, 110,772 were terminated during the fiscal year 1944 alone.  

Mortgage and vendee accounts.-There was a total of 641,446 mort
gage and vendee accounts outstanding on June 30, 1944. Of these, 
211, 369 had been extended in accordance with the Mead-Barry Act 
of 1939, which provided for extensions of amortization periods, in 
justifiable cases, up to 25 years from the date of execution of the 
mortgage held by the Corporation.  

On June 30, 1944, four-fifths of the HOLC's outstanding accounts 
were paid on schedule; this compares with 37 percent in 1936 and 53 
percent in 4'939. Experience has been gratifying with the quarter 
million loans extended from 15 up to a maximum of 25 years, begin-/ 
ning in 1939 under authorization of the Mead-Barry Act. When 
the extensions were granted, all these borrowers were behind in their 
payments. On June 30, 1944, 73 percent were paying exactly on 
schedule. Many foreclosures and (resultant losses to the HOLC 
have been averted through these extensions which cut down required 
monthly payments by more than 40 percent.  

The Home Owners' Loan Corporation, from the beginning of its 
operations, adopted the practice of servicing its loans individually, 
thus permitting the Corporation to discover causes of trouble and to 
take action to avoid foreclosure. As part of this servicing program, 
the Corporation holds funds to pay taxes and insurance, collected 
from borrowers on a systematic monthly installment basis. This 
procedure assists borrowers to avoid tax difficulties and has also 
resulted in economies in the Corporation's administrative expenses by 
eliminating the necessity for searching tax records to determine 
whether delinquencies exist. During the 1944 fiscal year, the propor
tion of such accounts was increased from 56.2 percent of outstanding 
loan accounts to 61.2 percent.  

Properties acquired, including those subject to redemption.-The 
HOLC acquired, from the time it commenced operations until June 
30, 1944, 197,263 properties as a result of foreclosures, abandonments, 
etc. In addition, the Corporation on June 30, 1944, held 417 prop
erties which had been acquired but were still subject to redemption.  
Of the Corporation's property acquisitions, 193,750 were of properties 
covered by original mortgage loans. Of the 1,017,821 original 
mortgagors, all of whom faced loss of their properties under the con-
ditions prevailing from 1933 to 1936, 824,071, or 81 percent, were 
saved from foreclosure through the operations of the Home Owners' 
Loan Corporation.  

During the reporting period, 930 properties were acquired as com
pared with 2,118 during the fiscal year 1943. During the fiscal year 
1944, the Corporation disposed of 21,512 properties as compared with 
14,075 during the fiscal year 1943. Whereas net property acquisi
tions during the reporting period represented a decrease of 56.1 per-
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cent from the preceding reporting period, there was an increase of 
52.8 percent in properties disposed of by the Corporation.  

Property accounts.-The foregoing figures indicate that the HOLO 
during the fiscal year 1944 was successful in disposing of most of its 
remaining properties. The rapid decrease in the number of properties 
which the Corporation owned or to which it was acquiring title is 
shown in the following table

Properties owned or in process of acquisition 
June 30, 1941---------------------------------------------------- 49,419 
June 30, 1942----------------------------------------------37, 998 
June 30, 1943 ------- ----------- --------------------- 26, 041 
June 30, 1944 --------------------- 5, 459 

From the beginning of operations until June 30, 1944, the HOLC 
acquired and had available for sale a total of 197,263 properties, of 
which it had disposed of 192,221, or 97.4 percent. These figures do 
not include 417 properties acquired but still subject to redemption.  
If these latter properties are included in the total acquisitions, the 
Corporation had disposed of 97.2 percent of all properties acquired.  
At the close of the fiscal year 1944, the 'combined capital value of 
properties which the Corporation owned or to which the Corporation 
was in process of acquiring title was $36,063,486 as compared with 
$191,298,828 on June 30, 1943, and $262,307,276 on June 30, 1942.  

Sale of Corporation-owned properties through June 30, 1944, had 
resulted in a total cumulative loss, including brokers' commissions 
and selling costs, of $319,135,606. Other losses, which included 
principal arid interest losses on mortgage loans and vendee accounts, 
properties charged off, fire and other hazards, and fidelity and casualty 
losses,-amounted to $1,208,116. This increased total losses from all 
sources, cumulative through the close of the fiscal year 1944, to 
$320,343,722.  

As of June 30, 1944, cumulative net income before provision for 
losses totaled $213,464,280. After deducting this, the Corporation's 
losses in excess of its earnings as of June 30, 1944, were $106,879,442.  
The loss figure given above on properties sold includes brokers' com
missions, selling costs, and the difference between the actual sales 
prices and the capitalized value shown on the Corporation's books.  
Capitalized value includes the unpaid principal value of the foreclosed 
loan, delinquent interest and taxes, foreclosure and acquisition costs, 
and reconditioning expenses. In other words, a large part of the 
book losses reflects the cost of leniency to borrowers who eventually 
had to be foreclosed.  

