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FEDERAL HOME LOAN BANK ACT AMENDMENTS

THURSDAY, JULY 13, 1961

House oF REPRESENTATIVES,
SuscoMMITTEE NoO. 1 OF THE

ComMITTEE ON BANKING AND CURRENCY,
Washington, D.C.

The subcommittee met, pursuant to notice, at 10 a.m., in room 1301,
New House Office Building, Hon. Brent Spence (chairman of the sub-
committee) presiding.

Present: Representatives Spence, Barrett, Vanik, Moorhead of
Pennsylvania, Stephens, McDonough, Seranton, and Mrs. Dwyer.

Also present : Representative Multer.

Mr. Spence. The committee will be in order.

We have met this morning to hear testimony on H.R. 7108 and
H.R. 7109.

(H.R. 7108 and H.R. 7109 follow:)

[H.R. 7108, 87th Cong., 1st sess.]

A BILL To amend the Federal Home Loan Bank Act and title IV of the National Housing
Act, and for other purposes

Be it enacted by the Senate and House of Representatives of the United States
of America in Congress assembled, That subsection (¢) of section 6 of the Fed-
eral Home Loan Bank Act, as amended, is hereby amended to read as follows:

“(e) (1) The original stock subscription of each institution eligible to become
a member under section 4 shall be an amount equal to 1 per centum of the
subscriber’s aggregate unpaid loan principal, but not less than $500. The bank
shall annually, as of the close of the calendar year, adjust, at such time and in
such manner and upon such terms and conditions as the Federal Home Loan
Bank Board may by regulations or otherwise prescribe, the amount of stock
held by each member so that such member shall have invested in the stock of
the Federal Home Loan Bank at least an amount calculated in the manner pro-
vided in the next preceding sentence (but not less than $500). If the bank finds
that the investment of any member in stock is greater than that required under
this subsection it may, unless prohibited by said Board or by the provisions of
paragraph (2) of this subsection, in its discretion and upon application of such
member retire the stock of such member in excess of the amount so required.
Said Board, in its discretion, may, by regulations or otherwise, provide for ad-
justments in amounts of stock to be issued or retired in order that stock may
be issued or retired only in entire shares.

“(2) The provisions of paragraph (1) of this subsection shall be subject to
the following limitations:

“(i) No member which is a member on the date of the enactment of this
paragraph (2) shall be permitted to reduce its stock to an amount which is
less than the amount held by it as of the close of such date, except that a
member may at any time reduce its stock to an amount which is not less
than 2 per centum of its aggregate unpaid loan principal as of the beginning
of the calendar year in which the reduction is made (but not less than
$500) : Provided, That if the amount to which such stock is so reduced is
less than 2 per centum of such member’s aggregate unpaid loan principal
as of the close of the date of the enactment of this paragraph (2) such
reduction may be made only to such extent as said Board in its discretion
may by regulations or otherwise provide.

1
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2 FEDERAL HOME LOAN BANK ACT AMENDMENTS

“(ii) Notwithstanding any othexr provision of this subsection, no action
shall be taken by any bank with respect to any member pursuant to any
of the foregoing provisions of this subsection if the effect of such action
would be to cause the aggregate outstanding advances, within the mean-
ing of the last sentence of subsection (c) of section 10 or within the mean-
ing of regulations of said Board defining said term for the purposes of this
sentence, made by such bank to such member to exceed twelve times the
amounts paid in by such member for outstanding capital stock held by
such member.

“(8) Except as provided in subsection (i), upon retirement of stock of any
member the bank shall pay such member for the stock retired an amount equal
to the par value of such stock, or, at the election of the bank, the whole or any
part of the payment which would otherwise be so made shall be credited upon
the indebtedness of the member to the bank. In either such event, stock equal
in par value to the amount of the payment or credit, or both, as the case may
be, shall be canceled.

“(4) For the purposes of this subsection, the term ‘aggregate unpaid loan
principal’ means the aggregate unpaid principal of a subscriber’s or member’s
home mortgage loans, home-purchase contracts, and similar obligations.

“(5) The Federal Home Loan Bank Board, by regulations or otherwise, may
require each member to submit such reports and information as said Board,
in its discretion, may determine to be necessary or appropriate for the purposes
of this subsection.”

SEc. 2 Subsection (1) of section 6 of the Federal Home Loan Bank Act, as
amended, is hereby repealed.

SEc. 3. Subsection (a) of section 404 of the National Housing Act, as amended,
is hereby amended to read as follows:

“(a) The Corporation shall establish a Primary Reserve which shall be the
general reserve of the Corporation and a Secondary Reserve which shall consist
of the prepayments made by insured institutions pursuant to subsection (d) and
the credits made pursuant to the first sentence of subsection (e).

“(b) (1) Each institution whose application for insurance is approved by the
Corporation shall pay to the Corporation, in such manner as it shall prescribe,
a premium for such insurance equal to one-twelfth of 1 per centum of the total
amount of all accounts of the insured members of such institution plus any
creditor obligations of such institution. Such premium shall be paid at the
time the certificate is issued by the Corporation under section 403, and there-
after annually, except that under regulations prescribed by the Corporation
such premium may be paid semianually.

“(2) If, at the close of any December 31, the Primary Reserve equals or ex-
ceeds 2 per centum of the total amount of all accounts of insured members and
creditor obligations of all insured institutions as of such close, no premium under
paragraph (1) of this subsection shall be payable by an insured institution
with respect to its premium year beginning during the year commencing on
May 1 next succeeding such December 31, except that the foregoing provisions
of this sentence shall not be applicable to any insured institution with respect
to any of the twenty premium years beginning with the premium year com-
mencing with the date on which such certificate is issued.

“(3) The Corporation is authorized to prescribe such rules and regulations
as it may determine to be necessary or appropriate to accomplish the purposes
and provisions of this subsection.”

SEC. 4. Subsection (¢) of section 404 of the National Housing Act, as amended,
is hereby repealed: Provided, That the repeal effected by this section shall not
affect any right existing on the effective date of such repeal.

SEc. 5. Subsection (b) of section 404 of the National Housing Act, as amended,
is hereby amended by striking ‘“(b)” at the beginning thereof and inserting in
lieu thereof “(c)”.

Sec. 6. Section 404 of the National Housing Act, as amended, is hereby
amended by adding thereto at the end thereof the following new subsections :

“(d) Each insured institution, except as otherwise provided in this section,
shall annually pay to the Corporation, at such time and in such manner as the
Qorporation shall by regulations or otherwise prescribe, an additional premium
in the nature of a prepayment with respect to future premiums of such institu-
tion under subsection (b) equal to 2 per centum of the net increase in all ac-
counts of its insured members during the next preceding calendar year, less
an amount equal to any requirement, as of the end of such calendar year, for
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 3

the purchase of stock of the Federal Home Loan Bank of which such institution
is a member, calculated in accordance with the provisions of subsection (c) of
section 6 of the Federal Home Loan Bank Act and without regard to any net
increase during such calendar year in its holdings of such stock, and such pre-
payments shall be credited to the Secondary Reserve. The Federal Home Loan
Bank Board shall by regulations or otherwise provide for the furnishing to the
Corporation of all necessary information with respect to Federal Home Loan
Bank stock.

‘“(e) The Corporation, in accordance with such regulations as it may pre-
scribe, shall credit to the Secondary Reserve, as of the close of each calendar
vear which begins on or after the effective date of this subsection, a return on
the outstanding balances of the Secondary Reserve during such calendar year,
as determined by the Corporation, at a rate equal to the average annual rate of
return to the Corporation during the year ending at the end of the month next
preceding the month of such close, as determined by the Corporation, on the
investments held by the Corporation in obligations of, or guaranteed as to prin-
cipal and interest by, the United States. Except as provided in subsections (f)
and (g), the Secondary Reserve shall be available to the Corporation only for
losses of the Corporation and shall be so available only to such extent as other
accounts of the Corporation which are available therefor are insufficient for such
losses. No right, title, or interest of any institution in or with respect to its
pro rata share of the Secondary Reserve shall be assignable or transferable,
whether by operation of law or otherwise, except to such extent as the Corpora-
tion may by regulation or otherwise provide for transfer of such pro rata share
in cases of merger or consolidation, transfer of bulk assets as defined by the
Corporation by regulation or otherwise for the purposes of this sentence, and
similar transactions as so defined.

“(f) If (i) the status of an insured institution as an insured institution is
terminated pursuant to any provision of section 407 or the insurance of accounts
of an insured institution is otherwise terminated, (ii) a conservator, receiver,
or other legal custodian is appointed for an insured institution under the circum-
stances and for the purpose set forth in subdivision (d) of section 401, or (iii)
the Corporation makes a determination that for the purposes of this subsection
an insured institution has gone into liquidation, the obligation of such institu-
tion to make prepayments under subsection (d) of this section, including any
prepayments as to which such institution is obligated at the time of such termi-
nation, appointment, or determination, shall cease, and the Corporation shall
pay in cash to such institution its pro rata share of the Secondary Reserve, in
accordance with such terms and conditions as the Corporation may prescribe by
regulations or otherwise, or, at the option of the Corporation, the Corporation
may apply the whole or any part of the amount which would otherwise be paid
in cash toward the payment of any indebtedness or obligation, whether matured
or not, of such institution to the Corporation, then existing or arising before such
payment in cash: Provided, That such payment or such application need not be
made to the extent that the provisions of the exception in the last sentence of
subsection (e) are applicable. The Corporation in its discretion may provide
by regulations or otherwise for the reinstatement in whole or in part, upon such
terms and conditions as to payment or otherwise as it may prescribe, of the pro
rata share of an institution in the Secondary Reserve in the event that such
status or such insurance is restored by action of the Corporation or of a court
in reversing or setting aside such termination, or in the event that, after such
appointment or such determination, an institution is restored to operation as an
insured institution, and for the payment, waiver, or other treatment in whole
or in part of any prepayments which, in the absence of the first sentence of this
subsection, would have accrued under subsection (d) or would be payable
thereunder.

“(g) If. at the close of any December 31, the aggregate of the Primary Reserve
and the Secondary Reserve equals or exceeds 2 per centum of the total amount
of all accounts of insured members and creditor obligations of all insured in-
stitutions bnt the Primary Reserve does not equal or exceed such 2 per centum,
no insured institution shall be obligated to make any prepayment under sub-
section (d) during the vear beginning with May 1 next succeeding such close,
and each insured institution’s pro rata share of the Secondary Reserve shall be
used, to the extent available, to discharge such institution’s obligation for its
premium under subsection (b) for the premium year beginning in such year:
and the suspension of obligation to make such prepayments and the use of such
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4 FEDERAL HOME LOAN BANK ACT AMENDMENTS

pro rata shares as provided in this sentence shall continne unless and until the
next to last sentence or the last sentence of this subsection shall become opera-
tive. Notwithstanding the foregoing provisions of this subsection, if, at the
close of any December 31 except any such close occurring at any time after such
a close as is referred to in the last sentence of this subsection, the aggregate of
the Primary Reserve and the Secondary Reserve is not at least equal to 134 per
centum of the total amount of all accounts of insured members and creditor
cbligations of all insured institutions, (i) the obligation of insured institutions
to make prepayments under subsection (d) shall resume on May 1 next follow-
ing such December 31 and shall continue unless and until the first sentence or
the last sentence of this subsection shall become operative, and (ii) the use of
any insured institution’s pro rata share of the Secondary Reserve under the first
sentence of this subsection shall terminate with respect to its premium under
subsection (b) for the premium year beginning during the calendar year com-
mencing on May 1 next succeeding such December 31, and such termination shall
continue unless and until the first sentence of this subsection shall become
operative. If, at the close of any December 31, the Primary Reserve equals or
exceeds such 2 per centum, the Corporation shall, at such time (which shall be
the same for all insured institutions and shall not be later than May 1 next
succeeding such close) and in such manner as the Corporation shall determine,
pay in cash to each insured institution its pro rata share of the Secondary
Reserve and shall not, after such time, accept or receive further prepayments
under subsection (d).”

SeEc. 7. This Act shall become effective on January 1 next following the date
of its enactment.

[H.R. 7109, 87th Cong., 1st sess.]

A BILL To amend the Federal Home Loan Bank Act to simplify and improve the election
and appointment of directors of the Federal home loan banks

Be in cnacted by the Senate and House of Representatives of the United
States of America in Congress assembled, That subsections (a) through (h) of
section 7 of the Federal Home Loan Bank Act (12 U.S.C. 1427) are amended
to read as follows:

“(a) The management of each Federal home loan bank shall be vested in a
broad of twelve directors, two-thirds of whom shall be elected by the members,
and the remaining one-third of whom shall be appointed by the board, and all
of whom shall be citizens of the United States and bona fide residents of the dis-
trict in which such bank is located: Provided, That in any district which in-
cludes five or more States the board may by regulation increase the elective
directors to a number not exceeding thirteen and may increase the appointive
directors to a number not exceeding one-half the number of elective directors.

‘“(b) Each elective directorship shall be identified as representing the mem-
bers from a particular State, and shall be filled by a person who is an officer or
director of a member located within that State, each of which members shall
be entitled to nominate a suitably qualified person for each such directorship
that will represent them, and each such office shall be filled from such nominees
by a majority of the votes which such members may cast in an election held
for the purpose of filling the initial term or expiring term of such office, in
which election each member from the State which that office will represent may
cast for each such office to be filled by the election a number of votes equal to
the number of shares of stock in the district bank required to be held by such
member as of the end of the calendar year next preceding the election. No
added voting strength shall be derived from stock ownership in excess of the
average required ownership of the members in the particular State.

“(c) The number of directors which the members from each separate State
in a bank district shall be entitled to elect shall be determined by the board
in approximate ratio to the percentage of the required stock of the district bank
held by the membership from that State at the end of the calendar year next
preceding the date of the election, except that the members from each State in
the district shall be entitled to elect at least one director, and no State shall be
entitled to more than six such elective directorships. Without regard to any
other limitation of this section, after determining as prescribed in the preceding
sentence, the number of directors which each State is entitled to elect, the board
shall add as many more such directors as may be necessary so that each State
in a district shall be entitled to at least as many elective directors as the num-
ber which represented that State on December 31, 1960,
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 5

“(d) Directors shall be elected for two-year terms, and shall be appointed for
four-year terms. No director may be elected consecutively for more than three
such terms. The board shall prescribe such rules and regulations as it may
determine to be proper for the nomination and election of directors.

“(e) The term of each elective or appointive director serving on the date this
amendment becomes effective shall not be affected by this amendment but shall
continue unchanged until its original date of expiration. The provisions of this
section, as amended, shall otherwise be applicable as of the date of enactment.
The term ‘States’ or ‘State’ as used in this section shall mean the States of the
Union and the District of Columbia.

“(f) In the event of a vacancy in any appointive or elective directorship,
such vacancy shall be filled through appointment by the board for the unex-
pired term: Provided, That if any director shall cease to have the qualifications
set forth in subsection (a), or if any elective director shall cease to have any
qualification set forth in this section or in any regulation in effect on the date
of his nomination, the office held by such director shall immediately become
vacant, but such director may continue to act as such director until his successor
so appointed assumes the vacated office or the term of such office shall have
expired, which ever shall first occur.

‘“(g) The board shall designate one of the directors of each bank to be chair-
man, and one to be vice chairman, of the board of directors of such bank.

“(h) If at any time when nominations are required, members shall hold less
than $1,000,000 of the capital stock of the Federal home loan bank, the board
shall appoint a director or directors to fill the place or places for which such
nominations are required, and the board may, prior to the filing of the certificate
mentioned in section 12, appoint directors who shall be respectively designated
by it as appointive directors and as elective directors, in accordance with the
provisions of this section.”

Mr. SeeNcE. Today we will hear, together, H.R. 7108, to strengthen
the resources of the Federal Savings and Loan Insurance Corpora-
tion, and H.R. 7109, to improve and simplify the procedures for elect-
ing directors of the Federal home loan banks,

Mr. Clerk, call the first witness.

Mr. Caroon. The Honorable Joseph P. McMurray, Chairman of
the Federal Home Loan Bank Board.

STATEMENT OF HON. JOSEPH P. McMURRAY, CHAIRMAN, FEDERAL
HOME LOAN BANK BOARD; ACCOMPANIED BY IRA DIXON, MEM-
BER, HOME LOAN BANK BOARD; JOSEPH WILLIAMS, MEMBER,
HOME LOAN BANK BOARD; CLARENCE SMITH, EXECUTIVE SECRE-
TARY, HOME LOAN BANK BOARD; AND WILLIAM H. HUSBAND,
GENERAL MANAGER, FEDERAL SAVINGS AND LOAN INSURANCE
CORPORATION

Mr. McMurray. May I have permission to have Mr. Williams and
Mr. Dixon, the other members of the Board, and Dr. Husband sit
with me?

Mr. Seence. Without objection permission is granted.

We are very glad to have you here. I am sure we all wish you great
success and happiness in the discharge of your new important duties.

I know that this committee will work in harmony with you and
will attempt to do everything possible to assist the Federal Home
Loan Bank Board perform the duties and functions that the law re-
quires. It is in very safe hands with you as Chairman. Thank you
for coming.

Mr. McMurraY. Thank you very much, Mr. Chairman.

72567 0—61——=2
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6 FEDERAL HOME LOAN BANK ACT AMENDMENTS

First of all, T want to tell you what a pleasure and an honor it is
for me to appear before this very distinguished and powerful
committee.

As you know I spent many years on the Senate Banking and Cur-
rency Committee and we worked together for several long years on
many very important bills. Over the years I have gained great re-
spect for the chairman of this committee and many members of the
committee.

I appreciate the friendship and the cooperation that every member
of the committee always gave to me. I hope that as Chairman of this
Home Loan Bank Board, I will live up to your high expectations,
and by my hard work and by the cooperation and help of the mem-
bers and the staff of this Home Loan Bank Board I will do the kind
of a job which you will be proud of and which will benefit the
country.

Mr. SpeNce. I am sure the committee reciprocates in the sentiments
which you express.

Mr. McMurray. Thank you very much.

I have with me Joseph J. Williams and Ira Dixon, the other two
members of the Board. Incidentally, I want to say that they have
been extremely helpful to me and have been also very patient with me.

I think the three of us together will be able to solve, I hope, most
of the problems that are confronting the Board, and we will make
every effort to solve all of them, but I hope that you will judge us on
our batting average and not on each specific problem that we attempt
to solve. I also want to say that the staff have been very helpful
to me.

I know from my own experience in working with congressional com-
mittees the significance of the deliberations that precede statutory
enactment. Especially do I recognize your great responsibility in
passing upon measures relating to financial institutions.

The obligations of those institutions are imposing, to say the least.
On the one hand, they have a key role in nurturing the growth of
our economy ; on the other, they must at all times have a deep aware-
ness and heedfulness of their accountability for the proper handling
of other people’s money.

I would like to address myself first to H.R. 7108.

The first of these two bills, H.R. 7108, is intended to add new
strength to the Federal Savings and Loan Insurance Corporation,
which as you know insures, up to a statutory limit of $10,000, the sav-
ings of members of the public in savings and loan associations. This
bill has our wholehearted endorsement and I trust that it will be
found to merit your undivided support.

H.R. 7108 does not seek any appropriation of taxpayers’ money.
On the contrary, it proposes that insured savings and loan associa-
tions use some moderate amounts of their own funds to strengthen
even more the bulwark of insurance of their savings accounts; and
even those amounts will, in the typical case, represent merely a diver-
sion of funds that would otherwise have been used for the purchase
of stock in the Federal home loan bank of which the institution is a
member.

If the requested legislation is enacted, the flow of savings into these
institutions should be further stimulated. In turn, since savings
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 7

and loan associations invest the great bulk of their funds in loans on
residential properties, the demands that funds in the U.S. Treasury
be invested in the providing of housing should be lessened.

May I add the further observation that legislation relating to
financial institutions should simultaneously contribute to both the
soundness of their operation and their ability to meet economic needs.
I believe that H.R. 7108 will meet these twin objectives for the same
two reasons—because it adds to the safety of insured savings and, at
the same time, should make more money available to accommodate the
housing program.

As you know, savings and loan associations lend primarily to the
average-income or middle-income groups and constitute the largest
single means of pooling the savings of the public for that purpose.
In the discharge of these basic economic functions, they do much to
stabilize economic conditions and advance the public welfare.

Today, insured savings and loan associations have assets of about
$70 billion, but more meaningful in terms of public service is the
number of people being served. Some 28 million persons have sav-
ings accounts in these institutions and the homes of almost 7.5 mil-
lion families are now being financed by the use of these savings.

The contribution of the savings and loan business to housing and to
the general economy may clearly be seen in its record during the fifties.
In that dramatic 10-year period insured savings and loan associa-
tions made mortgage loans in the aggregate amount of $95,270 million
and received a gross flow of savings in the amount of $136,418 million.
The net gain in mortgage loans and savings from the close of 1950
to the close of 1960 was $45,630 million and $47,288 million respec-
tively.

Turning to the specific features of H.R. 7108, we- may summarize
them as follows:

Under the proposed legislation, an insured savings and loan associa-
tion would be required to make an annual payment to the Federal
Savings and Loan Insurance Corporation, in the nature of a prepay-
ment with respect to its future regular premiums. The annual rate
of the regular premium would remain unchanged at one-twelfth of 1
percent of the total amount of all accounts of the institution’s insured
members plus its creditor obligations.

The annual prepayment should be equal to 2 percent of the net in-
crease in such accounts during the next previous calendar year less an
amount equal to any requirement, as of the end of that calendar year,
for purchase of stock of the Federal home loan bank of which the
institution is a member, as calculated in accordance with the bill.

The Corporation would be directed to establish a primary reserve,
which would be its general reserve, and a secondary reserve, to which
the prepayments would be credited. If the primary reserve and any
other accounts available for losses should be insufficient to meet all
losses of the Corporation, the secondary reserve would be available
for that purpose. In other words, the prepayments would serve as
an additional reserve for losses.

It is proposed that the outstanding balances in the secondary re-
serve receive a return at a rate equal to the average rate on the Cor-
poration’s own investments in Government or Government-guaranteed
obligations. This return would not be paid in cash but would be added
to the secondary reserve.
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8 FEDERAL HOME LOAN BANK ACT AMENDMENTS

When the aggregate of the primary reserve and the secondary re-
serve reached 2 percent of the total amount of all accounts of insured
members and creditor obligations of all insured institutions—assuming
that the primary reserve alone did not reach that percentage—the
prepayments would stop and each institution’s pro rata share of the
secondary reserve would be used, so far as available, to discharge its
obligations for its regular annual premiums.

It the aggregate of the two reserves later fell below 1.75 percent,
the prepayments would be resumed and such use of the secondary re-
serve would cease. However, if the primary reserve itself reached 2
percent of this base, the Corporation would pay to each insured in-
stitution, in cash, the amount of its pro rata share of the secondary
reserve, and the premium prepayments would permanently cease.

