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LETTER OF TRANSMITTAL

GENERAL AccounTING OFFICE,
CoMPTROLLER GENERAL OF THE UNITED STATES,
Washington 25, April £8, 1950.
The honorable the SPEAKER OF THE HoUSE oF REPRESENTATIVES.

Dear Mg. Speaker: There is presented herein report on the audit
of FepEraL HoME Loanx Baxgs and the Houg Loan BaAnk Boarp
for the year ended June 30, 1949. This audit was made by the Cor-
poration Audits Division of the General Accounting Office, pursuant
to and in accordance with the requirements of the Government
Corporation Control Act (31 U. S. C. 857).

Respectfully submitted.

Lixpsay C. WARREN,
Comptroller General of the United Stales.
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REPORT ON AUDIT OF FEDERAL HOME LOAN BANKS AND
HOME LOAN BANK BOARD FOR FISCAL YEAR ENDED
JUNE 30, 1949

GENERAL AccouNTING OFFICE,
CorroraTioN AupiTs DIvIsiox,
Washington 25, D. C.
Hon. Lixpsay C.. WARREN,
Comptroller General of the United States.

Dear MR, WaRrreN: We submit herewith our report on the audit
of the financial statements and records of the Frperar. Home Loax
Baxks and the HoME Loax Baxk Boarb for the year ended June 30,
1949.

The audit of the Federal home loan banks was made in accordanece
with the requirements of the Government Corporation Control rAct
(31 U. S. C. 857). As required by scction 301 (a) of the Act, wo
utilized, to the fullest extent deecmed practicable, the reports of
examinations made by the supervising administrative agency (HL.BB).

The Home Loan Bank Board received no appropriated funds, but
the Congress authorized and limited its administrative expenses for
the year under review. With the exception of the costs of examinin,
savings and loan associations, which are paid by these associations, al
of these expenses were allocated to and paid by Home Owners’ Loan
Corporation, Federal Savings and Loan Insurance Corporation, and
the cleven Federal home loan banks, including Federal Home Loan
Bank of Indianapolis which has retired the capital stock owned by
the Government.! Under the circumstances, and although HLLBB
is not a corporation, we concluded that a satisfactory audit of the 13
supervised corporations could not be performed without making an
examination of the Board’s operations.

PART I-FEDERAL HOME LOAN BANKS
PURPOSE AND FINANCING

The Federal home loan banks perform substantially the same func-
tion in the field of home mortgage credit as the Federal Reserve
System performs in providing a credit reservoir for private banks and
as the Federal land banks perform in the ficld of farm finance. Creat-
ed in 1932, pursuant to the Federal Home Loan Bank Act (121U. S. C.
1421), they exert a stabilizing and strengthening effect upon the
savings and loan and similar institutions which are members of the
systemn, by providing both with a source of short- and long-term
mortgage credits. The banks are owned in part by the private as-
sociations and savings banks which they serve. During the fiscal

1 Government's investment retired on January 17, 1849,
1
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2 AUDIT OF FEDERAL HOME LOAN BAXKS AND BANK BOARD

year ended June 30, 1949, the bunks, as an_integral system, along
with Federal Savings and Loan Insurance Corporation and Home
Owners’ Loan Corporation, under the supervision of the Home Loan
Bank Board, were a constituent agency of the Housing and Home
Finance Agency. . ' .

The Secretary of the Treasury subscribed and paid for capital stock
in cach of the banks. The aggregate amount of funds originally in-
vested was $124,741,000. Additional capital is invested by member
institutions, and provision is made in the Act for the progressive re-
tirement of Government capital when members’ investments equal
the Government’s investment. Also the banks, with the approval of
HLBB, may retire the Government’s investment in whole or in part,
and HLBB may require such retirement if the banks have suflicient
resources, :

The Federal home loan banks also obtain working capital by the
acceptance of deposits from their members and the issuance of con-
solidated obligations to the public. These obligations are the joint
and several liabilities of all the banks, but they are not guaranteed
by the United States.