The HOLC endeavors to sell its acquired properties as promptly 
as possible. Pending sale, most of these properties are rented. At 
the close of the fiscal year 1944, properties owned by the Corporation 
contained 9,095 rental units, of which 1,761 units were not available 
for rental because these were in process of repair, held vacant for sale, 
or adversely occupied. The remaining 7,334 units were available 
for rental and 6,246, or 85.2 percent, of these were rented.  

The Corporation's gross operating income during the 1944 fiscal 
year from the rental of properties was $7,533,006. Gross expenses 
for rented and unrented properties, not including' interest and ad
ministrative expenses, was $6,388,238. During the year, therefore, 
the Corporation's net operating income from property was $1,144,768.
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On a cumulative basis from the beginning of operations until June 
30, 1944, net operating income from properties owned by the Cor
poration was $25,718,946.  

RECONDITIONING 

Reconditioning activities of the Corporation are undertaken to 
restore its properties and properties on which it has mortgages to a 
condition of normal habitability. The Corporation, because of the 
decrease in property acquisitions and in its real estate accounts, has 
been able to reduce its reconditioning operations. This is shown by 
the following table which indicates the number and total cost of re
conditioning operations completed during each of the last three fiscal 
years: 

Fiscal year Number of Total 
cases cost 

1942.----------..........----------------------------------. 21,687 $9,174,051 
1943........... ..-------------------------------------------------------------- 10,836 4,69,428 
1944 -------------------------------------------------------------- 3,093 1, 41,161 

APPRAISALS 

Pronounced changes in property valuations under war conditions 
require the Corporation to continue making appraisals of its prop
erties and to review appraisals previously made. The decrease in 
property accounts, and those in process of acquisition, has resulted 
in a reduction in the number of appraisals. During the fiscal year 
1944, appraisals and reviews completed totaled 25,867 as comipared 
with 28,513 during the preceding fiscal year and 37,125 during the 
fiscal year 1942. Appraisals and reviews completed between the 
beginning of liquidation on June 12, 1936, and June 30, 1944, totaled, 
524,270.  

FINANCIAL STATEMENTS 

Exhibit 25 of this report presents the balance sheet of the Home 
Owners' Loan Corporation for June 30, 1944. As a result of the 
Corporation's progress in liquidation, total assets decreased 19.9 
percent during the reporting period.  

Statements of income and expense for the fiscal year 1944 aInd for 
the period from the beginning of operations through June 30, 1944, 
are shown in exhibits 26 and 27, respectively. Operating and other 
income for the fiscal year 1944 totaled $71,339,093. Total expenses, 
including interest on bonded indebtedness, amounted*to $47,713,019, 
leaving a net income before provision for losses of $23,626,074. After 
allowance for the reserves necessary to meet future estimated losses, 
the Corporation's deficit for the fiscal year 1944 amounted to $16,
506,809.  

In comparison, operating and other income for the fiscal year 1943 
amounted to $92,861,703. Total expenses, including interest on 
bonded indebtedness, for, the same period, was $60,752,270, leaving 
a net income for 1943, before provision for losses, of $32,109,432.  
After allowance for the reserves necessary to meet estimated future 
losses, the Corporation's deficit for the fiscal year 1943 amounted to 
$8,116,595.
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WAR HOUSING ACTIVITIES 

Because of its extensive experience in reconditioning properties, 
the Home Owners' Loan Corporation was requested by the National 
Housing Agency to operate the publicly financed part of the wartime 
conversion program of the Homes Use Service. The Corporation acted 
simply to supervise the program and all of the Corporation's expenses 
were reimbursed to it. After the close of the 1944 fiscal year, the 
operation of the programn was transferred to the Federal Public 
Housing Authority.  

This conversion program was announced in October 1942 and con
version activities were started shortly thereafter. , The results 
aphieved under this program are summarized in the following 
paragraphs: 

Programing-Through June 30, 1944, 52,743 units had been pro
gramed for publicly financed conve4 sion by the National Housing 
Agency. These units were scattered over 232 areas in 42 States.  

Applications for conversion.-A total of 44,521 applications for 
conversion were received by the Home Owners' Loan Corporation 
during the fiscal year 1944. From these, 9,123 leases have been 
executed for properties that will make available 47,451 units. Appli
cations pending disposition in the various stages total 311, and the 
remaining 35,087 cases have been rejected or withdrawn. Possession 
has been secured in 8,714 of the properties leased, and 46 are awaiting 
possession.  

Production.-There were 8,694 conversion contracts awarded during 
the fiscal year 1944, covering the construction of 46,265 housing units.  
Of these) 35,385 have been completed.  

Cost.-The average cost per unit, estimated at the time of applica
tion, was approximately $1,662. A recent comparison with actual 
costs indicates that this is a fairly accurate figure. Some increase in 
cost is expected in the future because of the addition of repairs and 
equipment not contemplated in the original estimates.
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