The existing law makes the regular premium payable until the
Corporation’s reserve fund equals 5 percent of all insured accounts
and creditor obligations of all insured institutions, and provides that
if at any time it falls below that figure the regular premium shall be
resumed until it is brought back to that point.

H.R. 7108, in effect, reduces this ratio to 2 percent but requires that
each insured institution pay the regular premium for at least 20 years,
in order to assure that newly insured institutions make a reasonable
contribution toward the building up of the Corporation’s reserve.

As noted previously, provision is made for the deduction of re-
quired Federal home loan bank stock purchases from the 2-percent-
premium prepayments. Under the Federal Home Loan Bank Act
as originally enacted in 1932, each member institution of a Federal
home loan bank was required to hold stock in its bank equal to 1
percent of the aggregate unpaid principal of its home mortgage loans,
subject to a required minimum. By legislation enacted i 1950, as
a part of the program for accelerating the retirement of the Govern-
ment stock in these banks, the required amount of stock was approxi-
mately doubled, being increased to 2 percent of the aggregate unpaid
principal of the member’s home mortgage loans, home-purchase con-
tracts, and similar obligations.

The present bill, H.R. 7108, would reduce the 2-percent require-
ment to 1 percent. However, there would be no appreciable decrease
in the amount of stock now outstanding, as the bill provides that no
institution which is a bank member on the date of enactment of the
bill shall be permitted to reduce its stock to less than the amount held
by it at the close of that date, with two exceptions.

The first exception is that, subject to the $500 minimum to which
all members are subject, any such member may reduce its stock to
not less than 2 percent of the base as of the beginning of the year in
which the reduction is made and not less than 2 percent of the base
as of the close of the date of enactment.

This exception is intended to give equitable treatment to members
which, on the date of enactment of the bill, hold bank stock in excess
of the existing 2-percent requirement. The second exception allows
the Federal Home Loan Bank Board in its discretion to permit such
a member, subject to said minimum, to reduce its stock to an amount
less than 2 percent of the base as of the close of the date of enactment,
but not less than 2 percent of the base as of the beginning of the
year in which the reduction is made. This exception is designed to
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 9

allow the Board to permit a reasonable degree of flexibility in proper
cases.

It is estimated that the ratio of stock to home mortgages would not
decline to 1 percent until approximately 1968. This would mean
that, in general, institutions which were Federal home loan bank
members on the date of enactment of the bill would not be required
to buy further bank stock until that time. However, new members
would immediately have to buy stock under the 1-percent requirement.

As has previously been noted, the annual premium prepayment by
an insured institution would be equal to 2 percent of the net increase
in all accounts of its insured members during the next previous calen-
dar year, less an amount equal to any requirement, as of the end of
that calendar year, for purchase of stock of the Federal home loan
bank of which the institution is a member, as calculated in accordance
with the bill.

This does not provide a clear and specific method of treatment for
cases where the particular institution was not an insured institution
at the beginning of that calendar year but became an insured institu-
tion during that year. Accordingly, the Board hereby suggests the
following amendment to the bill to take care of those cases:

We recommend that on page 7 of your bill, line 2, strike out the
period and insert the following:

: Provided, That in the case of an insured institution which was not an insured
institution at the beginning of such next preceding calendar year the 2 per
centum aforesaid shall be 2 per centum of the net increase in all accounts of its
insured members during that part of said calendar year which begins with the
close of the day on which such institution becomes an insured institution and the
amount deducted from such 2 per centum under the foregoing provisions of this

sentence shall not exceed one-half of such 2 per centum as calculated in ac-
cordance with this proviso.

BASIC OBJECTIVES OF THE BILL

Now that the major technical aspects of H.R. 7108 have been noted,
it may be desirable to set forth its basic objectives.

First, it is believed that the amount of stock of the Federal home
Joan banks now outstanding is more than sufficient to meet the cri-
terion of adequate capitalization. And that is an understatement.

As of the present time the combined stock, reserves, and surplus of
the 11 banks amount to $1,186 million as compared with outstanding
consolidated obligations of $955 million. Now as you know, our
regulations provide for the issuance of obligations up to 12 times the
paid-in capital stock and statutory reserves of the banks.

A basic stock-purchase requirement of 1 percent was considered
adequate when the Federal Home Loan Bank Act was originally
enacted, and we are convinced that it is entirely safe today to return
to a comparable figure provided such return is accompanied by safe-
guards such as those contained in the bill.

We believe that this reduction in the stock-purchase requirement
may result in the seeking of membership by eligible institutions which
have heretofore hesitated to join the system because of the 2 percent
requirement, and this may be said to be one of the objectives of the
bill.
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10 FEDERAL HOME LOAN BANK ACT AMENDMENTS

Second, while the stock of the Federal home loan banks has kept
pace with the rapid growth of their member institutions the reserves
of the Federal Savings and Loan Insurance Corporation have not.
On June 30, 1950, the ratio of the reserves of the Insurance Corpora-
tion to its potential liability was 0.843 percent; currently, the ratio
is 0.661 percent. The failure of the reserve ratio of the Corporation to
increase during the intervening period is caused solely by the rapid
growth of the insured institutions.

During the entire life of the Corporation its total expenses have
amounted to only 3.7 percent of its gross income while net insurance
losses have absorbed a mere 1.1 percent of the gross income. The
second objective, and the predominant objective, of H.R. 7108 is to
gear the growth of the reserves of the Federal Savings and Loan In-
surance Corporation to the expansion of its insured institutions.

Iam glad to say that there appears to be virtually unanimous agree-
ment on the broad purposes of H.R. 7108 by all interested parties,
although there may be some divergence of views with respect to the
technical aspects. As you know, we shall be glad to furnish any addi-
tional information in response to your questions and to work with you
to any extent that you may desire.

I think, Mr. Chairman and members of the committee, that it might
be better if we stop at this point rather than my proceeding on to H.R.
7109, so that the questions relating to this bill might be asked at this
time.

I hope that I am able to answer them to your satisfaction. If not,
I have with me the two members of the Board and Dr. Husband, who
is the General Manager of the Insurance Corporation.

Thank you very much.

Mr. Seexce. This bill will not impose additional assessments on
the members in excess of what they are now paying?

Mr. McMurray. Yes,sir.

Mr. Srexce. The bill merely reduces the amount member institu-
tions will be required to invest in Federal Home Loan Bank stock,
and requires insured institutions to make premium prepayments of
roughly the same amount to strengthen the resources of the Federal
Savings and Loan Insurance Corporation ?

Mr. McMurray. That is correct, sir.

Mr. Spence. That is essentially what it does?

Mr. McMURrAY. Yes, sir.

Mr. Seence. It has the approval of both Leagues?

Mr. McMugray. That is true, sir.

Mr. Spexce. Itisan administration bill?

Mr. McMuUgraY. Yes,sir.

Mr. Seexce. Mr. McDonough, have you any questions?

Mr. McDox~oucH. I am very happy to see you here this morning
and to wish you the best of luck, and I am sure that your administra-
tion will be of the same type of efficiency that you have displayed in
previous assignments, both in Washington and in New York State.

Mr. McMurray. Thank you very much.

Mr. McDownouea. T would like to know, Mr. McMurray, have you
looked over this recommendation of Mr. Holifield ?

(The recommendation referred to above may be found on p. 60.)

Mr. McMurray. No, sir, I have not. -
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 11

The first time I heard about his recommendation was this morning.

Mr. McDonoveri. He has filed here a letter with some notations
and suggestions concerning the administration of the Home Loan
Bank Board which goes back to the problem that we had under Mr.
Fahey.

You are familiar with that, are you?

Mr. McMurray. Congressman Holifield, just in a moment, told
me what the purpose of the letter was, and I understand that it relates
to the Los Angeles Bank which was dissolved by Mr. Fahey.

Mr. McDo~oucH. Yes, the L.os Angeles Bank and the Long Beach
Savings & Loan Association.

I have not read the notation thoroughly through, but I just won-
dered if you had come to any conclusions on the suggestions that are
made in 1t?

Mr. McDoxoueH. No,sir. I have not even had a chance to read the
recommendation. And so, with your permission, and the commit-
tee’s permission, I would prefer to study it, and if the committee
desires, we will be glad to give the committee a considered judgment
with respect to that.

Mr. McDonoueH. I think it is worthy of note, because it involved
a problem that was rather aggravating for a long time, both on the
local level and insofar as the Home l.oan Bank Board is concerned,
as you know.

Mr. McMurray. This Board, as I do, has great respect for Con-
gressman Holifield, and we know that he is a very long time student
of the Home Loan Bank Board and its operations.

So I am sure that anything he proposes is worthy of very serious
consideration.

Mr. McDox~oueH. I did not hear all of your testimony, but I pre-
sume that you are fully in favor of H.R. 71097

Mr. McMurray. I have not yet testified on H.R. 7109.

Mr. McDo~oueH. Oh.

Mr. McMurray. But you have correctly judged, that I will sup-

ort it.
P Mr. McDoxouen. Thatis all for the moment, Mr. Chairman.

Mr. Seence. Mr. Barrett ?

Mr. Barrerr. Mr. McMurray, you seem to have no opposition from
either side this morning.

Mr. McMurray. Thank you very much.

Mr. Bagrgerr. Mr. McMurray, under the 1950 legislation it took
you about 8 years to retire the membership stock.

Under H.R. 7108 you indicate it will take about 20 years.

Is that right?

Mr. McMurray. I think Dr. Husband had better answer that
question.

Mr. Hussanp. If you are referring to the stock of the Insurance
Corporation, which I think you are, Congressman, yes, sir. It took
about 8 years to retire the stock.

Mr. Barrerr. And now to build up a reserve you anticipate will
take about 20 years?

Mr. Huspanp. The 2 percent goal will be reached from between
1990 and 1995, years which I think we are both perfectly safe to
predict, because we will not be around to see the results.
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12 FEDERAL HOME LOAN BANK ACT AMENDMENTS

Mr. McMurray. Speak for yourself.

Mr. BarrerT. One point I would like to know is how you arrived
at this figure? What formula do you use?

Mr. Husianp. By applying the 2 percent prepaid premium while
continuing the one-twelfth of 1 percent regular premium during that
length of time, and allowing for the continued growth of the associa-
tions, we estimate it will take until approximately the 1990’s to reach
the 2 percent goal.

Mr. Bagrrerr. That is all.

Mr. Spence. Mrs. Dwyer?

Mrs. Dwyer. No questions.

Mr. Spence. Mr. Stephens?

Mr. SterHENS. No questions.

Mr. Seence. Mr. Scranton ?

Mr. ScrantoN. Mr. McMurray, you say, on page 2 of your testi-
mony, that this legislation, if enacted, will mean a flow of savings into
the institutions, and it also, therefore, should mean that we would have
more private enterprise funds available for housing.

I certainly hope you are right, but have we any reason to believe
that this is true other than a generalization that it will strengthen

Mr. McMurray. Well, to the extent that you strengthen, as this bill
would do, the Insurance Corp., it certainly should be an even further
inducement to the savers of our country to put their funds in the sav-
ings and loan associations, and those that are members of the Insur
ance Corp.

And T think it will do that and, therefore, stimulate the flow of
funds to these institutions, and in that way make more funds available
for home mortgages.

Mr. ScrantoN. In other words, your thought is based only on that
generalization, that it will strengthen them ?

Mr. McMurray. Yes, sir. Yes, sir, but it is a generalization, I
think, that is a sound generalization.

Mr. Scranton. Secondly, what is the reasoning behind changing
the present law that demands a 5-percent reserve, down to the 2
percent ?

Mr. McMurray. The reserves of all our associations now, the aver-
age association, is something—I believe it is about 8 percent. They
are required to build these reserves up to 12 percent by allocating 10
percent in income each year to them.

And with this 2 percent, that will give you a reserve factor we feel
that is adequate to take care of any contingencies that are likely to
oceur.

Mr. ScranToN. It never got anywhere near the 5 percent at any
time, did it ?

Mr. McMurray. That is right.

Mr. ScranToN. On these exceptions that are made in the bill, just to
clear me up so that I thoroughly understand them, you state on page 6
that any member may reduce its stock to 2 percent of the base as of the
beginning of the year in which the reduction is made, and not less than
2 percent of the base as of the close of the date of enactment, that
being the first exception.

Mr. McMuUrrAY. Yes.

/
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 13

Mr. ScranNToN. And the second exception, as I understand it, and
I want to make sure I do, simply puts in the discretion of the Home
Loan Bank Board the decision to make that “and” an “or.”

Is that correct ?

Mr. McMurray. To make it to what ?

Mr. ScranToN. “And” in the first exception to “or’

Mr. McMurray. Well, the second exception relates to a later time
when conditions might change so that they want to reduce it.

If such an institution asks to reduce its stock to 2 percent, it then can
reduce it but not, in any case, less than 2 percent at the beginning of
the year in which the reduction was sought, subject to the discretion
of the Board, if a requested reduction would reduce the institution
stockholdings to less than 2 percent as of the date of enactment.

As Mr. Williams points out, that provision will take care of those
institutions getting small rather than large.

Mr. ScranTON. Yes.

That is all the questions I have, Mr. Chairman.

Mr. Seexce. Mr. Moorhead ?

Mr. MoorHEAD of Pennsylvania. Thank you, Mr. Chairman.

Mr. McMurray, on the stock ownership requirements, as I under-
stand it, a new member would be required to make purchases up to 1
percent, but an old member would have to continue its ownership at
2 percent.

Is that correct?

Mr. McMurraY. Yes, sir. He would continue the stock that he has
and, in many cases—in all cases now, it is 2 percent.

But, from now on, new members coming in will only have to put up
1 percent in stock.

Mr. MooruEeap of Pennsylvania. And the equalization between the
new members and the old members would be brought about by the
fact that the old members would not be required to buy new stock
and their stock ownership would gradually fall

Mr. McMurray. That is correct, sir.

Mr. Moorneap of Pennsylvania. So that equality between old and
new members would be reached, as you estimate, by about 1968 ¢

Mr. McMurraY. Yes, sir.

Mr. MooruEAD of Pennsylvania. Thank you.

Thank you, Mr. Chairman.

Mr. Spence. Mr. Multer ?

Mr. Murter. Thank you, Mr. Chairman, for the opportunity to
participate in this subcommittee’s work, although I am not a member
thereof.

It seems to me, Mr. McMurray, that there should be a complete and
thorough review of the entire basic act, and it might be better to post-
pone action on this bill until your agency has done that, and then
come in at one time with the proposed amendments to every part of
the act which needs change or correction rather than try to do this
piecemeal as we are doing now. ) )

Is your agency presently undertaking a study or review of the en-
tire basic act?

Mr. McMurray. Congressman Multer, we have, as you know a task
force that has been set up, which is studying the whole Federal Home
Loan Bank Board and its operations and many of the problems with

b
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14 FEDERAL HOME LOAN BANK ACT AMENDMENTS

which the Home Loan Bank Board is confronted. Subsequent to some
basic general studies of the problems with this group we are going
to have a management consultant firm or a team of experts study the
organization of the Board.

However, it seemed to us that since this specific bill has already
received the unanimous support not only of the task force, with whom
we discussed this bill, both the leagues, who have studied the bill over
a long period of time, the previous Board members and the Federal
Savings and Loan Insurance C'orporation, we hope the Congress will
enact it now.

Also, it seems to me that this does not preclude any future changes
that we might make as a result of our study. I think it would greatly
strengthen the heart of the savings and loan industry, and it is some-
thing that I believe would be recommended by any group who studied
the Insurance Corporation.

Mr. Murrer. Without in any way derogating the good faith of the
leagues, the national leagues who represent the associations, this is one
instance where I discount their support of the bill, because that is ob-
viousgr actuated by self-interest on the part of the associations con-
cerned.

I think your concern, and our concern, must be the protection of the
public and the institutions. Rather than reducing the contributions
of the individual savings and loan associations we must think first
of strengthening the home loan banks and the Federal Savings and
Loan Insurance Corporation.

I think that must be your first desire and our first desire.

Mr. McMurray.. That is my purpose, sir. And I think both leagues,
in this instance specifically, and I might say from my experience with
them in a lot of other ways, should be commended for their support
of this bill, because I do think it strengthens the FSLIC.

It makes what the insured institutions are doing for the public
that much more valuable and the public can have that much more
confidence in placing their funds with these institutions.

I think this is one of the cases where what is good for an association
is good for the bank, for the FSLIC, and good for the people.

Mr. Murter. Now, let’s analyze that for a moment.

There has been criticism of the Insurance Corporation’s surplus and
reserves on the ground that they are not large enough. Obviously,
you think they are sufficient or you would not be recommending the
passage of this bill.

But you point out in your statement, in support of the bill, that
you are going to reduce the reserve funds from 5 percent of the insured
accounts and credit obligations to 2 percent.

Now, that is not strengthening. That is weakening.

Mr. McMurray. No, sir. Noj; we do not reduce the reserves, the
5 percent was an objective before it was realized reserves of the in-
stitution would be what they are.

Mr. Murrer. You do not reduce the dollar amount, but you do
reduce the percentage?

Mr. McMurray. The present reserve of the FSLIC, sir, is approxi-
mately 0.66 and this is designed to increase the reserves to 2 percent.

So, on the contrary, it will bring up the reserves much more quickly
and, therefore, strengthen greatly the reserve of the FSLIC.
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Mr. Murrer. Well now, first we build up the capital of the banks
and on top of that we build reserves so that in the event of a catas-
trophe and you must use the money, the first call is on the reserves
then the next call is on the capital. That is the reason for the capital.

The reserves are something that you build up on top of the capital.

Mr. McMurray. That is right.

Mr. Murter. Now, you are weakening that by this bill, are you not ?

Mr. McMurray. No, sir. I think, sir, you are talking about the
stock in the home loan banks, which institution is separate from the
Insurance Corporation. The stock in the bank would be reduced
compared to what it would otherwise be, but as we pointed out in the
statement, the capital of the Home IL.oan Bank System is already
extremely high.

In fact, its obligations or the notes that they have issued are less
than its capitalization. So that the Bank System is very very strong,
and you should have no fear about reducing it to 1 percent.

On the other hand, what we do is allow the associations rather than
buy more stock on the present 2 percent basis to prepay a part of their
future premiums so that the FSLIC will be that much stronger, and
their reserves will be that much greater.

Mr. Muvrrer. Well now, how much in dollars and cents are we
talking about when we reduce it to 1 percent?

Mr. McMurraYy. When we reduce

Mr. Murrer. Look at page 6 of your statement.

Mr. McMuUrraY. Are you speaking now of—
it is estimated that the ratio of stock to home mortgages would not decline to 1
percent until approximately 19687

Mr. Murter. Yes. How much will that be in dollars

Mr. McMurraYy. One percent to 19687

Will there be any Dr. Husband ?

Mr. Huseanp. There will be no reduction in the amount of the
stock, Congressman.

See, this bill provides that you cannot decrease the amount of stock
unless, by chance, a present member held 214 percent. As a matter
of equity, you could bring him back to 2 percent.

So the amount of the stock will remain fairly constant except when
new members coming in who have to add to it. So the stock amount
should be larger in 1968-69 than it is today.

Mr. Murter. Yes, but I think what you are doing here runs counter
to everything we know about good banking practice.

Now, whether we call these savings and loan associations or not,
they perform a banking function.

They are performing a banking function, and I think, to a certain
extent, they must follow sound banking principles.

Now, throughout the history of banks in this country, as the busi-
ness grows, as the deposits grow, as their investments grow, all of these
supervising agencies on the State level and National level insist that
they increase their capital as their deposits grow—that they increase
their capital and their reserves and their surplus.

Now, why does not the same thing apply to the home loan banks?

Mr. McMurray. I think that 2 percent stock purchase requirement,
in terms of our experience, would be greatly excessive. I think you
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are talking about a situation where, for example, if we were issuing
notes and obligations and pushing the line of 12 times the base capital,
your statement might be correct, but the fact of the matter is that
capitalization—a billion dollars, roughly, is supporting only $900 mil-
lion in notes, and there is no bank that you can point to me that is in
a more sound condition than that.

As a matter of fact, if there is any criticism that can be made it is
that the home loan banks have not been doing their job in terms of
making better use of their capital,

Mr. Murter. Well, are you willing at the same time to amend the
law to restrict you so that you cannot issue obligations to 10 times

Mr. McMurray. Well, you can, but 10 times would be, at the present
time, in the neighborhood of $10 billion

Mr. Murrer. That is right.  You only

Mr. McMurray. And 1f we get into that condition then the ques-
tion will come to increase it, but at the present time and in the fore-
seeable future that is unlikely to come about.

And, in the meantime, what we have to do is strengthen the Federal
Savings and Loan Insurance Corporation so as to make it that much
stronger, so that people can have that much more assurance, if they
need this assurance, because, as a matter of fact, the experience has
been excellent, as I pointed out, I think it is a wise decision that the
Board has made and which Congressman Spence’s bill attempts to
carry out, to use this—what is really surplus capitalization, if you
will—and to transfer it where it will be much more effective than
where it is now.

Mr. Murter. Yes, we have the utmost confidence in you and your
associates.

But we do not know who is going to succeed you, and if we do not
write into this bill now that we are going to cut back, as you asked
us, and do not cut back on your authority somebody in the next year
or the year after may issue this $10 billion in bonds or obligations.

Then what are we going to do? Are we then to try to stop it?

Then it is going to be too late.

Mr. McMurray. No. Even if that would come about it still would
not have any dire results, as I see it.

All you would do would be to limit it. You could not issue more
than $10 billion in notes or obligations.

In any event, $10 billion would be limited ; and if the Home Loan
Bank Board, in its judgment, felt that we should issue, say, $20 bil-
lion in bonds, then we could recommend such changes to the Con-
gress to have such authority or we could, I believe—I am not sure
about this—but it might be that we would have the authority to
increase the required stock.

Do you know? Would we still have to come back to Congress to
change the 1 percent to 2 percent ?

Mr. Hussanp. Yes.

Mr. McMurray. We would have to come back to Congress. So
at that time if the national situation was such that we were not get-
ting sufficient funds through deposits or share accounts and we needed
to go to the market to get financing for housing, I presume the situa-
tion would be such that if we recommended it, that Congress would
be likely to approve our request for the increase in the stock to
2 percent.
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Mr. Murter. May I ask one further question, Mr. Chairman?

On page 8 you complain about the fact, while the stock of the Fed-
eral home loan banks has kept pace with the rapid growth in the mem-
ber institutions, and that is proper—that is good banking—you also
complain the reserves of the Insurance Corporation have not.

Mr. McMugrray. That is right.

Mr. Murrer. There is nothing you are doing here to increase the
reserves in the Insurance Corporation while you are cutting back
on the capital of the mother institution.

Mr. McMurray. Now, you have here exactly the point. That is
exactly what we want to do.

We point out that the reserve ratios have gone down, and that is
the reason that we are recommending that rather than increase the
capitalization of the home loan banks, we would rather increase the re-
serve situation of FSLIC so we would not have the situation of
0.843 in 1950 versus 0.661 in 1960.

We want to make it—instead of 0.661 we want to make it 2 per-
cent.