ORGANIZATION AND MANAGEMENT

Each bank is managed by a board of directors whose actions are
subject to the approval of the Home Loan Bank Board. 1ILBB
supervises the banks, prescribes regulations governing the nomination
and clection of bank directors, may suspend or remove any director,
holds a veto power over the acts of the boards of directors, estab-
lishes credit limits, and requires that public borrowings and transac-
tions in Government securities by the banks have the approval of
HLBB and the Secrctary of the Treasury, as required by law. Each
board of directors consists of 12 members of whomn four are appointed
by HL.BB and the remainder are elected by the member institutions.
Thus the Government has minority representation on the board of
cach bank even though it is the majority stockholder in seven of the
eleven banks.

No new legislation affecting the ¥ederal Home Loan Bank System
has been passed during the fiscal year 1949. A description of the
organization and management of the Federal home loan banks is set
forth in greater detail in appendix A. '
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 3

RESULTS OF OPERATIONS AND FINANCIAL POSITION

Following is a comparative consolidated summary of results of
operations of the cleven Federal home loan banks for the fiscal years
1949 and 1948. '

Year ended June 80
Increase
1949 1948 (—decrease)
Operhll.ne income:
Interest on advAnCeS oo oeccoioemcooa- $],852,60L  $7,302,158  $I, 550, 5u5

Interest on sceurities and other opcrating

4,043,917 3,149,983 1,708, 034

Total operating income..aoccceene.-... 13,801,578 10,452,139 3, 349, £39
Expcnses:
Operating:
Compensation, travel, and other ex-
PONSCYean - iemmmmecnncccemmmeeeem s 1, 315, 000 1,130, 456 181, 544
Assessment by HLBB* . __.__._______. 335, 000 372,000 —17, 000
1, 670, 000 1, 502, 456 167, 544
Flpancing:
Interest and other costs of consolidated
OblZAtiONS . e iimrmmcanee G, 358, 553 3,725 301 2,633,552
Interest on deposits by members....... 1,517, 415 571, 948 915, 467
Interest on deposits by U. S.'I'reasury. eeceeee-o.- 7,022 -7,62

TETG %S 48048 3 571,307

Tolal exp 9, 516, er 5,807,327 3,738, 041

Net operating income. oo oo iaane oo raieaee . 4. 235, 310 4,644,812 —359, 502
Profit on sale of sceurities (net) and other in-

corn, 180, 345 337,099 —156, 704

Net income for the perlod.. . - commaamncecrannnn- 24,435,635  $4,951,86L  —$546,206

= o |

*After credits ($78,619 in 1649 and $11,000 in 1918) allowed for overassessments in prior
yoars.

The consolidated financial position of the banks at June 30, 1949
and 1948, and the changes resulting from operations during the fiscal
year 1949 were:

June 80
Increase
Assets 1949 1948 (—decrease)
Cash, . $24, 611, 839 $23,680, 579 - —$1,0i7, 70
Giovernment securities, at amortized cost. J60, 034, 127 164, 281, 213 185, 752,914
Advanees tomembers.____.___.. . 363, 408, 255 475,217,656 =111, 839, 401
Acerued Interest on securitles .
vances, camemmmmmmmeees=mam—~. 1,323, 835 1, 334,80 —=11,019
Other assots 115, 807 196, 136 —80, 329
Total assets, 749, 443, £33 066, 749, 438 82,744,445
Liabilities
Deposits of members and others ... 229, 470, 104 99, 060, 292 130, 418,812
Consolidated notes. o oo caaeceoca. 257, 550, 600 306, 500, 000 —48, 950, 00
Dividends payable.... 1,054, 7 1,074, 560 -—10, 780
Accrued interest on .
dated Londs.._. 3, 017, 066 1,983, 763 1,934.203
Accounts puyable. 5,415 11,742 =637
Total HabIliteS oo eeece e ccanae 492,007, 249 408, 630, 357 83, 376, 502
Net asscts $257, 456, 634 $258, 119, 081 —$612, 447
Represented by e
Capital stock:
Held by members. o oo eeeaeceaaa §128,597,875  $113,173,400 $15, 424,475
Held by U. 8. Treasury.acaa-cee- 102, 442, 700 119, 791, 200 —17, 208, 500
231, 090, 57 232, 964, 600 —1,874,025
Accumulated earnings allocated to:
Legul reserve, 12, 659, 733 11,772, G02 857, 131
Reserve for contingencies 4,779,143 4, 288, 061 491, 082
Undivided profits. . ....... 8, 957, 153 9, 093, 818 —136, 635
26, 396, 059 23, 154, 481 1,241,578