And you have hit the very nub of the question.

Mr. Murter. And what bothers me is I do not see how you are
going to increase reserves of the Insurance Corporation while you
are cutting back the capital of the home loan.

Now it 1s true that increasing the capital or having that to con-
tinue to grow does not change the reserves in the Insurance Corpora-
tion, but T do not see anything here that is going to increase the re-
seérves in the Insurance Corporation as you stop increasing the capital
of the

Mr. McMurray. Because I wish to point out, Congressman, that
the FSLIC is another corporation and——

Mr. Murrer. That is right.

Mr. McMugrray (continuing). There are 11 banks and you are talk-
ing about their capitalization. And all we are doing is telling the
associations instead of buying stock in the banks pay that money in-
to the FSLIC, because the banks have enough capitalization, and the
FSLIC does not have enough reserves. Therefore, we want the re-
serves strengthened, and that is the whole purpose of this bill.

Mr. Murter. Who owns the Insurance Corporation ?

Mr. McMurray. It is a Corporation that is owned by the U.S.
Government.

Actually, the U.S. Government did have funds in the FSLIC, and
they were retired from 1950 to 1958, so that the U.S. Government
does not have any funds in it.

There is a statutory authority to borrow up to $750 million from
the Treasury which may be regarded as an ultimate reserve.

Mr. Murter. Thank you, Mr. Chairman.

Mr. McMurray. Shall I proceed with H.R. 7109 ?

Mr. Spence. You may proceed with H.R. 7109.

Mr. McMuUgray. Yes,sir.

The second bill, to which I would direct my testimony, is H.R.
7109, introduced by the chairman, Congressman Spence, and it is
designed to simplify and make more workable the procedure for the
nomination and election of directors of the Federal home loan banks.

It has, we believe, very substantial support among members of the
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savings and loan industry, and we recommend its enactment with cer-
tain amendments which will later be mentioned.

As you know, the capital stock of each of the Federal home loan
banks is owned by its member institutions, the original amounts of
Government stock having been long since retired.

Section 7 of the Federal Home Loan Bank Act provides that each
bank shall have a board of 12 directors, 4 to be appointed by the Fed-
eral Home Loan Bank Board for terms of 4 years and 8 to be elected
by the members of the bank for terms of 2 years. It provides that the
Board may by regulation increase to not more than 13 the number ¢f
elective directors of any bank having a district which includes 5 or
more States, defined for this purpose as the States of the Union and
the District of Columbia, and that in such case the Board may also
increase the appointive directors to not more than half the number
of elective directors.

The only bank which has had such an increase is the Federal home
loan bank of San Francisco, and to avoid undue complication my dis-
cussion will be confined to districts having the normal number of di-
rectors.

Under section 7, the eight elective directors are divided into four
categories of two each. Two are to be elected by the members without
regard to classification, and are commonly known as direetors at large.

As to the remaining six, the Board is directed to divide each bank’s
members into groups A, B, and C, representing respectively the large,
medium-sized, and small members on the basis of the aggregate un-
paid principal of their home mortgage loans.

These three groups respectively nominate and elect two directors of
classes corresponding to the groups of the member institutions; that
18, group A members nominate and elect two directors of class A, group
B members two directors of class B, and group C members two direc-
tors of class C.

This method of nomination and election is in itself a complex mat-
ter, but it is made additionally complex by the equitable and practical
necessity of providing for representation of each State, in order to
prevent the occurrence of situations such as those in which all of the
elective directors of a bank might be representative of only one State,
or only a minority of the States, of the particular district, to the exclu-
sion of other States.

As to this matter of State representation, the regulations of the
Board provide that, subject to certain other provisions, the Board,
in determining the results of balloting, will see that each State (de-
fined as I have mentioned) is represented on the directorate of its
district by at least the number of elective directors set forth in the
regulation. This minimum number ranges from one, generally appli-
cable to districts having a large number of States, to three in the case
of certain districts composed of only two States.

The regulations'provide two methods for determining what State
a director represents. A director of class A, B, or C, who is required
by statute to be an officer or director of a member institution in the
correspondingly lettered group, is to be deemed to be from the State
in which such member is located. A director at large, who is required
by statute to be a bona fide resident of the bank district. is to be deemed
to be from the State in which there is located the member of which he
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 19

is an officer or director, or, if he is not such an officer or director, from
the State in which he has established a bona fide residence. )

Other provisions of the regulations further implement the provid-
ing of State representation. Candidates who receive, on the first
ballot, a majority of all votes cast for the directorships for which
they are running will be declared elected on that ballot, unless the re-
quired State representation would be impaired. If the required State
representation would not be maintained, the Board designates, for
each State which apparently would be inadequately represented, a
directorship or directorships to be filled only by a candidate from
that State, provided at least one properly qualified candidate from
that State has been voted for.

In giving this brief summary I have, of course, omitted a number
of detailed and specific matters that are covered by the regulations.
However, you can easily see that in some circumstances this method
may result in situations in which a candidate is declared elected, or
is admitted to a runoff confined to candidates from his State, where
he has received only one vote or a handful of votes and where some
other candidate from another State may have received a plurality or
even a majority of the votes cast for the directorship. Situations of
this sort have at times aroused a considerable amount of resentment
on the part of persons thus passed over. At the same time, it is diffi-
cult to see how representation for the various States can be provided
within the framework of the existing statute without the production
of some such situations.

H.R. 7109 would provide a remedy by removing the basic cause of
these situations, namely, the existing division of the eight elective
directors into four arbitrary classifications of two each. Under this
bill, all elective directors of a bank would be in one group, but would
from time to time be allocated by the Federal Home Loan Bank
Board among the States of the district in approximate proportion to
the required stock of the bank of the district held by the members
from the respective States, with a minimum of one such director and
a maximum of six such directors for each State.

However, each State would be entitled to at least as many elective
directors as the number which represented it on December 31, 1960,
and the Board would be directed to add as many directors as might
be necessary for this purpose.

Each directorship allocated to a particular State would be filled by
an officer or director of a member located within that State, and the
members located within that State would have the function of nomi-
nating and electing for that directorship. In such election, each mem-
ber would have the right to cast a number of votes equal to the num-
ber of shares of stock of the bank of the district held by such member,
except that the bill provides that no added voting strength shall be
derived from stock ownership in excess of the average required owner-
ship of the members in the particular State.

_The Federal Home Loan Bank Board feels that the bill would pro-
vide a simple and equitable method for the nomination and election
of directors of the Federal home loan banks. In particular, the bill
would recognize the principle that voting should have some relation-
ship to the amount of stock ownership, while at the same time it would
prevent any one member institution from exercising voting rights
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20 FEDERAL HOME LOAN BANK ACT AMENDMENTS

with respect to stock ownership in excess of the average required
ownership of members in its State.

Further, the allocation of the elective directorships to the respec-
tive States of the district would have definite advantages. First, the
members would more usually know the candidates they were voting
for, and this would permit them to exercise better judgment in cast-
ing their ballots.

%econd, there would be greater interest in the elections, which
should result in greater participation by members in the voting proc-
ess. Third, the bill would completely eliminate the possibility of
situations in which a dominant State within a district could control
the election of directors from other States, as is possible under the
present method of election.

The Board therefore recommends the adoption of the plan set forth
in H.R. 7109. However, the Board feels that a number of amend-
ments to the bill are needed, not with a view to altering the method
set forth in the bill but for the purpose of assuring that the objec-
tives of the bill may be effectively carried out.

Accordingly, there are presented herewith suggested amendments
which have been prepared for this purpose, together with an analysis
of these amendments and a comparative draft showing the changes
which would be made in the bill if the amendments were adopted.
The Board recommends that, with these amendments, H.R. 7109 be
enacted into law.

Time has not permitted the obtaining of advice from the Bureau
of the Budget with respect to this statement. Consequently, no deter-
mination has been made as to the relationship of the pending legisla-
tion or this statement to the program of the President, except that the
proposal on which H.R. 7108 is based was transmitted in draft form
to the Bureau of the Budget before its transmittal to the Congress,
and the Bureau advised that it would have no objection, from the
standpoint of the administration’s program, to the transmission of
that proposed legislation.

Copies of this statement are being transmitted to the Bureau, and
you will be informed as to any advice that may be received.

Thank you very much.

Mr. Seence. Do you think under this system the interest of the
smaller associations will be well protected ?

Mr. McMurray. Yes,sir. A provision in there that no association
can exercise a voting right in excess of the average of all the associa-
tions would prevent one large association or two or three large as-
sociations from ganging up.

The smaller associations would still have the chance of being
elected, and we would expect that there still would be members on
the Board who would represent small associations.

Mr. Spence. Has there been any opposition to the present method
of electing directors ?

Mr. McMurray. Yes, sir, there have been difficulties about the
present methods.

It is highly complicated. I can tell you, I had to study long and
hard, and I hope I know it well enough; however, I have never been
through one of the elections, but the other Board members have, and
they tell me it is a very perplexing problem and this would greatly
simplify the election.
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A lot more members would understand it and a lot more associa-
tions would vote, because at the present time a lot of them do not
exercise their right to vote.

Mr. Seence. Generally, the associations are in favor of this change.
Are there any members in the associations opposed to this bill?

Mr. McMurray. As far as we know, sir, we have not heard any
opposition, but, there are some 4,700 associations, and in a democracy
like ours I would be surprised if you would not find an association here
and there that might have some objection.

But I think, generally, there is very substantial support for this
bill, and T know that the two leagues are both in support of the bill.

Mr. Spence. I presume there might have been some opposition
to it. Mr. McDonough ?

Mr. McDo~Nouer. Well, Mr. McMurray, I want to go back to this
letter that Mr. Holifield filed with the committee this morning, and
to ask:

In the adoption of H.R. 7109, how much of a change would that
make in the large jurisdiction of the San Francisco banks indirectly ?

Mr. McMurray. No change at all.

thg' McDowoueH. In other words, it would not increase the member-
ship?

Mr. McMurray. It already has the maximum membership now,
because that is the largest district, and has the largest number of
States as members of that bank.

So it would not be increased.

Mr. McDoNoucH. In his letter to the committee he indicates that
if the pending resolution before the Board can settle the Long Beach
Savings’ cases or if they are not settled before this bill is passed, then
‘he will introduce legislation to accomplish that.

Now, is there any reason why that should not be settled before this
bill is passed ?

This is an administrative responsibility of the Board and it cer-
tainly should not require legislation.

Mr. McMurray. Again, I say I want to be responsive to your ques-
tions, but I have not read the letter, so it is hard for me to answer.

With respect to the Long Beach case, however, without discussing
what is going on, I do not see any need for legislation.

I think that it is well on the way to settlement.

Mr. McDoxoueH. In other words, you are familiar with the pend-
ing resolution before the Board for a proposal to settle the Long
Beach——

Mr. McMugrray. Oh, very familiar, sir.

Mr. McDonoucH. And you do not think it is necessary that legis-
lation be passed in Congress?

Mr. McMugray. I certainly do not. It is hard for me to imagine
it, anyway.

Mr. McDonxouea. That is all.

Mr. Spence. Mr. Barrett?

Mr. Barrerr. No questions.

Mr. Seence. Mrs. Dwyer?

Mrs. Dwyer. Mr. McMurray, has the controversy, as concerns
the New Jersey League, over the directorship representation on the
Board, been taken care of ?
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5 Mr. McMugrraY. I am not acquainted with the controversy in New
ersey.

So, Mr. Williams, do you want to answer the Congresswomen’s
question ?

Mr. Wirriams. I understand that you are correct. It has been
taken care of.

Mr. Dwygr. Thank you, sir.

Mr. McMurray. There are many things I still have to learn. I
have only been here 2 months, and I know of some of the controversies
and some of the problems and with some hard work and extensive
studying I hope I will soon be able to answer every question fully.

I hope that 1s the next time I appear.

Mrs. Dwyer. I might say that you are doing a very outstanding job,
sir.

Mr. McMurray. Thank you very much.

Mr. SpENCE. Mr. Moorhead ?

Mr. Moorueap. Thank you, Mr. Chairman.

Mr. McMugray. I would like to go back to your discussion with
Congressman Multer, when you stated that your bank had the power
to borrow $10 billion.

I would like to ask you what method you would go about using that
power to borrow from the securities market and, secondly, what would
be the circumstances and the use to which you would put this rather
large power ?

Mr. McMurray. The 11 home loan banks, based on their stock,
Whlch we Indicated was in the neighborhood of $1 billion, somethlng
in excess of $1 billion, could issue up to 12 times that amount in con-
solidated obligations under our present regulations.

These are bonds that are sold in the open market just as other cor-
porations and authorities do.

We already have consolidated bonds. Most of our financing, how-
ever, is done in short-term notes, and I would expect that in times of
need for home ﬁnancing,‘assuming we do not have enough funds
coming in from the savers, that this power would be used to provide
for the needs of the homebuilding industry that would require such
funds to finance its programs.

Have I answered your question ?

Mr. Moorueap. Except for the circumstances under which you
would need this authority.

Would this be in the time of great recession or would it be in the
time of more expansion, where the capital is hard to come by ?

Mr. McMugray. I am inclined, sir, to think that it would be hap-
pening more in the period of expansion, although, of course, the home
loan banks are a reserve system and in the event that there would be
‘a heavy withdrawal of funds, the consolidated bonds might be issued
to support the associations in carrying out their 1esp01151b1ht1es and
meeting their withdrawals.

Mr. MooruEAD. Thank you, Mr. Chairman.

Mr. Spexce. Mr. Scranton ?

Mr. ScranTon. Mr. McMurray, I just momentarily would like to go
back to the chairman’s question to you.

I, quite frankly, was not fully satisfied that these changes would
take care of what was, I think, presumably, a good provision in the
present system of allowing smaller savings and loans associations to
have representation on the Board.

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



FEDERAL HOME LOAN BANK ACT AMENDMENTS 23

Although most of the changes seem to make very good sense, and
you apparently eliminate this State problem which has been, I know,
a grave one, still, at the same time, do you not eliminate protection for
the smaller associations?

Mr. McMurray. Well, the number of smaller associations, in num-
ber greatly exceed the larger ones.

Mr. ScranTON. Yes.

Mr. McMurray. And presumably the smaller ones would want to
be represented in a kind of a democracy that would exist in this
operation also.

It would seem to me that the smaller ones would make certain that
they voted for a person who represented a smaller-sized association.

And, indeed, I believe that the larger ones would see the sense them-
selves of having similar representation of smaller associations on such
a bank board. As Mr. Williams points out, the large ones cannot vote
any more than their average.

Now, Mr. Smith has some tables worked out which, I think, may
more graphically illustrate how.or what might happen under certain
circumstances.

Could you address yourself to that, Mr. Smith ?

Mr. Syrte. Yes.

Mr. McMurray. Mr. Smith is assistant to the Board and has been
working on this bill and probably knows more about it than anyone
else on the Board.

Mr. ScraNTON. Mr. Smith, before you start, would you also tell us
a little bit in general about what has been the history of the elec-
tions themselves?

Have in the past, the small associations been voting regularly or do
they not vote very much ?

Mr. Smrra. The smaller associations percentagewise, I am told, do
not vote in the proportion that the larger ones do.

Mr. ScranToN. That was my understanding, too.

Mr. SmitH. We feel that under this bill there will be a higher per-
centage of voting, however.

Mr. ScranToN. Despite the fact that they have an opportunity to
select one from their own category under the present system ?

Mr. SmrtH. That isright. Yes, sir.

Now, this table I have here, was prepared something over a year
ago, when I first started working on this plan, and we are now in the
process of preparing one that would bring us up to date.

We could furnish it to the committee, and it would show by districts
and by States what the voting strength of the above and below aver-
age associations would be under this bill.

Mr. ScranToN. Instead of——

Mr. SmrtH. And also

Mr. McMurray. I think it would be very helpful if you would
have that made a part of the record.

Mr. ScranTon. Yes.

Mr. Chairman, if that were possible, I think it would be helpful
instead of taking the committee’s time this morning.

Can we have this made a part of the record ?

Mr. Srence. Yes. It will be inserted in the record.

Mr. Syrrir. Thank you.

(The tables referred to are as follows:)
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FEDERAL HOME LOAY BANK SYSTEM

Eleotion of Directors for Fedsrsl Homs Losan Banks
Pursuant to HR 7109

¥e

DISTRICE Fo. 1
Humbe: Prosent Total Avera,
of . st::: Required State % of )lor’ch:- Institutions Over the Awgﬁ: Qver Ave: Adjusted Votin __Under Average Voting Strength .
Insti- Director- Total 8took Total Required per Mortiages roentage al Votable Proposed
State tutions ships Mortgages Ownorship Stook Ownership Institution Fumber Peroent Held of Total Mortgages Shares Percentage Mortgages Shares Percentags  Direotorships
Conneotiowt L3 1 $606,161,216 1,212,322 21.51 $14,096,773 16 37.21  $4LB,175,363 T3.94 25,548,368 L51,097 58.81 #157,985,883 315,972 n.a9 1
eine 25 1 82,216,161 164,493 2. 3,209,858 8 32.00 57,154,017 69.L9 26,318,864 2,638 51.19 25,092,100 50,185 L8.81 1
Massachusetts 176 3 1,671,659,236 3,343,318 59.31 9,498,063 50 28.11 1,114,660,08, 66.68 474,903,150 949,806 Ls.02 556,999,152 1,113,998 53.98 3
K. Baspshire 3l 1 210,717,526 L21,L35 7.8 6,197.5Th 9 2647 13,560,811 68.13 55,778,166 111,556 Ls.37 671,156,715 134,313 5463 1
Rhode Island 9 1 211,779,114 L23,558 751 23,531,013 2 22.22  170,1%,L51 80.3L 47,062,026 94,12l 53.06 11,606,663 83,253 L6.9L 1
Vermont 8 1 35,665,761 T,33R 1.27 L,Ls8,220 1 12,50 26,72,L79 L9 L,L58,220 8,916 33-2L 8,953.2@2 17,907  6.76 1
Allooation of proposed direotorships is based upon the formula of e minimm of ome direotorship for esch state plus
one additional directorship for the state having the gr P fastor after allooation of esoh
ex0ess direotorship, as follows:-
Conneotiout 21,51% x 8 direotors -- 1.7208 - 1 direotor -- 7208 +T208 +7208
Maine 2.%%x 8 . - 42336 -1 ® s axox
Massschusetts 59.31% x 8 . -— TLL8 - 1 - == 3.7uL8 - 1 direotor — 2.7LUB - 1 dirsctor — 1.7LL8
How T.48%x 8 - - 5984 -1 - .- JXXXX
Rhode Island 7.51% x 8 - - 6008 - 1 ® e oo
Vermont 1.27% x 8 . - 2016 -1 - -~ Jmexx -
-— - -
FEDERAL HOME LOA¥ BANK SYSTRM
Eleotion of Directors far Fedsral Homs Loan Banks
Pursumnt to HR DISTRICT No. 2
Humber Present Total Average
of State Required State X of Mortgages Institutions Over the Ave: Over Aver: justed Vo Stren, Under Anr&ﬂ Voting Strength
Insti- Direotor- Total Stock  Total Required per —————WW%W Vo v Proposed
Stete tutions ships Mortgages Ownership Stook Qwnership Inetitution JNumbsr Percent Beld of Total Mortgeges Shares Peroentege Mortgages Shares Peroentage  Directorships
Hew Jorsey 236 L $2,203,55,259 1,107,105 36.13 49,337,086 n 30.08 $1,640,262,758  7u.L3 $662,933,106 1,325,866 5k.06 $563,389,501 1,126,779 L5.9k Le
New York 210 L 3,790,999,775 7,582,000 62.68 18,052,380 5 26.19 2,781,761,963  T3.38 99,880,990 1,965,762 L9.59  1,009,237,812 2,018,476 50.11 5
Puerto Rico 7 o 53,385,673 106,772 -89 7,626,553 1 .29 12,888,505  78.16 7,626,553 15,253 39.88 11,497,370 2,9% 60.12 o
Allocation of proposed directorships is based upon the formula of & minimm of one directorship for each state plus
one additional direotorship for the state having the greatest peroentage factor remaining after allocation of esch
exoess directorship, as follows;-
Now Jersey 36.13% x 8 directors — 2.91LL = 1 director —- 1.9l 1,91 .91k 1.9l - 1 director -- .91k <91y - 1 director == .xxxx -1¢
Few York 688 x 8 - - SO0Mh-1 * == 4014k = 1 direotor ~ 3.014} - 1 director — 2.014L ~ 1 director =~ 1.01L) 1.014k - 1 director — .OLLL <01k
=2 I I I I I I

==
* Guarsnteed wnder HR 7109
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FEDERAL HOMP LOAN BANK SYSTEM
Election of Direotors for Federsl Homs Loan Banks

Pursuant to HR 71 DISTRICE ¥o. 3
FRumber Present Total Average
of State Required State % of Mortgages Institutions Over the Ave. Wﬂﬂ Under Average Voting Str
Insti- Director- Total Stook Total Required per Wortgages gnuﬁ al Proposed
Stete tutions shipse Mortgeges Ownership Stook Ownership Institution Fumber Percemt EBeld _of Total  Mort, 3 Shares Perce: Mortgages  Shares ~ Percentage Directorships
Delaware 8 1 426,303,138 52,606 -8l 43,207,8% 3 37.50  $21,053,9% 80.04 49,863,676 19,727 65.27 45,219,116 10,498 3h.73 1
Penasylvanie L76 6 2,919,881,606 5,839,763 93.53 6,134,205 w6 30.67 2,3U5,652,190 80.33 895,593,930 1,791,188 60.93 574,229,506 1,1L8,L59 39.07 3
West Virginie 30 1 175,761,37h 351,563 5.63 5,860,L6 10 33.35  130,503,6l6 Th2ly 58,600,160 117,209 56.L1 15,277,728 90,555 L3.59 1
Allocation of proposed directorships is based upan the formula of a minimum of ons directorship for each state plus
one additional directorship for the state having the gr ge feotor after allo oation of eash
excess direotorship, ss followsi=
Delawere «8l% x B directors —- 0672 - 1 director -- .xxxx
Pennsylvenie 93.55%x8 * - ThgRL -1 * == 6482l = 1 director == 5.L482L - 1 director =- L.Lg2) - 1 director — 3.LB2lL - 1 directar - 2.L&RlL - 1 director
West Virginia 5.63%x8 * - J50L-1 * - uxxxx
T I T = =y
- - - - -
FEDERAL HOME LOAN BANK SYSTEX
Eleotion of Directors for Fedsral Homs Loan Banks
— Poswktomoy DISTRICT No. b
Number Present Total Average
of State Required Btate X of Mortgages Institutions Over the Over Aver: justed Ve Under Aver: Vot Stre
Insti- Director- Total Stook  Total Required per T Mortgages %"_ut'n. nge o ctable Proposed
State tutions ships Mortgages Ownership Stook Ownsrship Institution Number Percemt Beld of Totel Mortgages Shares Percentage Mortgages Shares Percentege Directorships
Alebame I8 1 $315,185,678 690,371 L.61 48,119,163 15 36.59  $271,959.327 T8.79  $126,287,Ll5 253,275 63.27 $73,226,350  AB,L53 36.73 1
D. of Columbia 2 1 983,989,260 1,967,979 13.15 10,999,552 6 25.00 635,997,312 6463 215,997,312 191,995 lada 318,008,955 696,018 58.59 1
Florids m 1 2,222,715,369 L.LLSA31 29.71 20,020,163 3 28.83 1,675,305,798 5.37 60,782,816 1,281,566 53.93 547,409,571 1,090,819 w.07 1
Georgie 93 1 809,022,702 1,618,0l5 0.2 8,699,169 20 2151 565,223,188 69.86 173,963,380 3L7,967 L6y 2l3,799,5k  LBT,599  58.36 1
Merylend 162 1 1,015,L57,27k 2,030,915 13.57 6,268,255 2 25.93  916,872,1L8 90.29 263,266,710 526,533 T2.76 96,585,126 197,170 27.24 1
F. Carolina 83 1 1,057,013,727 2,11L,027 W13 12,735,105 21 25.30  Lis,59,k59 2.k 267,137,205 534,870 30.53 608,161,268 1,216,929 69.L7 1
8. Caroline 70 1 190,110,906 980,282 6.55 7,002,013 2 31.L3 313,700,k T0.12 154,004,286 308,089 51.27 Wb,L0,160 29,881 L8.73 1
Virginie sk 1 556,094,956 1,116,190 716 10,335,090 19 35.19 139,530,168 T8.64 196,366,718 3%,733 @.35 118,564,188 237,129 37465 1
Allocstion of proposed directorships is based upon the formula of a minimm of coe directorship for eash state plus
one additionel direotorship for the state having the gr P tage faotor after alloostion of each
excess directorship, as followss-
Alabama L.61% x B directors — 3688 - 1 director — .xxxx
Distriot of Columbial3.15% x 8 - — 1.0520 - 1 . -
Floride 20,1 x8 * —2.3768-1 * - 1.3768
Georgis 10.82£x8 " - B56-1 ® - JxxXX
Maryland 13.57% x 8 - - 1.0856 - 1 - -
Forth Cerolins 135 x 8 - - 101304 - 1 - - e1304
South Carclina 6.55%x8 * - 2p-1 * - amx
Virginis T%x8 ® - 5968 -_} - - axxx
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FEDERAL HOME LOAN BANK STSTEM

Elestion of Directors for Federal Home Loan Banks
——Posust toERTI09 DISTRICT No. §
‘Nunber Pre sent Total Average
of Stete Required State X of Mortgages Institutions Over the Avers Over Aver: justed Voting Str Under Aver: Voting Stre:
Insti~ Director- Total Stook Totel Required r 0 o ge Votal otal Propoaed
Stete tutions shipa Mortgages Ownership Stook Ownership Institution Number Percent Held of Total Mortgages Shares Peroentage Mortgages Shares Percentege  Direotorships
Eentuoky 88 2 $618,209,6% 1,236,119 10.13 $7,025,109 23 26,1k $L3L,221,990 7024 $161,577,507 323,15 6.7 $183,967.62 367,975 53.2L 2«
Ohie w3 L L,72,683,L31 9,125,367 79.53 10,178,582 n9 25.70 3,Lla,13,7 T3.02 1,211,251,258  2,li22,503 WB.79  1,271,59,690 2,5.3,139 51.21 6
Texnesaeo 53 2 594,962,265 1,189,%5 10.0L 11,225,703 b 262 168,056,081 T8.67 157,159,812 314,320 55.33 126,906,18 253,812 .67 2e
Allooetion of proposed directorships is besed upon the formula of a minimm of one directorship for esch state plus
cne additional direotorship for the state having the gr age faotor after allc ostion of essh
excese directorship, as follows:-
Eentuoky 10.13% x 8 directors =~ .83LL ~ 1 direotor — XXX =~ 1 direotore
Ohio 79.[5)&:8 . -- 6362 ~ 1 : == 5.362l = 1 direotor — L.362] - 1 director -- 3.362L - 1 director -- 2,362 = 1 director -- 1.362l - 1 director — . N -
Tenne w.olkxs * - o803 -1 - oxxxx - .
e = I I I I I =z
- - - - - -
FEDERAL HOME LOANW BANK SYSTEM
Eleotion of Directors for Federal Home Loan Banks
Pursumt to HR 7109 DISTRICT Wo. 6
Number  Present Total Average
of State Required State X of Mortgages Institutions Over the Avera; Over Aver: justed Vot: Stren Under Aver Ve Stres
Ineti~ Direotor- Total Stook  Total Required por. Mortgages To. Vi o Proposed
State tutions ships Mortgages Ownership Stock Ownership Institutien Number Percent Beld of Total Mortgages Shares Percentage Mortgages Shares Percentage Directorships
Indiana by 5  $1,130,L7h,765 2,860,950 lg.20 $8,516,71l, Ls 26,16 $953,378,Li38 66.65  $37L,252,130 748,50l 13.96  $477,096,3L7 954,193 56.04 5¢
Uiohigen 68 3 1,477,193,5%1 2,954,387 50.80 21,723,l3L 21 30.88 1,075,701,572 T2.82  Lsé,1%,1 912,38, 53.19 Lo1,L51,959 82,90k us.e1 L
Allocation of proposed directorships is based upon the formla of & minimm of one direotorship for esch state plus
one additional directorship for the state having the | age feotor after allocation of each
exoess direotorship, as follows:-
Indiene L9.20% x 8 directors — 3.9360 - 1 direotor — 2.9360 2.9360 - 1 direotor -- 1.9360 1.9360 = 1 director — 9360 +9360 = 1 director -~ Xoxx - 1¢
Miohigen 50.80%x8 * — Loflo -1 % = 3.06l0 = 1 director -- 2.06L0 2.0640 - 1 director - 1.06L0 1.06l0 ~-_1 director — 0640 «06L0
I I a I I I
= = = = = = = =
sGuarantesd mnder HR 7109
12/30/60
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FEDERAL BOME LOAN BANK SYSTEM
Eleotian of Directors for Federal Homs Loan Bmks

Pursusnt _to HR 7109 DISTRICT ¥o. 7
Fumber Total Aversge
of y;:.t:' bun State X of Mortgeges Institutions Over the Aver: Over Ave: Adjusted Voting Stre: Under Average V. Str Propossd
Insti- Director- Total Total Bequired per Wortgages S‘rvwﬁp V¢ o ‘otable : “hj
State tutions shipe Nortgages L"‘.‘E Stook Ownership hltihﬂu Fumber Percent Beld of Total Xortgages Shares Percentage Mortgages Shares Percentage Direotorships
Iilinois Ir 5 $5,098,711,316 10,197.1e2 T9-20 410,964,910 ng 25.59$3,614,095,3R Tho82 $1,304,831,549 2,609,663 50,39 $1,284,615,%L 2,569,231 Lo.61 6
Visoonsin wl 3 1,338,963,605 2,677.%7 20,80 9,298,358 L7 R.6L 96,916,552 72.06 137,002,826 874,016 374,047,053 7L8,09 a2 3«
Allocation of proposed directorships is based upu the formmls of & minimum of one directorship for esch state plus
cne edditional directorship for the state having the fastor after al of each
excess directorship, as follows:-
X - 6. - - 5. - 1 director — « 1 director — 3.3360 - 1 director — 2.3360 - 1 diredtar -- 1.3360 - 1 director —- .3360 3360
ﬁ:::::.n ggg;: : au:our- 6.6&0’” h M Smm %w’w ‘ 660 660 6640 JBAlD - 1 director ~= JaXXX - _§-
I I I I I =y I
- - - - -—

FEDERAL HOME LOAN BANK SYSTEM
Elsctin of Direotors for Fedsral Home Loan Banks

Pursuant to HR 7109 DISTRICT No. 8

Number Present Totel Average

of State Required Stats X of Mortgages Institutions Over the Ave: Over_Average gs‘um Voting Strength Tnder_Aver age Votin, h

Insti- Director- Total Stock  Total Required por _‘—_ﬂsﬂ‘ﬁ—% e Proposed
State tutions _ ships Mortgages Ownership Stook Ownership Institution Number Percemt Held of fotal ~ Mortgages Shares Poroentage  Mortgages  Shares ~ Percentage Directorships
Towa 0 2 $602,176,12 1,204,35% 18.28 47,527,202 2, 30.00  $LUT.T33,1R 7435 $180,652,808 361,306 53.91 $154,142,950 308,886 16.09 2+
¥innssota 60 2 1,088,084,256 2,176,169 33.04 18,134,738 13 21.67 866,213,357 79-61 235,751,594 L71,503 51.52 221,810,899 L3682 L8.l8 2
Missouri 126 2 1,398,994,379 2,797,989 l2.18 11,103,130 27 213 993,732,199 .03 299,784,510 599,569 Le.52 105,262,180  810,52), 57.18 3
B. Dakota 2 1 13,384,100 262,768 La29 11,820,0% L 33.33 90,167,388 3.7 47,280,368 94,561 L8.00 51,216,713 102,133 52.00 1
S. Dekota 13 1 2,912,747 125,825 1.91 4,779,057 L 3077 Lh,056,l02 70.03 19,116,228 38,232 5043l 18,856,3L5 3.N3 L& 1

Alloostion of proposed direstorships is based upon the formula of a minimum of one directorship for each state plus
one sdditional direstorship for the state having the gr P factor after alloostion of essh
exess directorship, as followss-

Iow 18.28% x 8 directors — 1l.L&RL - 1 director = .Meb JLgely g2l - 1 asrector »
Minnesota 33.0x8 " - 2,643 - . - 1.6432 1.6432 - 1 director — 632 o
Missouri R.usgz8 ® — 33984 -1 " —2396!. 1 directar —= 1.396 1.3984 - 1 direotor — 398
¥orth Dakota Logtxs * - 3@l v
South Dakote 1.91£x8 * - a®B-1 ¢ - .ﬂ:
X X I I
- - - -

* Guarantesd under HR 7109
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FEDERAL HOME LOAW BANK SYSTEM

Election of Directors for Fedsral Home Loan Banks

Pursuant to HR 7109

Number  Present Total Average
of State Required State £ of Mortgages Institutions Qver the Aver: QOver Aver: justed Vot Stre:
Insti- Director- Total 8took Total Required per 3 entage able
State tutions ships Mortgages Owership Stook Owhership Institution Number Peroemt _Held =~ _of Total  Mortgages Shares Peroent
Arkansas 50 1 Rl5,52,370 491,05 7.70 44,910,247 U 28.00 $157,886,973  6b.31  $68,703,L58 137,487 L3.96
Louisiana 8 2 748,370,119 1,L96,7L0 23.47 8,701,978 » 37.21  5.4,168,086 R.7 278,163,296 556,97 57.69
Mississippi 3L 1 223,478,931 Lh6,958 7.01 6,572,910 8 23.53 153,584,586 68.72 52,563,280 105,167 .93
¥. Moxioo 21 1 128,336,655 256,673 L2 6,111,269 6 28.57 91,952,227 65 36,667,614 3,335 50.19
Texas 233 3 1,843,574,811 3,687,150 57.80 7,912,338 & 27.47 1,38,%4,266 1317 506,389,632 1,012,779 50.59
Al ps is based upon the formula of a minimm of one direotorship for eash state plus
one umtmm diroetorﬂup for the state having the faotor after allooation of each
exness direotorship, as followsi-
Arkasnsas 7+70% x 8 directors == .6160 = 1 director — .xXXX
Louisians 23.L7%x8 " — 1.8776 - 1 " -~ .8 8776 8776 +B776 - 1 director
Mississippi 7.01% x 8 - - 5608 - - - JmMXX
New Mexioo L.o2xx8 * - .ﬁlé-l . - JxXXX
Texas 57.80kx8 * - Lép-1 * — 3.62l0 - 1 Director — 2.62L0 -_1 director — 1,620 - 1 direotor — .&2L0
} =y Y I I
- - - -
* Guaranteed under HR 7109
FEDERAL EOME LOAN BANK SYSTEM
Eleotion of Direotors for Federal Home Losn Banks
Pursuant to BR 7109
Huaber Present Total Avorage
of State Required State % of Mortgages Institutions Over the Aver: Over usted Voting Stre:
Insti- Direotor- Total Stook  Total Required por Zages roe
State tutions ships Mortgsges Omnership Stook Ownership Institution Number Percent Beld of Total Mortgages Shares Porcentage
olorado L 2 $603,3Ul,561 1,286,609 29.67 412,372,011 L 26.2 H97,79R  TI.3T  $173,208,15 36,106 k.33
Eeasas % 3 650,181,039 1,308,962 30.18 6,817,511 23 23.96 LLT,T5L,708 681 156,6R,753 313,606 3.3
Tebraska 38 1 293,055,168 586,111 13.51 7,711,986 8 21.05 219,028,529 TheTh 61,695,808 123,32 L5.16
Cklahoma sl 2 571,676,833 1,155,354 26,6 10,697,719 10 18.2 103,684,637 69.88 106,977,190 213,954 38,07
Allocation of proposed directorships is based upom the formula of a minimuwa of cme directorship for esch state plus
ons edditional directorship for the state having the gr age feotor remaining after allosation of esch
exsess directorship, as followsi-
Colorado 29.67% x 8 dirgotors —- 25756 - 1 dtrgotor — 1. 1.3736 = 1 director - 43736 3736 3736
Kensas 30,185z 8 2.1 - -:.m 1 direotor — JJally oLkl .mu.-lumm--.m
Febraska g.ﬂx x g : - ;.oggze - 1 : - 40808 40808 +0808
QGklahoma x - 2.1 -1 - 1.1312 1.1312 1.1 =_1 direotor - 1312 .l
I I Y o2 =Yy 3 I )12
- - - -
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DISTRICT Wo. 9
Under Ave: Voting Stre:
Proposed
Mar tgages Shares ~ Percomtage Directorships
$87,625,397 175,251 56.00 1
204,202,033  Lo8,lok  L2.31 2
69,89L,3L5 139,789 57.07 1
36,384,128 72,769  L9.81
Lo,650,5L5 969,301 Lo.la L
DISTRIC? ¥o. 10
Under Ave. Vot Stre:
Mortgages s:n.nu. Percentage Di:::x::sg-
415,619,629 291,239 L5.67 2
206,729,331 L13,159 56.87 3
74,026,939 148,05 Sli54 1
173,992,196 347,964 61.93 2
12/30/60
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Kleotion of Directors for Federsl Homs Losn Banks
Pursuet to B 7109

":‘r hn::-“ State K of Wmm. mum Over the

Insti- Direotor- Stook  Total Bequired O
State tutions _ shipe L-'*_.ec.. Owership Stook Owasrship Insthtmtion Fumber  Peroent Held
Alasia 3 1 $10,125,788 20,252 10 43,375,263 2 66,67  $8,677,008
Arisons 9 1 197,886,220  395,TRR 2.02 21,967,358 3 33.33  169,le,573
Californis 24l 3 7.671,612,508 15,355,205 .25 31,065,718 65 26.6, 5,8%2,06,07%
Gusn 1 ° 1,263,780 2,58 -0 1,263,780
Bewaii 7 1 100,323,127 200,647 1.0 1,331,918 3 le.ss 80,635,600
Iaaho 9 1 130,811,599 261,623 1.33 14,534,622 L Lkl 9k7R6
Montena. w 1 101,309,314 202,619 .04 7,236,380 6 1g.86 70,823,835
Fovads L 1 35,439,138 70,878 36 8,859, 78, 1 25.00 23,711,653
Oregon 26 1 315,319,605 630,639 322 12,127,678 7 2%.2  203,050,7%
Ttah 15 1 29,150,196 198,901 2.5 16,630,033 H 33.33 184,365,002
Washingten 63 1 931,608,153 1,863,297 9.50 1,788,071 2 19.05 615,308,228
Wyoming 1 1 59,882,777 119,766 £ 5,908,278 3 20.00 39,720

mnm«:dwdmw.-hhndwthrw—horam—atumho-hmym

one additicnal direstorship for the state having the

emess directorship, ss followss-
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Alasks. 0% x 13 mhn- #0130 - 2
Ariscos 2.e£x13 * 2606 -
California  78.25x13 * —u.uas-x
Bewadd 1.02¢x13 * - JAR6 -1
Idaho :-a:g - - .lm-:
Moutana o " - -
Bevada K13 - -dz-l
Oregon 3.2%5x13 * - Jasb -1
Utah :’g’g : - om-:
Weashington 50K x - 12350 -
Wyoming 61K x . - m-ﬁ_
-

?
il

(T

after allooaticn of essh

_m%#sm&%mm

of Total = Mortgages Shares Shares
85,69 6,750,526 13,500 2-35 um.m 2,898
85.63 65,9,07h 13,914 69.87 26,143,647 56,087
T5.97 2,05.273,620 1,090,547 R.56  1,00,06,13 3,609,653
1,265,780 2,%8

80.38 12,995,754 85,9% 68.59 19,667,886 39,376
69.93 58,138,188 06,277 99.64 39.339.188 78,678
69.91 13,128,280 86,837 58.75 30,485,479 60,91
.9 8,059,780 17,720 13.00 n,ms B
T7.08 84,893,716 169,787 SheoR 72,260,063 1,538
BA 83,150,165 166,300 56.09 65,005,10k 130,171
66,05 177,156,092 350,910 35.90 316,260,909 63,520
66.13 17,964,834 35,930 719 20,100,196  lp,200

9-115 1 direstor = 8.1726 = 1 direstor « 7.1726

8]

1‘{-67
30.13
L7da

03
3103
10.36
l.es
56.96
1698
3.

5.8

DISTRICY? We. 11

Proposed
Directorships
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30 FEDERAL HOME LOAN BANK ACT AMENDMENTS

Mr. Scranton. But you are, generally, convinced that this new
proposal here is not going to eliminate—the word should not be “elimi-
nate”—but it is not going to deteriorate the position of the smaller
savings and loan associations ?

b Mr. McMurray. If I thought so, I would not be supporting the
ill. '

Mr. ScranTon. All right.

That is all.

Mr. SpENCE. Mr. Stephens?

Mr. StepHENS. Thank you, Mr. Chairman.

T would like to ask this question in respect to the voting on the
members under this proposal :

Will the voting be done on the basis of each institution having one
voteg or will it be based on the amount of stock that each institution
has?

Mr. McMugrray. It would be on the latter, sir, on the amount of
stock that each institution held, except that where the institution is
a larger institution its votes would only be equal to the average of
all the associations in that State.

Mr. StepHENs. But that would give a larger voting power to the
larger institutions in the electing of a member ?

Mr. McMurray. Yes, sir. It would give a larger voting power
but not—above average, it would not give the largest institution, for
example—assuming that you have one institution that has the votes
representing $200 million in home mortgage loans, that institution
would not have, comparing it with one which had, say, $50 million in
home mortgage loans, it would not have four times as many votes.

As a matter of fact, it might only have the same amount of votes
or maybe the $50 million institution. It might be that the average
for the State would be $25 million or $30 million, and, in that event,
any institution that had $25 million or $30 million would be equal
in voting power to a larger institution say with $200 million.

Mr. StepHENS. Thank you, Mr. Chairman.

Mr. SpEnce. Mr. Multer?

Mr. Morter. Thank you, Mr. Chairman.

I know, Mr. McMurray, it is unfair to ask you to comment on the
letter of Congressman Holifield, that you have not even had a chance
to read, but I am wondering whether or not you or your associates
on the Board could give us an off-the-cuff opinion as to why you
should not create a 12th district again and divide the present 11th
district into two districts, as it was originally, particularly having in
mind the tremendous growth on the west coast.

Mr. McMurray. Congressman Multer, I would, speaking for my-
self, hate to give you an off-the-cuff reaction because, as you know, T
want to be the best Chairman the Federal Home Loan Bank ever had,
and to do that I have to work hard and I have to study hard.

And this is a very important question, and this is one of the ques-
tions that I am going to discuss with the task force, and one that I
am going to study very carefully. When we come up with an answer
it will be the kind of an answer that I hope that you will say is the
best answer that could be devised.

And while I would like to give you an answer, I hope that you will
refrain from pressing the question at this point.
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 31

Mr. Drxon. I just wanted to say, in connection with the San Fran-
cisco district, of course, most of your assets are in California, and ‘it
iSst vb(;ry involved. The statute provides that we cannot divide the

ate.

So, in any way that you divide that district, you get one very weak
bank district and you get one very strong one, unless the Congress
would see fit to give us the authority to divide the State, which I am
not recommending at this time—but that is one of our problems in
that particular district.

Mr, Murter. Thank you very much.

I am wondering with reference to the bill itself, 7109, whether or
not this accomplishes what seems to be the trend in banking circles
the world over.

The home loan bank system is the central bank system for the sav-
ings and loan associations of the country.

Mr. McM'urray. That is correct, sir.

Mr. Murter. Now, the trend has been in banking circles, through-
out the free world that the central banking system should be wholly
owned by the Government and wholly operated by the Government.

This is in the opposite direction. This is giving more control to
the banks or the associations that are members and own stock in the
home loan banks.

If T recall correctly, there are only two countries in the world today
where the central banking system is not wholly owned by the Govern-
ment in which it operates.

In one case it is wholly privately owned and in the other case it is
half owned by the Government and half by the private banks. And
in every other government the central banking system is a government
operation. ,

Now, are we not getting away from the home loan bank system
being a completely Government operation by giving more control to
the members?

Mr. McMurray. No, sir; this does not make any change in control,
does not make it any different than it is now.

It is true that it is not a central bank in the sense the European
institutions are, but all this does is change the method of electing the
directors that presently do operate the individual banks.

But the fundamental question of whether it should be completely
owned by the Government or not has long since been resolved when
this legislation was enacted, and I think, in our American scene, it
is a good way of doing it.

I think that each country has its own way of solving its own prob-
lems, and it seems to me that our method, where we utilize private
enterprise together with Government, doing a teamwork job, is the
most effective way of solving our own problems in a democratic way.

Mr. Murter. What I am suggesting is that the central banks in most
of the countries, outside of the United States, are now following our
Federal Reserve central bank system, and the governments are now
owning and operating the Federal bank system just as we do in our
Federal Reserve System.

The Federal Reserve banks today are wholly owned by the U.S.
Government ; and I am wondering whether or not we should not, since
the home loan bank system is a central banking system for a segment
of our banking industry, is not this the time to review that and say
let’s make this more like our Federal Reserve System ?
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32 FEDERAL HOME LOAN BANK ACT AMENDMENTS

Mr. McMugrray. Well, it is not too much unlike our Federal Re-
serve System.

The 12 Federal Reserve banks have on the Board three members
representing banks, three members representing commerce, agricul-
ture, and industry, and the three members who represent the public.

We have three members—one-third of our members that are public
members, and the other two-thirds, who are representing the associa-
tions. The president of the bank is appointed on the recommenda-
tion of the bank’s board of directors, subject to our approval.