$257,486,634  $238,119, 081 —§032, 447
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4 AUDIT OF FEDERAL HOME LOAN BANKS AXND BANK BOARD

The changes in financial position and the sources of funds with which
the banks financed their activities during the year are summarized:

}\'cl income for the year...... . $4, 435, 635
£058;
Dividends declared.__..... . . $3, 147, 538
‘Amortization of discounts (net of prerniums) on dovern- i
ment Seeurities.. .o oceeoceoaca oo aeee . 635, 450
Contributions to retirement fund for prior service credits. 46, 539 3, 829, 368
374, 071, 990 606, 069
i1y Ivances o MeMbOTS. - oeeeoccmemcnrcccennn 74, 071,
REP«WIS m(::el.:_(:lfdt:('m:lmc(‘ ......... .. 263,132,580 111, 839, 401
Increase in members’ deposits, Net..ococeemvocmennvaacaaaes 130, 418, 812
Deeroase In €ash. o ocvs oo oo e e e 1,077, 7
Net changes in other assets and linbilities. . cmeemaecennenaan 1,999, 428
$245, 041, 450

These funds were used for:

Purchase of Government securitfes. ... .o craeaonnn $756, 061, 073
Less sale or redemption of securities (excluding profit .
from gale, $179,339, which is included in income above). 560, 943,048  $185, 117, 425

Redemption of consolidated notes V. oo oemuncccceeenaanns 326, 950, 000
Less sales of consolidated notes 1o comaommmccicacannan 278, 000, 000 48, 950, 000
Retirement of capital stock owned by the Government...... 17, 263, 500
Tess sales of stoek to members (net of retirements, .
$3,008,200) . - - et ccmemccammammm . 15, 424, 475 1, 874,025

3245, 941, 450
1 Includes $168,000,000 for refunding. ==

The growth of the savings and loan associations during the year
and their inability to invest the substantial increase in shareholders’
capital have had 2 direct cffect on the activities of the Federal Home
Loan Bank System. The continuing growth of the savings and loan
associations is apparently due to the higher average yield (1 to 4
percent) on the investment of shareholders than the average yield
{1 to 2 percent) on deposits in savings banks. Statistics of insured
savings and loan associations prepared for the Home Loan Bank
Board show that sharcholders’ investments increased $1,340,000,000
during tbe fiscal year 1949 while mortgage holdings increased
$1,034,000,000.

A substantial portion of the excess funds of the savings and loan
associntions were (1) used to liquidate advances from the home loan
banks and (2) deposited with the home loan banks. This factor
caused the outstanding advances by the home loan bank system to
drop $111,839,401 during the fiscul year while deposits increased
$130,418,812. As required by the Act, a part of deposits of members
were investied in Government securities. This investment rose to a
new high of $360,034,127 at June 30, 1949.

This condition affected operations for the current year. Although
operating income increased $3,349,439 in 1949, 64 percent of the
operating income was earncd on advances and 36 percent on Govern-
ment obligations, compared to 70 percent and 30 percent, respectively,
in 1948. Interest paid on members’ deposits rose from 5 percent of
operating income 1n 1948 fo 11 percent in 1949,

Consolidated notes of the banks at June 30, 1948, of $306,500,000
decreased to $257,550,000 at June 30, 1949, owing to the decline in the
demand for advances. The increase in cost of open market financing
in 1949 is attributable to higher interest rates, averaging 1.52 percent
in 1948 and 1.78 percent in 1949, and an increase of $110,372,000 in
the average amount of short-term consolidated notes outstanding
during the year. The cost of financing consolidated notes amounted
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AUDIT' OF FEDERAL HOME LOAN BANKS AND BANK BOARD 5

1t_o 46 percent of operating income for 1949 compared with 36 percent
or 1948.
. As required by the Act, 20 percent of the net income, or $887,131,
was transferred to the legul reserve account. After deducting reserve
requirements from net income, the eurnings remaining in 1949 were
1.53 percent on average paid-in capital compared with:1.77 percent in
1948.