So that the Federal Home Loan Bank Board, which is a Govern-
ment agency, does have an overseeing responsibility and approval of
their action. So to some extent, the Government is not involved, and
to some extent it is.

In other words, it is not a completely private-enterprise-dominated
program.

Mr. Murrer. In your operations, and when I say “your” I mean
the way the Board has operated heretofore, and I am sure, it will
operate hereafter, there is no discrimination as between the various
types of associations that are members of the Home Loan Bank Sys-
tem or of the savings and loan corporation.

The stock companies and the mutuals are treated alike, are they not ¢

Mr. McMuUrraY. Yes, sir.

Mr. Murter. Is there any provision made so that the stock com-
panies can also have representation on the bank boards?

Mr. McMugrray. Oh, yes. There is no discrimination at all. If
they are members they are entitled to be elected.

I am advised that there are members on a number of boards that
are from stock companies.

Mr. Movrter. And I think it is safe to say that to the extent you
can exert your influence you try to have the stock companies come in
and be members of the System ?

Mr. McMurray. And if the savings banks, for example, would
become members of the System, as I hope they will, I hope that they
will also be represented on the boards of the Federal home loan banks.

Mr, Movrter. Thank you, Mr. Chairman.

Mr. SeenceE. Mr. McDonough ?

Mr. McDowNoucH. I have just one little brief question.

Mr. McMurray, do you see anything in H.R. 7109 that would post-
pone or interfere with the settlement of the Long Beach Savings &
Loan Association case? ‘

Mr. McMurray. No, sir; not at all.

Mr. Seence. Mr. McMurray, do you consider the home loan banks
as central banks, comparable to the Federal Reserve?

Your purposes are limited and your powers are limited to a partic-
ular purpose and, it seems to me, that the rules that apply to Federal
Reserve banks would not apply to home loan banks,

Mr. McMurray. A Federal home loan bank is not a bank in the
same sense as a Federal Reserve bank.

Mr. Spence. No, it is for a limited purpose ?

Mr. McMurray. That is correct. That is correct, but insofar as
it is a “Reserve System” for its members and insofar as its structural
organization is concerned, it is similar to it.

And T think that is what the Congressman was referring to and
that is what I answered.
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 33

I think we both understood that there is a substantial difference
in a central reserve system as such.

Mr. Srexce. But what has been the losses of the Federal Savings
and Loan Insurance Corporation with reference to its income?

Mr. McMurray. The losses, I am advised, are 114, percent since
the Corporation was instituted, which is a wonderful record

Mr. SpENcE. Yes, it is.

Mr. McMugrray. And shows how well the institutions or the assoc-
iations have been doing their job.

And I feel that it 1s a reflection of the good supervision of the
Home Loan Bank Board over these many years.

Mr. Seexce. And while the obligations of the Members of Con-
gress are primarily to look after the interests of the people, I think
when they attempt to pass constructive legislation in behalf of these
organizations they are representing their people in the best way
possible.

I want to congratulate you and the members of the Board on the
splendid work you have done and the splendid accomplishments that
have resulted from the operation of the Federal Savings and Loan
Insurance Corporation. It has given confidence to the people and
has encouraged them to deposit their money in institutions which
have provided funds for the construction of homes. I thank you for
coming.

Mr. McMurray. Thank you very much.

Mr. Seence. 1 wish you success in the future.

Mr. McMurray. Thank you.

And, Congressman Spence, I want to say that I, over the course of
many years as a student of banking myself and then since I went to
work for the Senate Banking Committee, now, almost 15 years ago,
have observed you and I know that what you have done generally for
the country, and specifically for the savings and loan mdustry and
the Federal Home Loan Bank Board, will always be a monument to
your great work in the Congress.

And as Chairman of the Home Loan Bank Board, I want to thank
you publicly for what you have done for this wonderful enterprise
1n our country.

Mr. Spexce. I did not say that for that fine response, but I ac-
cept 1t.

IZAn analysis attached to the statement of Mr. McMurray follows:)

ANALYSIS OF DrAFT DATED JULy 13, 1961, oF SUGGESTED AMENDMENTS TO H.R.
7109, 87TH CONGRESS, AS INTRODUCED

The above-mentioned draft would make the follewing changes in that part of
H.R. 7109 which would amend subsections (a) through (f) of section 7 of the
Federal Home Loan Bank Act, as amended.

Subsection (a).—The suggested amendments to subsection (a) would clarify
the references to the Board and would add to a new proviso to the subsection.
This new proviso would provide that if at any time the number of elective
directors of any district is not at least equal to the number of States in such
district the Federal Home Loan Bank Board shall exercise its authority to
increase the number of elective directors so as to provide a number of at least
equal to the number of States in the district.

Such a provision is suggested because the first sentence of subsection (c), as
it would be amended by the bill, provides a minimum of one elective director
for each State, but does not make clear how this minimum number is to be
provided if there are more than eight States in the district.
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34 FEDERAL HOME LOAN BANK ACT AMENDMENTS

Subsection (b).—The amendments to this subsection would (1) clarify the
provisions as to nominating and voting rights of bank members in the election
of elective directors and (2) substitute “plurality” for “majority” as the deter-
mining factor in such elections, thus carrying out what would seem to be the
actual intent of the subsection. The bill provides that each elective directorship
shall be filled in “an election,” and this provision, coupled with the absence of
any provision for runoff elections, would indicate that runoffs are not contem-
plated. On the other hand, if runoff elections are not to be held, it would appear
to be necessary that elections be decided on the basis of pluralities, as distin-
guished from majorities.

Subsection (c¢).—Besides minor clarifying changes, the amendments to this
subsection would do the following:

(1) They would make clear that where an additional directorship is added to
assure that a State will not lose the representation which it had on December
31, 1960, such additional directorship will expire at the end of its first term.
There would appear to be no need that such added directorships be permanent ;
rather, it would seem that such directorships should be established when needed
and should expire at the end of one term.

(2) They would add a new provision that the Board shall, with respect to
each bank member, designate the State in the member’s district in which such
member shall, for the purposes of this subsection and subsection (b), be deemed
to be located. Such a provision is necessary to take care of such members as
may be located in Guam, Puerto Rico, and the Virgin Islands, and to take care
of any members that may be admitted in the future under the provision of sub-
section (b) of section 4 of the Federal Home Loan Bank Act that, if demanded
by convenience, an institution may, with the approval of the Board, become a
member of the bank of a district adjoining the district in which such institution’s
principal office is located. The amendment provides that if the principal place of
business of an institution is located in a State of the district of the bank of
which it is a member it shall be the duty of the Board to designate that State as
the State in which such member shall, for said purposes, be deemed to be located.

Subsection (d).—Besides minor clarifying changes, the amendments here sug-
gested are as follows: )

(1) The provision of the bill that no director may be elected consecutively
“for more than three such terms” would be clarified. The clarification would
make clear that the prohibition is to be applicable regardless of whether such
elections have taken place before or after, or partly before and partly after, the
date of enactment of the bill. It would also make clear that, in order for the
prohibition to apply, there must have been service under each of the three terms
but that it is not necessary that the entire period of each term have been served
(this latter qualification is needed in order to prevent evasion).

(2) The Board would be given express authority to make rules and regulations
with respect to the breaking of ties and with respect to the inclusion of more
than one directorship on single ballot, and with respect to the methods of voting
and of determining the results of voting in such cases. The need for such
authority is believed to be obvious.

Subsection (e).—Besides clarifying changes, the amendments to this subsec-
tion would supply needed authority in the Board to make transitional adjust-
ments. These transitional adjustments would include (1) temporary exten-
sions of terms of elective directorships, (2) deferments of the effective date of
provisions, or parts of provisions, of the amendments enacted by the bill, and
(3) temporary continuance of existing provisions or parts of provisions.

Subsection (f).—In the bill, this subsection provides in part that if any di-
rector ceases to have the qualifications set forth in subsection (a), or if any
elective director ceases to have any qualification set forth in the section “or in
any regulation in effect on the date of his nomination,” the office held shall im-
mediately become vacant but such director may continue to act as such until
his successor so appointed assumes the vacated office or the term of such office
shall have expired, whichever shall first occur. The quoted language would
be eliminated by the suggested amendments, since the bill would omit the exist-
ing provision of subsection (a) that additional elective directors shall be appor-
tioned as nearly as may be in the same manner and order as is provided for the
apportionment of elective directors under subsections (¢) and (d). Also, minor
technical changes would be made in the language of this subsection.

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



FEDERAL HOME LOAN BANK ACT AMENDMENTS 35

SUGGESTED AMENDMENTS TO H.R. 7109, 87TH CONGRESS, AS INTRODUCED

Page 1, after line 5, strike out all of paragraphs “(a)” to “(f),” inclusive, and
in lieu thereof insert the following :

“(a) The management of each Federal home loan bank shall be vested in a
board of twelve directors, eight of whom shall be elected by the members as
hereinafter provided in this section and four of whom shall be appointed by
the Federal Home Loan Bank Board referred to in subsection (b) of section 17,
hereinafter in this section referred to as the Board, all of whom shall be citi-
zens of the United states and bona fide residents of the district in which such
bank is located: Provided, That in any district which includes five or more
States the Board may by regulation increase the elective directors to a number
not exceeding thirteen and may increase the appointive directors to a number
not exceeding one-half the number of elective directors: Provided further, That
if at any time the number of elective directors in the case of any district is not
at least equal to the number of States in such district the Board shall exercise
the authority conferred by the next preceding proviso so as to increase such elec-
tive directors to a number at least equal to the number of States in such district.

“(b) Each elective directorship shall be designated by the Board as repre-
senting the members located in a particular State, and shall be filled by a person
who is an officer or director of a member located in that State, each of which
members shall be entitled to nominate an eligible person for such directorship,
and such office shall be filled from such nominees by a plurality of the votes
which such members may cast in an election held for the purpose of filling such
office, in which election each such member may cast for such office a number of
votes equal to the number of shares of stock in such bank required by this Act
to be held by such member at the end of the calendar year next preceding the
election, as determined pursuant to regulation of the Board, but not in excess
of the average number of shares of stock in such bank required by this Act to
be held at the end of such calendar year by the respective members of such bank
located in such State, as so determined. As used in this subsection and in sub-
section (c) of this section, the term ‘member’ means a member of a Federal
home loan bank which was a member of such bank at the end of such calendar
year.

‘“(ec) The number of elective directorships designated as representing the
members located in each separate State in a bank district shall be determined
by the Board in the approximate ratio of the percentage of the required stock,
as determined pursuant to regulation of the Board, of the members located in
that State at the end of the calendar year next preceding the date of the elec-
tion to the total required stock, as so determined, of all members of such bank
at the end of such year, except that in the case of each State such number shall
not be less than one and shall not be more than six. Notwithstanding any other
provision of this section, if at any time the number of elective directorships so
designated as representing the members located in any State is not at least
equal to the total number of elective directorships which, on December 31, 1960,
were filled by officers or directors of members whose principal places of busi-
ness were located in such State, the Board shall add to the board of directors
of the bank of the district in which such State is located, and shall designate
as representing the members located in such State, such number of elective di-
rectorships as shall be necessary to cause the number of elective directorships
designated as representing the members located in such State to equal said total
number. Any elective directorship so added shall exist only until the expiration
of its first term. The Board shall, with respect to each member of a Federal
home loan bank, designate the State in the district of such bank in which such
member shall, for the purposes of this subsection and subsection (b) of this
section, be deemed to be located, and may from time to time change any such
designation, but if the principal place of business of any such member is located
in a State of such district it shall be the duty of the Board to designate such
State as the State in which such member shall, for said purposes, be deemed
to be located. As used in the second sentence of this subsection, the term ‘total
number of elective directorships’ means the total number of elective director-
ships on the board of directors of the bank of the district in which such State
was located on December 31, 1960, and the term ‘members’ means members of
such bank.

“(d) The term of each elective directorship shall be two years and the term
of each appointive directorship shall be four years. If any person, before or
after, or partly before and partly after, the date of the enactment of this sen-
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tence, has been elected to each of three consecutive full terms as an elective
director of a Federal home loan bank in any elective directorship or elective
directorships and has served for all or part of each of said terms, such person
shall not be eligible for election to an elective directorship of such bank for.a
term which begins earlier than two years after the expiration of the last expir-
ing of said three terms. The Board is hereby authorized to prescribe such rules
and regulations as it may deem necessary or appropriate for the nomination
and election of directors of Federal home loan banks, including, without limita-
tion on the generality of the foregoing, rules and regulations with respect to
the breaking of ties and with respect to the inclusion of more than one director-
ship on a single ballot and the methods of voting and of determining the results
of voting in such cases.

“(e) Each term, outstanding on the date of the enactment of the amendment
to this section abolishing the division of elective directors into classes, of an
elective or appointive directorship then existing, shall continue until its origi-
nal date of expiration, and any elective or appointive directorship in existence
on said date shall continue to exist to the same extent as if it had been estab-
lished by or under this section on or after said date. The Board in its discre-
tion may extend any such term of an elective directorship for not to exceed
one year from such original date of expiration, but term shall in such event
be deemed to become vacant at the close of such original date of expiration, if
it shall not sooner be or become vacant. The Board, to such extent as it may
deem to be in the public interest, may make deferments of the effective date
of any provision, or any part of any provision, of this section as amended by
said amendment, and may, with respect to any subject covered by any such
deferment, continue in effect any provision, or any part of any provision, of
this section as in effect immediately prior to said date, but no such deferment
or continuance shall be effective for a period longer than two years from said
date. The terms ‘States’ or ‘State’ as used in this section shall mean the States
of the Union and the District of Columbia.

“(f) In the event of a vacancy in any oppointive or elective directorship,
such vacancy shall be filled through appointment by the Board for the unexpired
term: Provided, That if any director shall cease to have the qualifications set
forth in subsection (a), or if any elective director shall cease to have any quali-
fication set forth in this section, the office held by such director shall immedi-
ately become vacant, but such director may continue to act as such director
until his successor assumes the vacated office or the term of such office expires,
whichever shall first occur.”

Page 4, line 20, strike out “$1,00,000” and in lieu thereof insert “$1,000,000”.

COMPARATIVE DRAFT OF PROVISIONS OF SECTION 7 OF FEDERAL HoME LoAN BANK
Act As ProPOSED To BE AMENDED BY H.R. 7109, 87tH CONGRESS, AND AS PRro-
POSED TO BE AMENDED BY DRAFT AMENDMENTS DATED JuLy 13, 1961

[Bracketed matter is in H.R. 7109 but not in said draft amendments; italicized matter is
in said draft amendments but not in H.R. 7109]

“(a) The management of each Federal [home loan bank] Home Loan Bank
shall be vested in a board of twelve directors, [two-thirds] eight of whom shall
be elected by the members as hereinafter provided in this section [,] and [the
remaining one-third] four of whom shall be appointed by the [board] Federal
Home Loan Bank Board referred to in subsection (b) of section 11, hereinafter
in this section referred to as the Board, [and] all of whom shall be citizens of
the United States and bona fide residents of the district in which such a bank
is located : Provided, That in any district which includes five or more States the
board [Board] may by regulation increase the elective directors to a number not
exceeding thirteen and may increase the appointive directors to a number not
exceeding one-half the number of elective directors: Provided further, That if
at any time the number of elective directors in the casc of any district is not
at least equal to the number of States in such district the Board shall erercise
the authority conferred by the mext preceding proviso so as to increase such
elective directors to a number at Ilcast equal to the number of States in such
district. ’

“(b) Each elective directorship shall be [identified] designated by the Board
as representing the members [from] located in a particular State, and shall be
filled by a person who is an officer or director of a member located [within] in
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that State, each of which members shall be entitled to nominate [a suitably
qualified] an eligible person for [each] such directorship [that will represent
them], and [each] such office shall be filled from such nominees by a [majority]
plurality of the votes which such members may cast in an election held for the
purpose of filling [the initial term or expiring term of] such office, in which
election each such member [from the State which that office will represent]
may cast for [each] such office [to be filled by the election] a number of votes
equal to the number of shares of stock in [the district] such bank required by
this Act to be held by such member [as of] at the end of the calendar year next
preceding the election [. No added voting strength shall be derived from stock
ownershipl, as determined pursuant to regulation of the Board, but not in
excess of the average [required ownership of the members in the particular
State] number of shares of stock in such bank required by this Act to be held
at the end of such calendar year by the respective members of such bank located
in such bank located in such State, as so determined. As used in this subsection
and in subsection (c) of this section, the term ‘member’ means a member of a
Federal Home Loan Bank which was a member of such bank at the end of such
calendar year.

‘‘(c) The number of [directors which] elective directorships designated as
representing the members [from] located in each separate State in a bank dis-
trict [shall be entitled to elect] shall be determined by the [board] Board in the
approximate ratio [to] of the percentage of the required stock [of the district
bank held by the membership from], as determined pursuant to regulation of the
Board, of the members located in that State at the end of the calendar year next
preceding the date of the election to the total required stock, as so determined,
of all members of such bank at the end of such year, except that [the members
from each State in the district shall be entitled to elect at least one director,
and no State shall be entitled to more than six such elective directorships] in
the case of each State such number shall not be less than one and shall not be
more than siz. [Without regard to any other limitation of this section, after
determining as prescribed in the preceding sentence, the number of directors
which each State is entitled to elect, the board shall add as many more such
directors as may be necessary so that each State in a district shall be entitled
to at least as many elective directors as the number which represented that
State on December 31, 1960] Notwithstanding any other provision of this section,
if at any time the number of elective directorships so designated as representing
the members located in any State is not at least equal to the total number of
clective directorships which, on December 31, 1960, were filled by officers or
directors of members whose principal places of business were located in such
State, the Board shall add to the board of directors of the bank of the district
in which such State is located, and shall designate as representing the members
Incated in such State, such number of elective directorships as shall be necessary
to cause the number of elective directorships designated as representing the
members located in such State to equal said total number. Any elective direc-
torship so added shall exist only until the cxpiration of its first term. The
Board shall, with respect to each member of a Federal Home Loan Bank, desig-
nate the State in the district of such bank in which such member shall, for the
purposes of this subsection and subsection (b) of this section, be deemed to be
located, and may from time to time change any such designation, but if the
principal place of business of any such member is located in a State of such
district it shall be the duty of the Board to designate such State as the State
in which such member shall, for said purposes, be deemed to be located. As
used in the second sentence of this subsection, the term ‘total number of elective
directorships’ means the total number of elective directorships on the board of
directors of the bank of the district in which such State was located on December
31, 1960, and the term ‘members’ means members of such bank.

“(d) [Directors shall be elected for two-year terms, and shall be appointed
for four-year terms. No director may be elected consecutively for more than
three such terms] The term of each elective directorship shall be two years and
the term of each appointive directorship shall be four ycars. If any person,
before or after, or partly before and partly after, the date of the enactment of
this sentence, has been elected to each of threc consecutive full terms as an
clective director of a Federal Home Loan Bank in any elective directorship or
elective directorships and has served for all or part of each of said terms, such
person shall not be eligible for election to an elective directorship of such bank
for a term which begins earlier than two-years after the expiration of the last
expiring of said three terms. The [board shall] Board is hereby authorized to
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prescribe such rules and regulations as it may [determine to be proper] dcem
necessary or appropriate for the nomination and election of directors of Federal
Home Loan Banks, including, without limitation on the generality of the fore-
going, rules and regulations with respect to the breaking of ties and with respect
to the inclusion of more than one dircctorship on a single ballot and the methods
of voting and of determining the results of voting in such cases.

“(e) [The term of each elective or appointive director serving] Each term,
outstanding on the date [this amendment becomes effective] of the enactment of
the amendment to this scction abolishing the division of elective directors into
classes, of an clective or appointive directorship then ewxisting shall [not be
affected by this amendment but shall] continue [unchanged] until its original
date of expiration, and any clective or appointive directorship in existence on
said date shall continue to cxist to the same extent as if it had been established
by or under this section on or after said date. The Board in its discretion may
extend any such term of an elective directorship for not to exceed one year from
such original date of cxpiration, but such term shall in. such event be deemed to
become vacant at the close of such original date of cxpiration, if it shall not
sooner be or become vacant. The Board, to such extent as it may deem to be in
the public interest, may make deferments of the effective date of any provision,
or any part of any provision, of this section as amended by said amendment, and
may, with respect to any subject covered by any such deferment, continue in
effect any provision, or any part of any provision, of this section as in effect
immediately prior to said date, but no such deferment or continuance shall be
effective for a period longer than two years from said date. [The provisions of
this section, as amended, shall otherwise be applicable as of the date of enact-
ment.] The term ‘States’ or ‘State’ as used in this section shall mean the States
of the Union and the District of Columbia.

“(f) In the event of a vacancy in any appointive or elective directorship, such
vacancy shall be filled through appointment by the [board] Board for the unex-
pired term : Provided, That if any director shall cease to have the qualifications
set forth in subsection (a), or if any elective director shall cease to have any
qualification set forth in this section [or in any regulation in effect on the date
of his nomination], the office held by such director shall immediately become
vacant, but such director may continue to act as such director until his succes-
sor [so appointed] assumes the vacated office or the term of such office [shall
have expired] expires, whichever shall first occur.”

Mr. Seexce. Mr. Clerk, call the next, witness.

Mr. Carpon. Mr. Henry A. Bubb, chairman of the legislative com-
mittee of the United States Savings & Loan League.

STATEMENT OF HENRY A. BUBB, CHAIRMAN OF THE LEGISLATIVE
COMMITTEE OF THE UNITED STATES SAVINGS & LOAN LEAGUE;
ACCOMPANIED BY STEPHEN SLIPHER, LEGISLATIVE DIRECTOR;
AND T. BERT KING, WASHINGTON COUNSEL

Mr. Seence. Weare glad to hear you, Mr. Bubb.

Mr. Buss. Mr. Chairman, my name is Henry A. Bubb, and T ap-
pear here today as chairman of the legislative committee of the
United States Savings & Loan League.

I have with me, Mr. Stephen Slipher, our legislative director in
Washington, and T. Bert King, our Washington counsel.

I am also president of the Capitol Federal Savings & Loan Asso-
ciation of Topeka, Kans.

The United States Savings & Loan League supports H.R. 7108
and H.R. 7109 and urges their enactment. While these two bills will
be helpful to the savings and loan industry as a whole, their effect on
individual associations would be very minor. For instance, these
measures do not in any way affect the lending, investment, or operat-
ing powers of associations.
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H.R. 7108 proposes a strengthening of the Federal Savings and
Loan Insurance Corporation. H.R. 5721, an earlier introduction deal-
ing with the same general subject matter, was developed by the United
States Savings & Loan League in consultation with other industry
groups. H.R. 7108 is an official administration measure and differs
in detail rather than in substance from the league proposal. In the
interest of avoiding unnecessary complications, the U.S. league has
agreed to accept in toto the administration bill.

H.R. 7108 is designed to provide additional strength and resources
for the Federal Savings and Loan Insurance Corporation which in-
sures savings accounts in 4,200 savings and loan institutions. All of
us realize that much of the success and growth of our industry is due
to the public confidence resulting from insurance of accounts and we
are proud of the great record of the Insurance Corporation. Chair-
man Spence’s bill is designed to make certain that the Corporation
can continue its great contribution in the years ahead.

The principle of the Spence bill has been recognized and endorsed
by the U.S. league and numerous State and regional leagues. It has
the nearest approach to universal support in the savings and loan
industry as it 1s possible for any significant legislation to have.

Because of the very rapid growth of insured savings accounts and
because of the repayment of original U.S. Treasury capital out of
the FSLIC income, 1950-58, the ratio of the Corporation’s reserves
to liabilities has fallen from 1.2 percent in 1949 to less than 0.7 of 1
percent at the present time. H.R. 7108 would rapidly boost this ratio
by requiring insured associations to make prepayments of premiums
into a secondary reserve of the Corporation.

These prepayments would amount to 2 percent of the net annual
increase in savings. Prepayments of about $150 million a year are
the expected result, so that the combined reserves of the Corpora-
tion would reach 1 percent by 1963 and 114 percent about 1966. This
increase in reserves would place the Insurance Corporation in an ex-
tremely strong position. ,

From the individual association’s point of view, the prepayments
to the Insurance Corporation will not constitute any added expense of
commitment of additional funds because this bill proposes to suspend
the present requirement that associations purchase additional stock in
the Federal home loan bank each year. In effect, this measure chan-
nels the funds that would normally go into the bank system into the
Insurance Corporation.

We note that the earnings on prepayments would not be paid in
cash, but would be credited to the secondary reserve. If this credit
were made to the individual prepayments, thus reducing each asso-
ciation’s required prepayment the following year, it would, of course,
realize an immediate return on the association’s investment. )

If this is not so, the associations will be denied any return for their
prepayment premiums such as they now receive from their Federal
home loan bank stock. S

T must say that the industry in originating this legislation was al-
ways under the impression that inasmuch as the Corporation would
be earning on the prepaid premiums that these earnings would be
paid to the associations. ) .

We thought that the earnings would, at least, be as high as the divi-
dends we now receive on our Federal home loan bank stock.
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We would be glad to supply an appropriate amendment to imple-
ment this change if after further study it appears necessary.

(See letter of July 17,1961, on p. 64.)

For many years it has been recognized that the Federal Home Loan
Bank System is overcapitalized. As far back as 1955 the industry
and the administration recommended a reduction of required stock
building from 2 percent to 1 percent as is provided in the proposed
legislation before the committee. Even with the lower capital re-
quirement the Federal home loan banks would have capital ratios far
in excess of comparable Government agencies.

In conclusion, we recommend the enactment of H.R. 7108 because
it gives important additional resources and flexibility to the Federal
Savings and Loan Insurance Corporation and will enable that in-
suring agency to continue its outstanding service to the savings public
during the decade ahead.

H.R. 7109 revises and simplifies the procedures for electing directors
to the 11 Federal home loan banks. It makes the following changes
in election procedures:

1. It allocates to each State a specific number of seats on the board
of directors of its regional bank in proportion to the ratio of that
State’s assets. In other words, if a State has one-fourth of the bank
district assets it would be entitled to one-fourth of the directorships.

Under the present law, aside from the requirement that each State
have at least one director, the division of directorships among the
States is left to chance—or more accurately, left to friendly and
sometimes not so friendly politicking between the States.

For instance, in my own district the four States, Colorado,
Nebraska, Oklahoma, and Kansas, are collectively entitled to eight
directors. Each State must receive one director but the remaining
four seats could conceivably all go to one State. Under the proposed
law the distribution would be determined by relative size of the savings
and loan business, giving Colorado 2, Nebraska 1, Oklahoma 2, and
Kansas 3.

The law also provides that no State would have a number of direc-
tors less than it had on December 31, 1960. A further provision
prohibits consecutive election to the board for more than three 2-year
terms.

Now we are recommending that limitation for the Federal home
loan banks directors but not for the Congress. I just wanted to make
that clear.

There are a great many able men in the industry and we do not
feel that one man should serve on the Board for an indefinite period.

Mr. McDonouen. Does that apply to Congressmen ?

Mr. Bues. No,sir. No,sir; not at all.

Under the present law member associations are divided into classes
according to size and all the associations in the district vote for the
director in their particular size group. Under the proposed bill these
classifications would be abandoned and each State would elect its
own director or directors.

This makes good sense, because the associations in each State have
much more opportunity to know the qualifications of the candidate
from their own State. We could never understand why it made good
sense under the present law for the member associations in Ohio and
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Tennessee to have the controlling voice in the selection of the director
from Kentucky—to use Chairman Spence’s district as an example.

We think that confining the elections to the given State will bring
more interest to the elections and improve on the voting record, which
indicates that only about 54 percent of the associations cast ballots
in the director elections.

The final major portion of the bill would give to each association
voting strength proportionate to its stockholdings in the bank, but
with the limitation that no institution shall have voting strength
in excess of the average voting strength of its State. For example,
if the average association holds 100 shares of bank stock, even an
association owning 1,000 shares of stock could vote a maximum of
100 shares. This limitation effectively prevents the larger associa-
tions from dominating elections.

This legislation has been approved by the governing bodies of the
league and we recommend its enactment.

In closing, let me again express the appreciation of the industry for
the constructive interest that the chairman and members of
this committee have always shown in the development of sound sav-
ings and loan legislation.

Mr. Seence. How do the members of the league stand ?

Mr. Buss. How do the members of the league stand ?

Mr. Seence: Yes, sir. Have they ever taken any vote on the
matter? ]

Mr. Buse. Yes, sir.  We have had it before our various conven-
tions and committees and I think Chairman McMurray answered that
as well as it could be.

There are so many members that you might find a few here or there
that might have some disagreement but, as a whole, they are all in
favor of it.

Mr. SpeENcE. An overwhelming percent ?

Mr. Buss. Oh, yes, sir; an overwhelming percent.

Mr.? SpexceE. How many members own more than 2 percent of the
stock ?

Mr. Buss. That, I could not answer exactly, but I doubt if very
many do.

Mr. Spexce. This merely means a transfer on

Mr. Buge. The return on the investment is not good enough to in-
vest any more than you have to.

Mr. Spence. Mr. McDonough ?

Mr. McDovoueu. Well, I know Mr. Bubb here. He has always
been a very constructive and informative witness on every occasion
this committee has met concerning savings and loan legislation and
homebuilding legislation.

T have no questions, but I am very happy to have him here.

Mr. Bues. Thank you, Congressman.

Mr. Spexce. Mr. Barrett ?

Mr. Barrerr. Mr. Bubb, I just want to ask you one particular
question :

Do you know any way that one could attain perpetual member-
ship under this new bill ?

Mr. Buss. On the board of directors of the regional bank?

Mr. BArRreTT. Yes.
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Mr. Buss. No; I donot.

Mr. Barrerr. That is all.

Mzr. SpeNceE. Mrs. Dwyer?

Mrs. Dwyer. No questions, Mr. Chairman.

Mr. SpencE. Mr. Moorhead ?

Mr. Moorueap. Mr. Bubb, on page 3 of your testimony you take
your own district as an example and state that it would be possible
for each of the four States to have one director but the remaining four
seats could conceivably all go to one State. I gather that you are
critical of that possibility and propose that that is one of the reasons
for this legislation.

Is that correct ?

Mr. Buss. That iscorrect ; yes, sir.

Mr. MoorHEAD. Yet, Mr. Bubb, if any district has that situation
this bill would continue it because it provides that no State shall be
reduced in representation on the Board.

Mr. Buse. That is correct. Fortunately, none have it right now.

It has happened in the past, however, but where they are frozen
at the present number now there are also additional directors added
to take care of that, under this new bill, for the States that do not
have their proportionate share.

Mr. MooruEAD. Do you think it is advisable to freeze this dispro-
portionate share that may have occurred for some reason and be in
existence on December 31, 19607

Mr. Buss. Well, I think it is advisable if we want to get the bill
passed ; yes, sir.

Mr. MooruEAD. I thought that might be the reason for it.

Thank you very much.

Mr. BuBs. Yes,sir.

Mr. SpENCE. Mr. Scranton ?

Mr. ScranTon. You seem to pass over lightly your proposed
amendment. Do you not take it seriously ?

Mr. Buss. The amendment to H.R. 7108 or H.R. 7109?

Mr. Scranton. H.R 7108

Mr Bues. No, I take it very seriously. Yes.

Mr. ScrantoN. Precisely what would it be?

Mr. Buss. Well, there seems to be a misunderstanding on our part
with H.R. 7108 as to how the dividends will be paid on this secondary
reserve in the Insurance Corporation.

As it stands now, as you know, the associations purchase 2 percent
*of their home mortgages in the Federal Home Loan Bank System for
which each bank pays dividends on that 2 percent.

Now, of course, we are willing to take 1 percent of that. As a
matter of fact, it will be a little more than the 1 percent of home paid
mortgages, because the savings is a higher percentage of assets than
the mortgages are.

We are willing to take a little more and invest that in the Insurance
Corporation to make it stronger, but the associations feel that this
bill should be clarified so that they will have or they will receive
earnings on that from the Insurance Corporation just as they receive
them now from the Federal home loan banks. In selling this bill,
we have told the members that it will cost them very little more in
order to make this change from the Bank System to the Insurance
Corporation.
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 43

And that is the reason that we suggested the amendment.

Mr. ScranToN, Have you presented it to anybody else?

Mr. Buss. The amendment ?

Mr. ScranTON. Yes.

Mr. Buss. No, sir; we have not.

I think the national league will testify on it when they testify, but
we do not know whether the original bill has that intent or not.

We, frankly, just discovered it in reading it last night.

Mr. ScrantoN. You do plan, though, to present a proposed
amendment ?

Mr. Buss. Yes, sir.

Mr. ScranToN. Very well,

Mr. Buss. Yes, sir.

(Nore.—As indicated in the letter from Mr. Slipher appearing on
page 64, it was later determined that such an amendment is not
needed.)

Mzr. SpeENCE. Mr, Stephens ¢

Mr. Stepnens. I have no questions, Mr. Chairman.

Mr. Spexce. Mr. Vanik, have you any questions?

Mr. Vanix. Mr. Chairman, I have one question. Is it not time we
approach this problem by increasing the insurance on deposits to,
perhaps, $20,000?

At the time the law was enacted with a $10,000 ceiling, the purchas-
ing price of the dollar had one value and it is about half of that value
now. In effect, we are insuring $5,000 at the old values.

Wouldn’t higher insurance contribute more to the increase of de-
posits in your institutions many of which are now advertising in-
surance above $10,000 with various private companies.

Why shouldn’t Federal coverage be extended to cover at least
$20,000 in deposits ?

Mr. BuBs. Youare absolutely right, Congressman.

Of course, we are all for having it raised to $20,000. And I think
if it were raised to $20,000 it would be considerably more money put
into the System which would mean there would be more money for
the homebuilding industry in the United States.

But, unfortunately, we have been told that we cannot raise the limit
on FSLIC unless we raise it on FDIC at the same time, and the com-
mercial banks and the FDIC have opposed the bill.

That is the reason we have not been able to get our limit raised to
$20,000.

Mr. Vanik. Ithank you.

Mr. Buss. Thank you.

Mr. Spence. We thank you very much.

Mr. Buse. Thank you very much, Mr. Chairman, as it is always a
pleasure to appear before you and this committee.

Mrs. Dwygr. Mr. Chairman, and members of the committee, I am
very happy to welcome to the committee this morning Mr. Everett
Sherbourne, a distinguished citizen of the district that I am privileged
to represent, and also an outstanding member of the savings and loan
industry in New Jersey ; Mr. Sherbourne.

Mr. SpENCE. -Mr. Sherbourne, you may proceed.
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44 FEDERAL HOME LOAN BANK ACT AMENDMENTS

STATEMENT OF EVERETT C. SHERBOURNE, VICE CHAIRMAN, FED-
ERAL LEGISLATION COMMITTEE, NATIONAL LEAGUE OF INSURED
SAVINGS ASSOCIATIONS; ACCOMPANIED BY BRYCE CURRY, GEN-
ERAL COUNSEL

Mr. SuersourNE. Mr. Chairman, and members of the subcommit-
tee, I want to acknowledge that very gracious statement from my
Congresswoman, who has an outstanding reputation in the State of
New Jersey, not only in the county from which she comes.

I supported her and T have followed her with a very great interest.

T suppose there could have been no greater compliment paid to me
than that one which just came from you.

Thank you very much, Congresswoman Dwyer.

My name is Everett (. Sherbourne. I am president of the City
Federal Savings & Loan Association of Elizabeth, N.J., and vice chair-
man of the Federal legislation committee of the National League of
Insured Savings Associations, and I appvear today as spokesman for
the league. T am accompanied by Mr. Bryce Curry, general counsel
of the national league.

I want first, Mr. Chairman, personally and on behalf of the member-
ship of the national league, to express appreciation to you and the
members of your committee for the interest and fair consideration
always given to proposals affecting our business.

T might also say in the beginning that we heartily endorse and
support the bills now under consideration.

Of the 2 savings and loan proposals currently before your commit-
tee, H.R. 7108 is by far the most important. In essence it would shift
the flow of funds from an overcapitalized Federal Home Loan Bank
System to the Federal Savings and Loan Insnrance Corporation which
has an inadequacy of working capital. H.R. 5721 would accomplish
the same obiective, and it makes little difference to us whether this
or the latter administration-approved version is adopted, although,
there are technical improvements in the administration’s approved
version which are desirable.

During the period 1932-50, members of the Federal Home Loan
Bank system were required to hold stock in the regional banks equal
to 1 percent of the aggregate of the unpaid principal of the sub-
seribers’ home mortgage loans. In 1950 this ficure was increased to
2 percent in order to accelerate the retirement of the Government-
owned stock in the bank system. No other reason was advanced for
the increase. No one suogested that the 1950 legislation was based
unon inadeauacv of ecapitalization of the system.

Rv 1955 all of the Government-owned stock in the system had been
retired and bills to rednce the stock purchase reauirements had the
support of the Federal Home Loan Bank Board and the savings and
loan business.

There can be little doubt, in our judgment, that the regional Federal
home loan banks are overcapitalized. The ratio of capital to liabili-
ties is much higher than that of typical Government corporations. The
ratio of capital to outstanding debentures has never been less than
1 to 3 and today outstanding debentures of the Bank System are less
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FEDERAL HOME LOAN BANK ACT AMENDMENTS 45

than its surplus and reserves. In the Federal intermediate credit
banks, the ratio is about 1 to 9 and in the Federal National Mortgage
Association, about 1 to 8.

The reserves of the Federal Savings and Loan Insurance Corpora-
tion, on the other hand, are less than seven-tenths of 1 percent of in-
sured liability. From the standpoint of the loss experience of the Cor-
poration, we do not believe the reserve would be inadequate. The
total amount disbursed by the Insurance Corporation for insurance
losses since 1934 is about 1.1 percent of the Corporation’s cumulative
gross income. There is, however, an inadequacy of working capital.

The Insurance Corporation does not sit idly by, wait for a loss to
occur, and then pay out insurance to the insured account holders.

Under section 407 (f) of the National Housing Act, the Corporation
is authorized to make loans to or purchase the assets of an insured
institution in order to prevent a default or to restore a defaulted insti-
tution to normal operation.

Under limited circumstances the Corporation is authorized to make
contributions to prevent or cure a default. Use of this section may
involve substantial cash disbursements without ultimate loss to the
Corporation. The reserves of the Corporation that may be used under
this section may be tied up for varying periods of time and thus not
available to take care of losses that might occur.

The Corporation has served the public and our business well over
the years and we want to make certain that it has the resources to con-
tinue to accomplish the objectives for which it was established. This
bill would do just that. Under the most conservative estimates, the
ratio of reserves to insured liability would reach 1.50 by 1965 and
would exceed 2 percent by the end of this decade. We hope the
committee will report the bill favorably.

The second bill before your committee, H.R. 7109, would change the
method of electing directors to the Federal home loan banks. This
bill, in our judgment, represents a procedural and substantive im-
provement over existing methods, and we recommend its adoption.

Since my testimony would be largely repetitious of what has al-
ready been said to the committee, we will terminate our formal testi-
mony at this time and will attempt to answer any questions the com-
mittee may have.

Mr. Spence. Thank you very much, Mr. Sherbourne, for your state-
ment.

The overwhelming sentiment of your institutions, the National
League of Insured Savings Associations, is in favor of the bill?

Mr. SHERBOURNE. Yes, sir; they are very much in favor of the bill.

It has been approved at a convention of the league, and also has
been formally, unanimously, approved by the board of governors of
the league.

Mr. SpeENceE. Mr. McDonough ?

Mr. McDo~oueu. I thank you for appearing, Mr. Sherbourne.
T appreciate your statement, and I have no questions.

Mr. SuerBoURNE. Thank you.

Mr. Spexce. Mr. Barrett ?

Mr. Bagrrerr. I just want to say, Mr. Sherbourne, if you voted for
Congresswoman Dwyer you helped elect one of the finest women now
serving in Congress.
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Please convey this sentiment to all of her constituents.

Mr. SHERBOURNE. I certainly shall, sir. I suppose you have already
guessed the fact that I am a Republican, and, therefore, we find such
information rather useful.

Of course, I might also say, Mr. Spence, that I always work on the
premise that southern Democrats and northern Republicans have very
much in common.

Mr. Seence. Well, we all have a very high opinion of you.

Mrs. Dwyer. Mr. Chairman, I do not have any questions, but I do
want to thank my very distinguished Democratic colleague for his
very kind remarks.

Mzr. SpENCE. Mr. Moorhead ?

Mr. Moorueap. I haveno questions, Mr. Chairman.

Mr. SpeNce. Mr. Scranton ?

Mr. ScranTON. Just one.

Mr. Sherbourne, do you have any concern about this new arrange-
ment for the election of Board members from the standpoint of the
small savings and loan associations ?

Mr. SHERBOURNE. None at all, sir.

I actually think that the present situation unduly favors these
small associations. For example, the division between the States of
New York and New Jersey is such that half of the directors from
New Jersey must be class C and the other half then class A and B
associations can only be represented through the directorship at large.

And we have had unusual situations that developed through this
classification system.

I recall one of the finest directors of the bank was coming up for
his second term. The State of New Jersey was unanimously in favor
of his being elected, but when the announcement came out, he was no
longer class C but he had become class B.

Class B directorships were entirely from New York. So he had
to retire.

Mr. SpENcE. Mr. Stephens?

Mr. StepENs. 1 have no questions, Mr. Chairman.

Mr. SreNce. Mr. Vanik?

Mr. Vanik. No questions, Mr. Chairman.

M}Il' SpeNCE. That concludes the testimony and we thank you very
much.

(A document entitled “Estimated Reserve Position,” prepared in
the Office of the Comptroller, Federal Savings and Loan Insurance
Corporation, follows:)
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ESTIMATED RESERVE POSITION
After Giving Effect to the Provisions of

A BILL (H.R. 7108)

To Amend the Federal Home Loan Bank Act and Title IV of the National Housing Act

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

F OREWORTD

IN ADDITION TO THE SPECIFIC ASSUMPTIONS REFLECTED ON THE EXHIBITS AND SCHEDULES
CONTAINED HEREIN, THE GENERAL ASSUMPTIONS LISTED BELOW WERE ALSO USED IN PRE-

PARING THE ESTIMATES.

NO INSURANCE LOSSES.

PREMIUM INCOME COMPUTED ON ANNUAL BILLING BASIS AT RATE OF 1/12'ru
or 1%.

INVESTMENT INCOME BASED ON ANNUAL AVERAGE RATE OF RETURN OF 3’.

OPERATING EXPENSES BASED ON CURRENT RATE OF EXPENDITURE EQUAL TO
3. 7% OF PREMIUM INCOME.

MORTGAGE LOANS HELD ESTIMATED AT 96’ OF TOTAL SAVINGS CAPITAL.

NET HOME MORTGAGES ESTIMATED AT 90% OF MORTGAGE LOANS HELD.