Capital stock outstanding at June 30, 1949, was $1,874,025 less than
al the end of the previous fiscal year. The individual banks continued
to retire the stock held by the United States but the retirements were

onl{ partly offset: by increases in members’ subscriptions. Dividends
declared during the yeur compared with thosc during the previous
year and from inception were: : .
Total
Year ended June 30 dicidends
rom
1949 1948 freeption
Member institutfons... .. .oo.ococae.-n $1,704,683  $1,453,089 $11,327, 598
U. 5. Treasury.con maance e cmaamecnannn 1,442, 858 1,627,877 24,395,950

$3,147,538 83,080,060 $35, 723, 564

Dividend rates ranged from 1 to 2 percent during the ycar, the
weighted average being 1.35 percent. The dividends received by
the Government 1n 1949 were at a rate lower than the average interest
rate (2.001 percent) on marketable issues of the public debt. Since
1934 each bank has been required to apply the same dividend rate to
all stockholders (12 U. S. C. 1426 (k)). To the extent that the Gov-
ernment’s interest cost exceeds the return on its investment, the banks
are receiving & benefit in the nature of a subsidy. The average inter-
est cost to the Treasury on the Government’s investment in the bunks
in 1949 was a[:]proximntely $795,000 (1948, $726,000) more than the
income received from the investment.

GOVERNMENT SECURITIES OWNED

The banks held $357,790,000 par value of Government securities at
the close of the fiscal year, representing an increase of $195,672,000
since the beginning of the year. Of this, approximately $17,450,000.
was necessary to meet the ‘“legal” and contingent reserve require-
ments.! The banks have also complied with section 11 (g) of the
gct relating to investment of members’ capital stock and current

eposits.

n July 1948, pursuant to action of HLBB designed to assure the
maintenance of sufticient funds in liquid assets to meet the demands of
their member associations, the banks adopted an investment policy
requiring the investment of at least $100,000,000 in specified types of
assets. Of these funds, designated as a “hquidity reserve,” 65 percent
of the minimum amount must be invested in special series Treasur
notes and the remainder carried in cash or invested in Treasury bills
and certificates of indebiedness (or notes traded on the same basis as
certificates of indebtedness). Each bank is required to participate in
these investments in the ratio of its total paid-in capital to the total
paid-in capital of all of the banks. The investments required under
the liquidity reserve policy are in addition to those required by law!?

1 Bectlon 18 of the Act,
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6 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

andjor ILBB regulations relating to tho legal and contingency
reserves.

Earnings on Government securitics totaled $4,946,088—81,709,368
more than in 1948.

ADVANCES TO MEMBERS

The volume of advances (loans) to member institutions made dur-
ing 1949 was less then in any year since 1945. Advances outstand-
ing at June 30, 1949, aggregated $363,408,255—a decreuse of about
$111,839,401 from the preceding fiscal year. While membership in the
banks increased slightly during the year, the number of borrowin
members decreased 13 percent to 1,665, or 44 percent of the tota
membership of 3,813 at June 30, 1949, .

Seetion 11 (g) of the Act provides that an amount equaling the
members’ paid-in capital and current deposits shall be invested in
(1) obligations of the United States, (2) bank deposits, and (3)
advances with a maturity of not to exceed one year. In May 1949
HLBB resolved that amounts due within one year on long-term ad-
vances come within the meaning of this provision.

Pursuunt to. the Act, each bank is authorized to make advances to
its members upon the pledge of home mortgages, or obligations of the
United States, or obligations fully guaranteed by the United States,
subject to such regulations, restrictions, and limitations as HLBDB
may preseribe. The regulations governing the banks preseribed bir
HLBB provide that the borrowing capacity for each member shall
be the amount for which the member can legally obligate itself, 50
percent of its net assets or 50 percent of its liability for shares and
deposits, whichever ie less, unless otherwise directed by HLBB.
Each bank may establish a line of eredit for cach member institution
not in excess of the member’s borrowing capacity. Within this limi-
tation, the credit policy of each bank varies. In an effort to establish
a nutional pattern in the extension of credit, as suggested by HLBB,
the board of directors of ench bank in 1949 adopted resolutions setting
the borrowing limit of each member institution for use in making new
loan commitments or for loan expansion purposes (including all bor-
rowing {rom other sources) at an amount not to exceed 50 percent of
its borrowing capacity or 25 percent of share capital.

. Advances maturing within one year of the date of the note evidene-
ing the loan may be made without collateral.! 1f their term cxceeds
once year, collateral must be furnished. Iowever, to simplify the

present procedure of transporting collateral to the banks, in December
1948 HLBB resolved:

‘That home mortgages assigned to a Federal Home Loan Bank by a borrowing
institutjon as security for advanees may be placed with or left with the bor-
rowing institution for safekeeping provided that the Federal Home Loan Bank
obtains from the borrowing institution a trust reeeipt or other agreement, by
which the security will be held for the benefit and subjeet to the direction and
control of such Federal llome Loan Bank. Yorms of trust receipts or other
agreements before being used shall be approved by the Federal Home Loan
Bank’s Counsel as to legal sufliciency and by the Ilome Loan Bank Board.
Six of the eleven banks have adopted the trust receipt procedure.
At ane 30, 1949, long-term advances (in excess of one year) repre-
sented 53 percent of the total udvances, compared with 52 percent at
the close of the preceding year. Secured advances at June 30, 1949,

1 Bection 11 (g) of tho Act.
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 7

were 45 percent of the face value of collateral posted, compared to
51 percent al June 30, 1948.

During 1949 the banks carned $8,852,661 in interest on advances,
an increase of $1,550,505 (21 percent) over 1948. The average interest
rate earned on advances was 2.04 percent; in 1948 it was 1.96 percent
and in 1947, 1.89 percent. ’

DEPOSITS OF MEMBERS

Deposits of member institutions and applicants for membership,
at June 30, 1949, amounted to $229,450,556, of which about 87 percent
were time deposits. These deposits—the highest in the banks’
history—were 2} times the deposits at June 30, 1948, This incrense,
together with the substantial increase in repayments of members’
loans during tbe year, emphasizes the existence of an excess of funds
in the hands of member institutions whieh could not be invested in
mortgages. .

As a result of a resolution of HLLBB in October 1948 authorizing the
banks to pay interest not in excess of 1} percent per annum on time
deposits remaining over 30 days, seven of the banks provided for the
issuance of 1-year certificates of deposit on members’ time deposits.
The purpose of this certificate of deposit service is to afford the mem-
ber institutions a reasonable return on cash deposited for long periods
with the banks. At the same time the banks are able to attract an
additional source of funds, thus lessening their dependence on the -
public capital markets.

Demand deposits of member institutions are subject to withdrawal
by drafts drawn by the depositing mmembers. Generally drafts have
been used for the transfer of funds to the members’ comnercial de-
positories. In three of the banks (New York, Pittsburgh, and
Winston-Salem), however, this draft service has been extended to
permit drafts drawn to any third parly to be used to pay any item
normally paid by check. The New York bank also operates a money
order system which permits mernber institutions to issue money orders
drawn on the New '{'ork bank chargeable against the demand deposit
account maintained by the member with the bank.