THE RESERVE RATIOS REPRESENT THE PERCENT OF DOLLAR RESERVE TO TOTAL SAVINGS CAP-

ITAL (ALL ACCOUNTS OF |NSURED HEMBERS) AND CREDITOR OBLIGATIONS,

PREPARED IN THE OFFICE OF THE COMPTROLLER,
FEDERAL SAVINGS AND LOAN |NSURANCE CORPORATION
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BANK ACT AMENDMENTS

ASSUMES ANNUAL GROWTH IN SAVINGS (NEW MONEY) OF $ 5.5 BILLION

PRIMARY RESERVE

DOLLARS IN MILLIONS

SECONDARY RESERVE

PLUS DIVIDENDS AT ANNUAL RATE OF 3%

ESTIMATED AGGREGATE (PRIMARY & SECONDARY) RESERVE POSITION
AsSUMES ANNUAL GROWTH IN SAvINGS (New MoneY) oF § 5.5 BiLLion PLus DivioeNos AT 3%

EXHIBIT A

AGGREGATE OF PRIMARY
& SECONDARY RESERVE

3 RESERVE RATIO RESERVE RATIO RESERVE RATIO
() (a) 8 ()
1960 4 3%0.9 0.622 $ - - $ 3%.9 0.622
1961 L 0.641 - - Wa 0.641
1962 509.0 0.665 149.7 0.196 658.7 0.861
1963 58.0 0.692 308.5 0.365 893.5 1.057
1964 669.5 0.722 476.7 0.514 1,146.2 1.236
1965 763.0 0.754 654, 7 0.647 LM77 1.401
1966 865.9 0.787 8i2.9 0.767 1,708.8 1.554
1967 978.7 0.823 1,041.8 0.876 2,020.5 1.699
1968 1,101.9 0.860 1,251.9 0.977 2,353.8 1.837
1969 1,236.0 0.898 1,473.7 1.07 2,709.7 1.969
1970 1,381.5 0.937 1,697.4 1.151 3,078.9 2.088

() see exniait 8,

(8) see exigIT ¢,

(NOTE) 1T 1S ESTIMATED THAT AGGREGATE RESERVES WOULD BE REDUCED To 18% IN 1975 AT WHICH TIME
ASSESSMENT WOULD BE RESUMED, AND THAT THE PRIMARY RESERVE ALONE WOULD REACH 2%_IN 1993.
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EXHIBIT B
ESTIMATED PRIMARY RESERVE POSITION
ASSUMES ANNUAL GROWTH (N SAVINGS (NEw MONEY) oF $ 5.5 BiLLioN PLUS DIVIDENDS AT 3%
DOLLARS IN MILLIONS
P R I M A R Y R E S E R V E TOTAL SVGS.
CAPITAL AND
DEC. BEGINNING PREMI UM INVESTMENT LESS NET ADDITION .END OF CREDITOR RESERVE
31 OF YEAR INCOME 1 NCOME EXPENSES DURING YEAR YEAR OBLIGATIONS RATIO
1960 § - $ - $ - $ - [ 2 $  3%.9 $ 61,262,0 0.622
1961 380.9 50.0 121 1.9 60.2 4411 68,804.0 0.641
1962 4411 56.0 1.0 2.1 67.9 509.0 16,567.0 0.665
1963 509.0 62.1 16.2 2.3 76.0 585.0 84,557.0 0.692
1964 585.0 68.4 18.6 2.5 8.5 669.5 92,780.0 0.722
1965 669.5 75.0 21.3 2.8 93.5 763.0 101,244.0 0. 754
1966 763.0 81.6 24,3 3.0 102.9 865.9 109,956.0 0.787
1967 865.9 88.5 27.6 3.3 112.8 978.7 118,923.0 0.823
1968 978.7 95.6 311 3.5 123.2 1,101.9 128,153.0 0.860
1969 1,101.9 102.9 35.0 3.8 134.1 1,236.0 137,654.0 0.898
1970 1,236.0 110.4 39.2 ba 145.5 1,381.5 147,434.0 0.937
EXHIBIT C
ESTIMATED SECONDARY RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAvinas (NEw MoNev) oF $ 5.5 BiLLION PLus DiviDENDS AT 3%
DOLLARS IN MILLIONS
S E €C O N D A R Y R E S E R V E TOTAL SVGS.
CAPITAL AND
DEC. BEGINNING NET PREMIUM INVESTMENT NET ADDITION END OF CREDITOR RESERVE
3' OF YEAR PREP?V')AENT: I NCOME DURING YEAR YEAR OBLIGATIONS RATIO
A
1961 4 - $ - $ - $ - s - $ 68,8k.0 -
1962 - 146.8 2.9 9.7 149.7 76,567.0 0.196
1963 149.7 151.3 1.5 158.8 308.5 84,557.0 0.365
1964 308.5 155.8 12.4 168.2 476.7 92,780.0 0.514
1965 476,71 160.5 17.5 178.0 654.7 101,284,0 0.647
1966 654.7 165.3 22.9 188.2 8429 109, 956.0 0.767
1967 2.9 170.2 28.7 198.9 1,041.8 118,923.0 0.876
1968 1,041.8 175.3 34.8 210.1 1,251.9 128,153.0 0.977
1969 1,251.9 180.6 .2 221.8 1,473.7 137,654.0 1.07
1970 1,473.7 176.0 477 223.7 1,697.4 147,434.0 1.151
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50 FEDERAL HOME LOAN BANK ACT AMENDMENTS

INSURANCE PREMIUM BASES - REGULAR AND PREPAYMENTS

ASSUMES ANNUAL GROWTH IN SAVINGS (NEw MoNeY) oF $ 5.5 BiLLion PLus Divipenps AT 3%

IN MILLIONS OF DOLLARS

SCHEDULE 1

S AV N G S c A P 1 T A L

Wt inriow AL o
DEC. BEGINNING END OF CREDI TOR CREDITOR
31 OF YEAR NEW MONEY DI VIDENDS TOTAL YEAR OBLIGATIONS OBLIGATIONS
190  $ - $ - s - s - $ 58,662.0 $ 2,600.0 $ 61,262.0
1961 58,662.0 5,500.0 1,842.0 7,342.0 66,004.0 2,800.0 68,804.0
1962 66,004.0 5,500.0 2,063.0 7,563.0 73,567.0 3,000.0 76,567.0
1963 73,567.0 5,500.0 2,290.0 7,790.0 81,357.0 3,200.0 8,557.0
1964 81,357.0 5,500.0 2,523.0 8,023.0 89,380.0 3,400.0 92,780.0
1965 89,380.0 5,500.0 2, T64.0 8,264.0 97,644.0 3,600.0 101,244.0
1966 97,644.0 5,500.0 3,012.0 8,512.0 106,156.0 3,800.0 109,956.0
1967 106,156.0 5,500.0 3,267.0 8,767.0 114,923.0 4,000.0 118,923.0
1968 114,923.0 5,500.0 3,530.0 9,030.0 123,953.0 4,200.0 128,153.0
1969 123,953.0 5,500.0 3,801.0 9,301.0 133,254.0 4,%00.0 137,654.0
1970 133,254.0 5,500.0 4,080.0 9,580.0 142,834.0 4,600.0 147,434.0

SCHEDULE 2

DERIVATION OF PREMIUM PREPAYMENTS

ASSUMES ANNUAL GROWTH IN SAVINGS (NEw MoNEY) oF $ 5.5 BiLLION PLus DivibeENDs AT 3%

IN MILLIONS OF DOLLARS

GROSS PREMIUM

YEAR PREPAYMENTS
s lurov T eeraments Loae Wi wonvencts ELs  neeuiswnrs  roncnasre - suncigsea |
31 (a) (s) (c) (o) (e)
1961 $ 7,342.0 $ 146.8 $ 63,364.0 $ 57,028.0 $ 1,141.0% $ - $ 146.8
1962 7,563.0 151.3 70,624.0 63,562.0 636.0 - 151.3
1963 7,790.0 155.8 78,103.0 70,293.0 703.0 - 155.8
1964 8,023.0 160.5 85,805.0 11,225.0 172.0 - 160.5
1965 8,264.0 165.3 93,738.0 84,364.0 8ik.0 - 165.3
1966 8,512.0 170.2 101,910.0 91,719.0 917.0 - 170.2
1967 8,767.0 175.3 110,326.0 99,293.0 993.0 - 175.3
1968 9,030.0 180.6 118,995.0 107,096.0 1,071.0 - 180.6
1969 9,301.0 186.0 127,924.0 115,132.0 1,151.0 10.0 176.0
1970 9,580.0 191.6 137,121.0 123,409.0 1,234.0 83.0 108.6

(a) see scHeDuLE 1.

(8) 2% oF NET SAVINGS INFLOW.

(c) 1% OF NET HOME MORTGAGES HELD. *2% MINIMUM REQUIREMENT 12/31/61,
(o) YEAR END REQUIREMENT LESS 2% MINIMUM REQUIREMENT 12/31/61.

() PAYMENT DUE (FSLic) mAY 1 NexT.
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PART 2

ASSUMES ANNUAL GROWTH IN SAVINGS (NEW MONEY) OF $ 6.0 BILLION
PLUS DIVIDENDS AT ANNUAL RATE OF 3%

EXHIBIT D
ESTIMATED AGGREGATE (PRIMARY & SECONDARY) RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAviNas (NEw MoneY) of $ 6.0 BiLLioN PLUS DiVIDENDS AT 35

DOLLARS IN MILLIONS

AGGREGATE OF PRIMARY

PRIMARY RESERVE SECONDARY RESERVE & SECONDARY RESERVE
D;:. m m RESERVE RATIO

(a) (a) (s) (s)
1960 4 380.9 0.622 s - - $ 3809 0.622
1961 b41.3 0.637 - - .3 0.637
1962 509.8 0.657 160.1 0.206 669.9 0.863
1963 586.9 0.681 329.8 0.383 916.7 1.064%
1964 672.8 0.709 509.6 0.537 1,182.4 1.246
1965 768.2 0.739 699.9 0.673 1,468.1 1.2
1966 873.5 0.771 901.1 0.79%6 1,746 1.567
1967 989.2 0.805 1,113.8 0.907 2,103.0 1.712
1968 1,115.8 0.8 1,338.5 1.009 2,454.3 1.850
1969 1,253.9 0.878 1,575.6 1.103 2,829.5 1.981
1970 1,40 ,2 0.916 1,777.8 1.160 3,182.0 2.076

(A) see exniBIT E.

(8) see exwisiT F.

(NOTE) IT IS ESTIMATED THAT AGGREGATE RESERVES WOULD BE REDUCED TO 12% IN 1975 AT WHICH TIME
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EXHIBIT E
ESTIMATED PRIMARY RESERVE POSITION
ASSUMES ANNUAL GROWTH (N SAvings (New Monev) or $ 6.0 BiLLion PLUS DiviDENDS AT 3%
DOLLARS |N MILLIONS
P R I M A R Y R E S E R V E TOTAL SVGS,
CAPITAL AND
DEC. BEGINNING PREMI UM INVESTMENT LESS NET ADDITION END OF CREDITOR RESERVE
31 OF YEAR I NCOME INCOME EXPENSES DURING YEAR YEAR OBLIGATIONS RATIO
190 §$ - $ - $ - $ - $ - $ 3.9 $ 61,262.0 0.622
1961 380.9 50.2 12.1 1.9 60.4 .3 69,312.0 0.637
1962 441.3 56.5 141 2.1 68.5 509.8 71,597.0 0.657
1963 509.8 63.1 16.3 2.3 711 586.9 86,125.0 0.681
1964 586.9 69.8 18.7 2.6 85.9 672.8 9,903.0 0.709
1965 672.8 76.7 21.5 2.8 95.4 768.2 103,938.0 0.739
1966 768.2 83.9 24.5 3.1 105.3 873.5 113,238.0 0.1
1967 873.5 91.3 27.8 3.4 15.7 989.2 122,811.0 0.805
1968 989.2 98.8 31.5 3.7 126.6 1,115.8 132,665.0 0.841
1969 1,115.8 106.5 35.5 3.9 138.1 1,253.9 142,809.0 0.878
1970 1,253.9 1.6 39.9 4.2 150.3 1,404.2 153,251.1 0.916
EXHIBIT F
ESTIMATED SECONDARY RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAVINGS (New MoNEY) oF $ 6.0 BiLLION PLus DIVIDENDS AT 3%
DOLLARS IN MILLIONS
8 E € O N D A R Y R S E R V TOTAL SvVaGS.
CAPITAL AND
bec. BEGINNING NET PREMIUM INVESTMENT NET ADDITION END OF CREDITOR RESERVE
31 OF YEAR PRE??VI)‘ENT! INCOME DURING YEAR YEAR OBLIGAT)ONS RATIO
A
1961 % - $ - $ - $ - 4 - $ 69,3120 -
1962 - 157.0 3.1 160.1 160.1 11,597.0 0.206
1963 160.1 161.7 8.0 169.7 329.8 86,125.0 0.383
1964 329.8 166.6 13.2 179.8 509.6 9%,903.0 0.537
1965 509.6 1m.6 18.7 190.3 699.9 103,938.0 0.673
1966 699.9 176.7 245 201.2 901.1 113,238.0 0.7%6
1967 901.1 182.0 30.7 2127 1,113.8 122,811.0 0.907
1968 1,113.8 187.5 37.2 224.7 1,338.5 132,665.0 1.009
1969 1,338.5 193.1 k.0 237.1 1,575.6 142,809.0 1.103
1970 1,575.6 151.9 50.3 202.2 1,777.8 153,251.0 1.160

(a) see scuepbuLe Y.
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SCHEDULE 3
INSURANCE PREMIUM BASES - RCGULAR AND PREPAYMENTS

ASSUMES ANNUAL GROWTH IN SAVINGS (NEw Moncy) or $ 6.0 BiLLion PLus Divipenps AT 3%

IN MILLIONS OF DOLLARS

s A vV 1 N G S c A P t T AL

TOTAL SVGS.
31 OF YEAR NEW MONEY DI VIDENDS TOTAL YEAR OBLIGATIONS OBLIGATIONS
1960 8 . $ - s - $ - $ 58,662.0 $ 2,600.0 $ 61,262.0
1961 58,662.0 6,000.0 1,850.0 17,850.0 66,512.0 2,800.0 69,312.0
1962 66,512.0 6,000.0 2,085.0 8,085.0 74,597.0 3,000.0 71,597.0
1963 ,597.0 6,000.0 2,328.0 8,328.0 82,925.0 3,200.0 86,125.0
1964 82,925.0 6,000.0 2,578.0 8,578.0 91,503.0 3,4%00.0 94,903.0
1965 91,503.0 6,000.0 2,835.0 8,835.0 100,338.0 3,600.0 103,938.0
1966 100,338.0 6,000.0 3,100.0 9,100.0 109,438.0 3,800.0 113,238.0
1967 109,438.0 6,000.0 3,373.0 9,373.0 118,811.0 4,000.0 122,811.0
1968 118,811.0 6,000.0 3,654.0 9,654.0 128,465.0 4,200.0 132,665.0
1969 128,465.0 6,000.0 3,944.0 9,94k4.0 138,409.0 4,400.0 142,809.0
1970 138,409.0 6,000.0 4,242.0 10,242.0 148,651.0 4,600.0 153,251.0

scuepuLe U

DERIVATION OF PREMIUM PREPAYMENTS
ASSUMES ANNUAL GROWTH IN Savings (New Money) of $ 6.0 BiLLION PLus DiviDENDS AT 3%

IN MILLIONS OF DOLLARS

GROSS PREMIUM

YEAR PREPAYMENTS
Cer  lariow . PRERAYMENTS  Loaws NELD  MORTGAGCS MELD  nrauimgMeNTs  Punouss. PuRGissEs
3t (a) (s) (c) (o) (e)

1961 $ 7,850.0 $ 157.0 $ 63,852.0 $ 57,467.0 $ 1,149,0% $ - $ 157.0
1962 8,085.0 161.7 7,613.0 ék,452.0 645.0 - 161.7
1963 8,328.0 166.6 79,608.0 71,647.0 716.0 - 166.6
1964 8,578.0 .6 87,843.0 79,059.0 791.0 - 1.6
1965 8,835.0 176.7 96,324.0 86,692.0 867.0 - 176.7
1966 9,100.0 182.0 105,060.0 94,5540 946.0 - 182.0
1967 9,373.0 187.5 114,159.0 102,653.0 1,027.0 - 187.5
1968 9,654%.0 193.1 123,326.0 110,993.0 1,110.0 - 193.1
1969 9,944.0 198.9 132,873.0 119,586.0 1,196.0 47.0 151.9
1970 10,242.0 204.8 142,705.0 128,435.0 1,284.0 88.0 116.8

(a) see scHeouLe 3.

(8) 2% oF NET SAVINGS INFLOW.

(c) 1% OoF NET HOME MORTGAGES HELD. *2% MINIMUM REQuIREMENT 12/31/61,
(b) YEAR END REQUIREMENT LESS 2% MINIMUM REQUIREMENT 12/31/61,

(€£) pavMenT pue (FsLic) MAY 1 NExT.
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PART 3

ASSUMES ANNUAL GROWTH IN SAVINGS (NEW MONEY) OF $ 6.5 BILLION
PLUS DIVIDENDS AT ANNUAL RATE OF 3%

EXHIBIT G
ESTIMATED AGGREGATE (PRIMARY & SECONDARY) RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAvInas (NEw MoNeY) oF § 6.5 BiLLION PLUS DIVIDENDS AT 3%

DOLLARS IN MILLIONS

AGGREGATE OF PRIMARY

PRIMARY RESERVE SECONDARY RESERVE & SECONDARY RESERVE
o;:. RESERVE RATIO RESERVE RATIO RESERVE RATIO

(a) (a) (s) (s)
1960 $ 3809 0.622 $ - - $ 380.9 0.622
1961 TR 0.632 - - VTR 0.632
1962 510.5 0.649 170.4 0.217 680.9 0.866
1963 588.5 0.671 351.2 0.400 939.7 1.07
1964 675.9 0.697 542.6 0.559 1,218.5 1.256
1965 113.2 0.725 5.1 0.699 1,518.3 1.424
1966 880.8 0.756 959.3 0.823 1,840.1 1.579
1967 999.4 0.789 1,18.8 0.936 2,18.2 1.725
1968 1,129.5 0.823 1,424.7 1.039 2,554.2 1.862
1969 1,27.7 0.859 1,676.9 1.133 2,948.6 1.992
1970 1,426.6 0.897 1,859.2 1.169 3,265.8 2.066

(a) sex exwisiT W,
(e) see exwieiT 1,

(NOTE) IT 13 ESTIMATED THAT AGGREGATE RESERVES WOULD BE REDUCED TO 188 IN 1975 AT WHICH TIME
NT WOULD BE , AND THAT THE PRIMARY RESERVE ALONE WOULD REACH 2% Iw, 1
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EXHIBIT H
ESTIMATED PRIMARY RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAvINas (NEw MoNeY) oF $ 6.5 BiLLioN PLus Divioenos AT 3%
DOLLARS N MILLIONS
P R I M A R Y R E 8 € R V E TOTAL SVGS.
CAPITAL AND
DEC, BEGINNING PREMIUM INVESTMENT LESS NET ADDITION END OF CREDI TOR RESERVE
31 OF YEAR INCOME I NCOME EXPENSES DURING YEAR YEAR OBLIGATIONS RATIO
1960 ¢ - $ - $ - $ - $ - $ 3809 $ 61,262.0 0.622
1961 380.9 50.3 12.1 1.9 60.5 USRS 69,819.0 0.632
1962 by 4 57.1 140 2.1 69.1 510.5 18,627.0 0,649
1963 510.5 64.1 16.3 2.4 78.0 588.5 87,693.0 0.671
1964 588.5 . 18.8 2.6 87.4 675.9 97,025.0 0.697
1965 675.9 8.6 21.6 2.9 97.3 173.2 106,631.0 0.725
1966 773.2 86.1 2.7 3.2 107.6 880.8 116,519.0 0.756
1967 880.8 9%.0 28.1 3.5 18.6 999.4 126,698.0 0.789
1968 999.4 102.0 31.9 3.8 130.1 1,129.5 137,176.0 0.823
1969 1,129.5 110.3 36.0 8] 1h2.2 1,271.7 147,963.0 0.859
1970 1,27.7 118.8 0.5 'R’ 154.9 1,426.6 159,067.0 0.897
EXHIBIT |
ESTIMATED SECONDARY RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAvINGS (NEw MoNEY) oF $ 6.5 BiLLion PLus DiVIDENDS AT 3%
DOLLARS [N MILLIONS
S E C O N D A R Y R E 8 E R V E TOTAL SVGS.
CAPITAL AND
DEC. BEGINNING NET PREMIUM INVESTMENT NET ADD{TION END OF CREDI TOR RESERVE
3\ OF YEAR FREP:Y’;ENYS INCOME DURING YEAR YEAR OBLIGATIONS RATIO
A
1961 - $ - $ - $ - 4 - $ 69,819.0 -
1962 - 167.1 3.3 170.% 170.4 18,627.0 0.217
1963 170.4 172.2 8.6 180.3 351.2 81,693.0 0.400
1964 351.2 177.3 14 191.4 542.6 97,025.0 0.559
1965 542.6 182.6 19.9 202.5 T45.1 106,631.0 0.699
1966 5.1 188.1 26.1 21h.2 959.3 116,519.0 0.823
1967 969.3 193.8 32.7 226.5 1,185.8 126,698.0 0.936
1968 1,185.8 199.6 39.3 238.9 1,k24.7 137,176.0 1.039
1969 1,424, 7 205.6 46.6 252.2 1,676.9 147,963.0 1.133
1970 1,676.9 129.7 52.6 182.3 1,859.2 159,067.0 1.169

(a) see scueouLe 6.
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INSURANCE PREMIUM BASES - REGULAR AND PREPAYMENTS
ASSUMES ANNUAL GROWTH |N SAvinGs (NEw Money) oF § 6.5 BiLLION PLus DiIVIDENDS AT 3%

IN MILLIONS OF DOLLARS

SCHEDULE 5

AV I N G 8 C A 1T A L
TOTAL SVGS.
NET I NFLOW CAPITAL AND
DEC, BEGINNING END OF CREDITOR CREDI TOR
31 OF YEAR NEW MONEY DIVIDENDS TOTAL YEAR OBLIGATIONS OBLIGATIONS
1960 ¢ - $ - $ - - $ 58,662.0 $ 2,600.0 $ 61,262.0
1961 58,662.0 6,500,0 1,857.0 8,357.0 67,019.0 2,800.0 69,819.0
1962 67,019.0 6,500.0 2,108.0 8,608.0 75,627.0 3,000.0 78,627.0
1963 75,627.0 6,500.0 2,366.0 8,866.0 84,493.0 3,200.0 87,693.0
1964 84,493.0 6,500.0 2,632.0 9,132.0 93,625.0 3,400.0 97,025.0
1965 93,625.0 6,500.0 2,906.0 9,406.0 103,031.0 3,600.0 106,631.0
1966 103,031.0 6,500.0 3,188.0 9,688.0 112,719.0 3,800.0 116,519.0
1967 112,719.0 6,500,0 3,479.0 9,979.0 122,698.0 4,000.0 126,698.0
1968 122,698.0 6,500.0 3,778.0 10,278.0 132,976.0 4,200.0 137,176.0
1969 132,976.0 6,500.0 4,087.0 10,587.0 143,563.0 4,4%00.0 147,963.0
1970 143,563.0 6,500.0 4,404.0 10,904.0 154,467.0 4,600.0 159,067.0
scHEDULE 6
DERIVATION OF PREMIUM PREPAYMENTS
ASSUMES ANNUAL GROWTH IN Savings (NEw Money) oF § 6.5 BiLLIoN PLus DiviDENDS AT 3%
IN MILLIONS OF DOLLARS
GROSS PREMIUM
YEAR PREPAYMENTS
ENDING NET SAVINGS GROSS PREMIUM MORTGAGE NET HOME BANK STOCK BANK STOCK LESS BANK STOCK
DEC. INFLOW PREPAYMENTS LOANS HELD MORTGAGES HELD REQUIREMENTS PURCHASES PURCHASES
3 (a) (s) (c) (o) €
1961 $ 8,357.0 $ 1671 4 64,338.0 $ 57,9040 $ 1,158.0% $ - $ 167.1
1962 8,608.0 172.2 72,602.0 65,342.0 653.0 - 172.2
1963 8,866.0 177.3 81,113.0 73,002.0 730.0 - 1773
1964 9,132.0 182.6 89,880.0 80,892.0 809.0 - 182.6
1965 9,406.0 188.1 98,910.0 89,019.0 890.0 E 188.1
1966 9,688.0 193.8 108,210.0 97,389.0 974.0 - 193.8
1967 9,979.0 199.6 117,790.0 106,011.0 1,060.0 - 199.6
1968 10,278.0 205.6 127,657.0 114,891.0 1,149.0 - 205.6
1969 10,587.0 21.7 137,820.0 124,038.0 1,240.0 82.0 129.7
1970 10,904.0 218.1 148,288.0 133,459.0 1,335.0 95.0 123.1

(a) see scuebuLe 5.

(8) 2% oF NET SAVINGS INFLOW.

(c) 1% oF NET HOME MORTGAGES HELD.

*2% MINIMUM REQUIREMENT 12/31/61,

(D) YEAR END REQUIREMENT LESS 2% MINIMUM REQUIREMENT 12/31/61.