CONSOLIDATED NOTES

Three issues of 1-vear consolidated notes of the Federal home loan
banks were marketed in 1949, the last issue being dated Jannary 20,
1949. Consolidated notes outstanding at June 30, 1949, were
$257,550,000 (excluding $20,450,000 held by the banks), compared
with $306,500,000 at June 30, 1948. These notes, beariny interest at
rates ranging from 1} to 13 percent and maturing within the following
fiscal year, were the joint and several obligations of all the banks.
The cost of borrowed money (86,358,853) was $2,633,552 (71 percent)
greater than in 1948 owing to an incrcase of $110,372,000 in the
average amount of consolidated notes outstanding and higher average
interest rates. The average cost of borrowed money was 1.78 percent
in 1949 compared with 1.52 percent in 1948.
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8 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

CHANGES IN CAPITAL STOCK OWNERSHIP

The fiscal year 1949 marked a change in the consolidated stock-
holdings of the banks as the Government, holding a 44 percent interest
($102,492,700) of the aggregate stock outstanding at June 30, 194'9
($231,090,575), became the minority stockholder, The Government’s
original investment of $124,741,000 has been reduced $22,248,300 by
the retirement of capital stock in the following banks during the past
five years.

ST 1945 to 1948 1949 Total

Indlanapolis....
Cincinnati. ..
Winston-Sale

ceee $L994,100 $4,783,300 8, 577,400

1,632, 000 0, 143, 700 7,775,700

1,427, 500 1,162,700 2,590, 200
96, 200 1, 500, 000

Pes Moines.... 3 1, 596, 200
New YOrKo e ccmececciainmcmmnace asemmmaeeee 000, 000 3, 000, 000
Sston T 5 467, 500 467, 500
211,300 241, 300

$4,019,800  $17,298,500 $22, 218,300

*Government’s investment fully retired in January 1019,

The investment of the member institutions increased during the
year by $15,424,475 to $128,597,875 at June 30, 1949,

RESERVES

The Act requires each bank to transfer to a reserve account 20
percent of its net eurnings until the reserve equals 100 percent of its
paid-in capital. This legal reserve was slightly more than 5 percent
of the total paid-in capital of the banks at June 30, 1949. In addi-
tion, some of the banks have voluntarily transferred substantial
amounts to reserves for contingencies. The latter reserves represent
neither provisions for known contingencies nor statutory restrictions
and therefore should be considered us a part of the undivided profits
of the respective bunks. The amounts so added to reserves were
$1,378,213 in 1049 and $1,059,760 in 1048.

RecoMMENDATIONS T0 THE CONGRESS

The most important of our previous recommendations for legislative
action have been incorporated in H. R. 6743 and currently are being
considered by the Congress. This bill was approved by the House of
Representatives on February 1, 1950.  Such recominendations include
suggestions covering:

1. Retirement of Government investment.

2. Authorization of limited Treasury borrowings.

3. Continued audit by the General Accounting Office after retirve~
ment of the Government’s investment.

4. Modification of member-owned stock reserve requirements.

Among the recommendations which are not taken up in H. R. 6743
are suggestions that () the Federal Reserve banks be nuthorized to
purchase obligations of the banks, (b) HL.BB be authorized to examine
the banks “at their discretion from time to time, at least annually,”
rather than semiannually, and (¢) & maximum limit be placed on the
total indebtedness that may be outstanding at any time to meet the
demands of the members (this limitation should not be less than that
now prescribed by HLBB for advances to members).

No new recommendations to the Congress have been found neces-
sary for this report.
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AUDIT OF FEDERAL HOME LOANX BANKS AND BANK BOARD 9

RECOMMENDATIONS TO THE MANAGEMENT

Recominendations to the management have been made the subject
of & letter to the chairman of HLBB and were not considered to be of
sufficient importance to warrant inclusion in this report.