(£) PavMENT DUE (FSLic) MAY 1 NEXT.
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PART U

ASSUMES ANNUAL GROWTH IN SAVINGS (NEW MONEY) OF $ 7.0 BILLION
PLUS DIVIDENDS AT ANNUAL RATE OF 3%

EXHIBIT U
ESTIMATED AGGREGATE (PRIMARY & SECONDARY) RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SaviNas (NEw MoneY) oF $ 7.0 BiLLion PLus Divioenps AT 3%

DOLLARS IN MILLIONS

AGGREGATE OF PRIMARY

PRIMARY RESERVE SECONDARY RESERVE & SECONDARY RESERVE
D;:. RESERVE RATIO RESERVE RATIO RESERVE RATIO

A (a) 8 (s)
1960 $ 380.9 0.622 $ - - $ 380.9 0.622
1961 4.6 0.628 - - 441.6 0.628
1962 511.2 0.642 180.8 0.227 692.0 0.869
1963 590.1 0.661 372.5 0.7 962.6 1.078
1964 6718.9 0.685 575.5 0.581 1,254.4 1.266
1965 718.0 0.712 790.3 0.723 1,568.3 1.435
1966 888.1 0.741 1,017.6 0.849 1,905.7 1.590
1967 1,009.6 0.713 1,257.7 0.963 2,267.3 1.736
1968 1,143.1 0.807 1,511.4 1.067 2,654.5 1.87
1969 1,289.3 0.8s2 1,757.8 1.148 3,047.1 1.990
1970 1,448.8 0.879 1,9%0.7 1477 3,389.5 2,056

(a) see exHiBIT Ko

(8) see exmimIT L.

(NOTE) IT IS ESTIMATED THAT AGGREGATE RESERVES WOULD BE REDUCED To 12% IN 194 AT wHicH TiMeE
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EXHIBIT K
ESTIMATED PRIMARY RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAvings (New MoNeY) of $ 7.0 BiLLion PLus Divipenos AT 3%
DOLLARS (N MILLIONS
P R ' M R Y R E S E R V E TOTAL SVGS.
CAPITAL AND
Dec. BEGINNING PPEM! UM INVESTMENT LESS NET ADDITION END OF CREDITOR RESERVE
3‘ OF YEAR INCOME TNCOME EXPENSES DURING YEAR YEAR OBLIGATIONS RATIO
1960 $ - $ - $ - $ - $ - $ 38.9 $ 61,262.0 0.622
1961 380.9 50.5 12,1 1.9 60.7 U416 70,327.0 0.628
1962 1.6 57.6 14,1 2.1 69.6 511.2 79,658.0 0.642
1943 511.2 65.0 . 16.3 2.4 78.9 590.1 89,263.0 0.661
1961 590.1 7e.6 18.9 2.7 88.8 678.9 99,150.0 0.685
1965 678.9 80.14 21.7 3.0 99.1 778.0 109, 328.0 0.712
1966 778.0 88.5 24,9 3.3 110.1 888.1 119,805.0 0. 74
1967 888.1 9.7 284 3.6 121.5 1,009.6 130,590.0 0.773
1968 1,009.6 105.2 32.2 3.9 133.5 1,143.1 141,693.0 0.807
1969 1,143.1 113.9 36.5 b2 146.2 1,289.3 153,123.0 0.842
1970 1,289.3 123.0 41 4.6 159.5 1,448.8 164,890.0 0.879
EXHIBIT L
ESTIMATED SECONDARY RESERVE POSITION
ASSUMES ANNUAL GROWTH IN SAVINGS (NEw MoneY) ofF $ 7.0 BiLLION PLus DIVIDENDS AT 3%
DOLLARS IN MILLIONS
S E C O N D A R Y R E 8 E R V E TOTAL svas,
CAPITAL AND
DEC. BEGINNING NET PREMIUM INVESTMENT NET ADDITION END OF CREDITOR RESERVE
3' OF YEAR Pl[P?VD)ﬂ:NTs INCOME DURING YEAR YEAR OBLIGATIONS RATIO
A
1961 4 - $ - $ - $ - 4 - $ T70,327.0 -
1962 - 177.3 3.5 180.8 180.8 19,658.0 0.227
1963 180.8 182.6 9.1 191.7 372.5 89,263.0 o417
1964 372.5 188.1 1.9 203.0 575.5 99,150.0 0.581
1965 575.0 193.7 2141 214.8 790.3 109,328.0 0.723
1966 790.3 199.6 27.7 227.3 1,017.6 119,805.0 0.849
1967 1,017.6 205.5 4.6 240.1 1,257.7 130,590.0 0.963
1968 1,257.7 211.7 42,0 253.7 1,511.4 141,693.0 1.067
1969 1,511.4 1971 49.3 246.4 1,757.8 153,123.0 1.148
1970 1,757.8 127.6 55.3 182.9 1,940.7 164,890.0 1177
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SCHEDULE T

A v L} N G s [ 1} T A i
- TOTAL SVGS.
N E I NFLOW CAPITAL AND
DEC. ELGINMNING END OF CREDITOR CREDITOR
3i OF YEAR NEW MONEY DIVIDENDS TOTAL YEAR OBLIGATIONS OBLIGATIONS
960§ - s - 8 - 3 - $ 58,662.0 $ 2,600.0 $ 61,262.0
1961 58,662,0 7,000.0 1,865.0 8,865.0 67,527.0 2,800.0 70,327.0
1962 67,527.0 7,000.0 2,131.0 9,131.0 76,658.0 3,000.0 19,658.0
1963 76,656.0 7,000.0 2,405.0 9,4%05.0 86,063.0 3,200.0 89,263.0
1964 86,063.0 7,000.0 2,687.0 9,687.0 95,750.9 3,400.0 99,150.0
1965, 95,750.0 7,000.0 2,978.0 9,978.0 105, 728.0 3,600.0 109, 328.0
1966 105, 728.0 7,000.0 3,277.0 10,277.0 116,005.0 3,800.0 119,805.0
1967 116,005.0 7,000.0 2,585.0 10,585.0 126,590.0 4,000,0 130,590.0
1968 126,596.0 7,000.0 3,903.0 10, 903.0 137,493.0 4,200.0 141,693.0
1969 137,493.0 7,000.0 %,230.0 11,230.0 148, 723.0 4,400.0 153,123.0
1970 148, 723.0 7,000.0 4,567.0 11,567.0 160,290.0 4,600.0 164,890.0
scueoute 8
DERIVATION OF PREMIUM PREPAYMENTS
ASSUMES ANNUAL GROWTH IN SAVINGS (NEW MONEY) oF $ 7.0 BiLLION PLUS DIVIDENDS AT 3%
IN MILLIONS OF DOLLARS
GROSS PREMIUM
YEAR PREPAYMENTS
ENDING NET SAVINGS GROSS PREMIUM MORTGAGE NET HOME BANK STOCK BANK STOCK LESS BANK STOCK
DEC. INFLOW PREPAYMENTS LOANS HELD MORTGAGES HELD REQUIREMENTS PURCHASES PURCHASES
31 (a) (s) (c) (o) (e
1961 $ 8,865.0 $177.3 $ 64,826.0 $ 58,343.0 $ 1,167.0% $ - $177.3
1962 9,131.0 182.6 73,592.0 66,233.0 662.0 - 182.6
1963 9,405.0 188.1 82,620.0 74,358.0 4.0 - 188.1
1964 9,687.0 193.7 91,920.0 82,728.0 827.0 - 193.7
1965 9,978.0 199.6 101,499.0 91,349.0 913.0 - 199.6
1966 10,277.0 205.5 111, 365.0 100,229.0 1,002.0 - 205.5
1967 10,585.0 211.7 121,526.0 109,373.0 1,094.0 - 211.7
1968 10,903.0 218.1 131,993.0 118, 79%4.0 1,188.0 21.0 197.1
1969 11,230.0 224.6 142, 774.0 128,497.0 1,285.0 97.0 127.6
1970 1,567.0 231.3 153,878.0 138,490.0 1,385.0 100.0 131.3

() see scueouLe 7.

(8) 2% OF NET SAVINGS INFLOW.

(c) 1% OF NET HOME MORTGAGES HELD.

*24 MINIMUM REQUIREMENT 12/31/61.

(D) YEAR END REQUIREMENT LESS 2% MINIMUM REQUIREMENT 12/31/61.

(£) PAYMENT DUE (FSLIc) MAY 1 NEXT.
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Mr. Spence. Mr. Holifield desires to present his statement to the
committee and I recognize him for that purpose.

STATEMENT OF HON. CHET HOLIFIELD, A REPRESENTATIVE IN
CONGRESS FROM THE 19TH CONGRESSIONAL DISTRICT OF THE
STATE OF CALIFORNIA, AT THE COMMENCEMENT OF THE
HEARING

Mr. Hovrrierp. Mr. Chairman, I will not take the time of the com-
mittee this morning. I know you have a regularly scheduled list of
witnesses. However, in view of the importance of any legislation
which has to do with the election of directors in the different regions,
I wish to call to the attention of the chairman and members of the
committee the fact that the 11th and 12th regions remain welded
together.

I believe that it should be separated, as it was once some 12 or 13
years ago, separated for the most expeditious and efficient handling
of the affairs of the region.

I, therefore, would like to have permission to file with you a state-
ment and submit some copies of the statement, and ask permission
that it be printed at any place that you choose in the hearings.

Mr. Seence. That will be done without objection. We are glad to
have your views.

HOUSE OF REPRESENTATIVES,
Washington, D.C., July 12, 1961.
Hon. BRENT SPENCE,
Chairman, Committee on Banking and Currency,
New House Office Building, Washington, D.C.

DEAR MR. CHAIRMAN : I note that you have pending before the committee,
among other legislation, H.R. 7109, a bill which you introduced relating to the
election and appointment of directors of Federal home loan banks. It is my
understanding that hearings on this bill will be held by your committee the latter
part of this week.

I have not had the time to analyze H.R. 7109, but the mere fact of its pendency
suggests that there are problems associated with representation of member asso-
ciations in the directorates of Federal home loan banks.

To a large extent, it would appear the problems of representation have been
created or aggravated by the disproportionately large size of the 11th bank dis-
trict, which comprises 11 States including California, Alaska, and Hawaii, and
also the island of Guam. The geographical area probably exceeds one-quarter
of the whole United States, touches the borders of Mexico and Canada, and
includes our noncontiguous States of the Union.

According to the terms of the Federal Home Loan Bank Act as originally en-
acted, each district bank was entitled to 12 directors, 8 of whom were elected
by member associations and four appointed by the Board. Following a 1935
amendment, six of the eight elective directors were elected by member associa-
Jtions grouped according to size categories and two were elected at large by
the members.

‘While the legislation provided for representation of member associations by
size groups, the Board in its regulations also tried to include the principle of
geographical representation by States.

In the cast of the outsized 11th district which had nine States and the terri-
tories of Alaska and Hawaii before the latter two were admitted to the Union,
it was impossible to provide even one director for each State, since there were
only eight elective directors permitted by law. The Board dealt with this prob-
lem administratively by alternating directorships between two of the States.

In 1955 the Board recommended, and your committee and the Congress ac-
cepted, legislation which, among other things, authorized the Board by regula-
tion to increase the number of elective directors of any bank whose district com-
prised five or more States. The number of elective directors was limited to
twice the number of States in the bank district, except that each State was to
have at least 1 director, and no State more than 3, with the total number in
any district not to exceed 11.
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Under this arrangement California was enabled to have three elective direc-
tors, and the other States of the 11th district one each. However, the admis-
sion of Alaska and Hawaii into the Union again raised the problem of State
representation, and accordingly further amendatory legislation was adopted in
1959. The Board was authorized to increase the number of elective directors
up to 13 in districts with 5 or more States. At the same time the Board was
authorized to increase the number of appointive directors in such districts up
to one-half the number of elective directors in order to preserve the previous
statutory ratio of 2 to 1 between elective and appointive directors.

As matters now stand in the 11th district, the San Francisco bank has 19
directors, while each of the other 10 district banks has 12 directors. Thus, the
practical effect of the legislation has been confined to the 11th district.

The bill before your committee, H.R. 7109, would change the formula for rep-
resentation without affecting the total number of directors now permitted by
law. While there may be merit in the proposed change, I believe that before
any new legislation is enacted regarding district bank representation, consider-
ation should be given by the committee to the special problem created by the
11th district.

As you know, the Federal Home Loan Bank Act originally authorized the
Board to divide the United States into not less than 8 nor more than 12 districts.
These districts were to be created on the basis of the convenience and customary
course of business of the institutions eligible to and likely to subsecribe for the
stock of the Federal home loan bank. In each district a city was to be desig-
nated as the bank center. .

In accordance with this legislation the Board created 12 bank districts, the
same number as were created under the Federal Reserve System. One of these
districts, the 12th, comprised the States of California, Arizona, and Nevada, and
the then Terrritory of Hawaii, and this region was served by the Federal home
loan bank of Los Angeles. The then 11th district, with a bank centered in
Portland, Oreg., comprised the States of Idaho, Montana, Wyoming, Oregon,
‘Washington, and the then Territory of Alaska.

For some 13 or 14 years since the inception of the Federal Home Loan Bank
System in 1932, these bank districts served their members well and created no
problem suggesting that the district arrangements should be modified.

Then suddenly on March 29, 1946, the 11th and 12th districts were declared
merged, the Los Angeles bank was dissolved, and the Portland bank was brought
to San Francisco to serve the reconstituted and greatly enlarged 11th district.
This action was taken without notice to the member associations or the district
banks concerned, without hearings, and solely on the decree of Commissioner
John H. Fahey, who was at that time the single head of the Home Loan Bank
System.

Mr. Fahey’s action was arbitrary and vindictive, and the circumstances are
documented in the report of investigation conducted in 1946 by a select com-
mittee of the House chaired by Representative Howard W. Smith of Virginia.
In large part, Mr. Fahey’s action was in the nature of a reprisal against mem-
ber associations of the 12th district who elected a president of the Los Angeles
bank not favored by Mr. Fahey, who had his own preferred candidate. The dis-
solution of the Los Angeles bank was followed by the seizure of the Long
Beach Federal Savings & Loan Association, whose president, Thomas A. Gregory,
was a leading member of the association representatives who had incurred Mr.
Fahey’s enmity.

The grievance events set in motion by Mr. Fahey’s arbitrary action have con-
tinually disturbed the industry, plagued the Board, and resulted in complex
litigation not fully resolved to this day, 15 years later. This whole matter has
been the subject of investigation by at least three committees of the House of
Representatives and was a key factor in the enactment of legislation by your
committee in 1954, when provision was made by law for orderly administrative
procedures. The legislative history of that enactment clearly shows that the
Congress intended to provide means for effective supervision by the Board of
associations without the need for drastic seizure action such as occurred in the
Long Beach case.

Notwithstanding the declared congressional intent and the amendments spon-
sored by your committee, these have remained virtually a dead letter as far as
the Board is concerned, and it was persuaded in 1960 to seize the Long Beach
association a second time. A special subcommittee of the Committee on Govern-
ment Operations under the chairmanship of Representative John E. Moss has

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



62 FEDERAL HOME LOAN BANK ACT AMENDMENTS

inquired into this matter and has issued House Report 2083, 86th Congress, 2d
session, which found the Board action completely unwarranted and in defiance
of the congressional mandate. Other aspects of the Board operations also are
under subcommittee scrutiny.

There was a time, after Mr. Fahey left office and his administration was re-
constituted as a three-man Board, when the Long Beach association was re-
turned to Mr. Gregory’s management following the initial seizure. By this
action in 1948, the Board impliedly acknowledged that Mr. Fahey’s action was
unjustified. In fact one of the Board members, J. Alston Adams, now the
president of the San Francisco bank, termed Mr. Fahey’s action “arbitrary
and capricious and vindictive.” This characterization was made in sworn testi-
mony before a subcommittee than under my chairmanship.

In returning the association to Mr. Gregory’s management, the Board did not
act to reestablish the Los Angeles bank. The desirability of restoring the 11th
and 12th districts was publicly acknowledged by the then Board Chairman,
William K. Divers, and other Board members. However, the Board was per-
suaded by certain of its personnel and by others in the Department of Justice
that restoration of the Los Angeles bank and the two districts would prejudice
the Government’s position in litigation which involved both the Los Angeles
bank and the Long Beach association.

Information on these matters were conveyed to you by Raymond M. Foley,
then Administrator of the Housing and Home Finance Agency, of which the
Board was until 1955 a constituent unit. You had asked Mr. Foley to comment
on a bill (H.R. 1232 of the 81st Cong.) which proposed to recreate the original
11th and 12th Federal home loan bank districts and to reestablish the Los
Angeles and Portland banks in original form. Mr. Foley’s letter to you of
July 14, 1949, the text of which is printed in hearings held by my subcommittee
in 1950, reads as follows:

“HousING AND HOME FINANCE AGENCY,
‘“OFFICE OF THE ADMINISTRATOR,
“Washington, D.C., July 14, 19}9.
“Re H.R. 1232, 81st Congress.
‘“HoN. BRENT SPENCE,
“Chairman, House Banking and Currency Committee,
“House of Representatives, Washington, D.C.

“DEAR CONGRESSMAN SPENCE: This is in further reply to your letter of May 3
requesting the views of this Agency with respect to H.R. 1232. This bill would
amend section 3 of the Federal Home Loan Bank Act, as amended, to provide
that the original 11th and 12th Federal home loan bank districts and Federal
home loan banks be reestablished in their original form.

“The original Federal home loan banks of Portland and Los Angeles were
consolidated in 1946 into the Federal home loan bank of San Francisco. The
question of dissolving the Federal home loan bank of San Francisco and the
reestablishment of the Federal home loan banks of Los Angeles and Portland
has been under consideration by the Home Loan Bank Board for some time.
The Board has given public recognition to the desirability of such reestablish-
ment, but has not so far found itself able to take the necessary action because
the question of reestablishing the banks has been closely related to pending
litigation involving not only the two banks, but a Federal savings and loan
assocition in Long Beach, Calif.

“The Home Loan Bank Board is desirous of reestablishing the banks but is
unwilling to take any action which in the opinion of the Department of Justice
would be prejudicial to the litigation now pending, which is under the jurisdic-
tion of the Department of Justice. The legislative proposal embodied in H.R.
1232 is not necessary since the Home Loan Bank Board has under existing law
adequate authority to accomplish the objectives of that bill. Therefore, I be-
lieve that action on the bill should be deferred until appropriate administra-
tive action can be taken which will not prejudice the pending litigation.

“I have been advised by the Bureau of the Budget that there would be no
objection to the submission of this report as the enactment of the proposed
legislation would not be in accord with the program of the President.

“Sincerely yours,
“RAYMOND M. FoLEY, Administrator.”

More than a decade has passed since that letter was written, but the case
for the recreation of the 11th and 12th home loan bank districts is still valid.
In fact, with the rapidly expanding population and business of the West and
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the admission of the new States to the Union, it would seem more appropriate
than ever to divide up the outsized 11th district into two districts.

The 11th district San Francisco bank, in terms of lending operations and total
assets of member associations, is the largest in the System. It advances (loans)
to members during calender year 1960 totaled $845,324,243. This was more
than 31 times the advances of $232,666,200 of the seventh district Chicago bank,
which ranked second. In fact the total advances by the San Francisco bank
for 1960 were more than the total of the next six highest district banks, which
ranked as follows:

Advances
District banks:

San Francisco_ — $845, 324, 243
Chicago_ 232, 666, 200
Greensboro. —-— 184, 650, 000
New York — 122, 972, 188
Cincinnati e 108, 687, 700
Pittsburgh________ ——— - 93,783,700
Little Rock ____ 84,180,000
Total _____________ 826, 939, 788

In total assets of members (insured Federal and State associations) the San
Francisco bank district represented $13,651,413,000. This was $3.6 billion more
than the association assets in the next highest bank district, which is Greens-
boro.

I may note in this regard that of the 11 States in the 11th district, the Cali-
fornia associations have $10,728,183,000 of assets, or 80 percent of the total within
the district. The assets of the insured associations in California are greater than
the assets of the insured associations not only in any other State but in any
other bank district. California alone even tops the fourth district, which com-
prises eight States including the District of Columbia. This concentration of
assets in California suggests by itself that, whatever the permissible number of
directors for the whole district, California always will be underrepresented in
the bank directorate. Nevertheless, its representation will be improved if the
unwieldly 11th district is divided into two districts.

Furthermore, the reestablishment of the Los Angeles bank will properly reflect
the concentration of population and business in southern California. The State’s
population is now 15.7 million, and 6 million of these persons reside in Los
Angeles County alone. The next largest California county, San Diego, has 1
million persons. Thus, these two southern counties contain about 45 percent
of California’s total population.

After years of costly litigation, painful efforts, and many setbacks to settle-
ment, the Long Beach association controversy is on the threshold of resolution.
The Bank Board in negotiations with Mr. Gregory has drawn up a settlement
document which now awaits ratification by the Department of Justice. This
settlement will wind up all outstanding litigation involving the Board, the In-
surance Corporation, the Long Beach association, and the San Francisco bank.
‘Whatever excuse the Board had in the past, because of the litigation, to with-
hold the reestablishment of the 11th and 12th districts will be gone. As a sim-
ple act of justice and of good business judgment as well, the Board now should
take action, previously promised and long delayed, to restore the district bank
arrangements upon which the Federal Home Loan Bank System was nurtured.

I recognize, of course, that many associations and others have become adjusted
to the existing setup. However, I have outlined the reasons why restoration of
the Los Angeles bank is fully justified. I have discussed the matter with the
new Board Chairman, Joseph P. McMurray. He has indicated that he is willing
to consider the merits of this request.

Since the Board is empowered by law to take the necessary action, I would
ask that you urge the Board to do so before further legislative action is taken on
H.R. 7109 or any other bill to rearrange the district bank representation. Res-
toration of the Los Angeles bank and a 12-district system will provide a more
rational basis for establishing a representation formula. If the Board fails to
act, I intend to introduce legislation to restore the Los Angeles bank and the
12-district system.

Sincerely yours,
CHET HOLIFIELD,
Member of Congress.
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Mr. Spence. Thank you. We will adjourn to meet at the call of
the Chair.

(The following letter from the United States Savings & Loan
League, dated July 17, 1961, has been received and is inserted at this
point in the record :)

UNITED STATES SAVINGS & LOAN LEAGUE,
WASHINGTON OFFICE,
Washington, D.C., July 17, 1961.
Hon. BRENT SPENCE,
Chairman, House Banking and Currency Committee,
House Office Building, Washington, D.C.

DeAR MRr. CHAIRMAN : When Henry Bubb testified before your Subcommittee
No. 1 with respect to H.R. 7108 on July 13 he raised a question regarding the
method of payment of earnings on prepaid premiums. He indicated that the
United States League might submit an amendment to clarify that section of
the law.

We have reviewed this question and have discussed it with the staff of the
Federal Home Loan Bank Board and we are satisfied that the present language
is adequate to achieve our objective. Therefore, it is not necessary for us to
submit an amendment.

We appreciated the opportunity to testify and we are hopeful that the com-
mittee will support both H.R. 7108 and H.R. 7109.

Sincerely yours,
STEPHEN SLIPHER, Legislative Director.

(Whereupon, at 12 o’clock noon the subcommittee adjourned, sub-
ject to the call of the Chair.)
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