CoMPLIANCE

The scope of our examination is set forth below. During the
examination we observed no program, expenditure, or financial
transaction which in our opinion was carricd on or made without
authority. of law. In significant matters our opinion is based on
decisions of the Comptroller General and advices fromn’ his General
Counsel. Comparatively inconsequential errors arising in the routine
conduct of the banks’ aflairs have been or are in the process of being
correeted. _

ScorE oF AublT AXD OrisNiox

Our exumination of the Federal home loun banks for the fiscal yecar
1949 included & field survey of four of the 11 district banks by our
representatives and a review of the scope, working papers, aund reports
of the scmiannual examinations for the vear ended June 30, 1949,
made by the staff of the Home Loan Bank Board. We surveyed the
organization and management, the system of internal control, and
the accounting and operating policies and procedures of the banks
visited. Our surveys of two of the banks were arranged to coincide
with the regular semiannual examination in order that we might
observe the adherence "to the prescribed’ procedures and the quality
of the work of the examiners.

In accepting the accompanying audit certifiente of the auditor of
HLBB, we have given full recognition to the requirement of the
Government Corporation Control Act that the General Accounting
Office shall, to the fullest extent deemed practicable, utilize reports of
examinations of Government corporations made by a supervisory
agency.

“In our opinion, reliance may be placed upon the certification of the
auditor of the TTome Loan Bank Board that the financial statements
present fairly the consolidated financial position of the Federal home
loan banks at June 30, 1949, and the consolidated results of their
operations for the year then ended, in conformity with gencrally
accepted aceounting principles applied on a basis consistent wit
that of the preceding year,

Srernex B. Ives,
Director of Corporation Audits.
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10 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

[Copy]
Housing axp Hoame FinaANCE AGENCY

Hoxe Loan Bank Boarp
101 Indiana Avenue N. W., Washington 25, D. C.

OcToBER 27, 1949.
Hon. Linpsay C. WaARREN,
Comptroller General, United States,
Washington 25, D. C.

Drar MR. Warrex: The following report of the condition of the
Federal Home Loan Banks at June 30, 1949, and the results of opera-
tions for the fiscal year ended at that date, is based on information
and reports furnished by those Bunks during that year and the data
disclosed by examinations made under the supervision of the Auditor
of the llome Loan Bank Board.

The report is comprised of the following statements:

Iixhibit ‘“1”—Balance Sheet, June 30, 1949.

Exhibit “2”—Income Statement, Year ended June 30, 1949.

Schedule “1”—Compensation, Travel and Other Expenses, Year
ended June 30, 1949.

Exhibit “3”-—Analysis of Surplus, Year ended June 30, 1949.

Exhibit *“4”—Sources and Application of Funds, Year ended
June 30, 1049.

In my opinion, the accompanying balance sheet and related state-
ments of income and surplus present fairly the financial position of
the Federal llome Loan Banks at Junc 30, 1949, and the results of
their operations for the fiscal year ended at that date, in conformit;
with generally accepted accounting principles applied on a basls
consistent with that of the preceding year.

Respectfully submitted.

E. S. I'razIER,
Auditor, Ilome Loan Bank Board.
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ASSETS

On hand and on deposit with U.S,
Treasurer and commercial banks
On deposit with other Federel homc

loan banks

H

Government securities at acortized
cost(a)

Consolidated Pederel home loan bank
notes

With pledge of ;ollateral(B)
Unsecured

Accrued interest
Miscellaneous receivables, deferred
charges, and other asacts(C)

(a) Pace value of securities
Market vdalue of securities

(B) Collateral pledged for advances:

Unpaid balance of home mortgages
Face amount of Government securi-

ties
Other collateral permitted by
rules and regulations

(C) Purniture and equipment are included

at a valuation of $1.00 for cach

bank. The original cost is

66228 O - 50

EXHIBIT 1

Page 1
N _BANK
CONSOLIDATFD BALANCE SHEFT, BY BANKS
JUNE 30, 1949

Interbank san
Consolidated eliminations Boston New _York t;g;aburgh Wigston-Salem Cinclpuatli JIndianavolis Chicago Des Moines Litt ock Topeka Frapcisco
$ 24,611,859 ¢ - $ 1,614,423 §$ 1,070,890 $ 2,097,247 $ 3,054,149 $ 3,902,136 $ 1,259,374 $ 5,295,402 $ 567,875 $ 2,014,432 $ 1,071,489 $ 2,604,442

- ~750,000 750,000 = - - - - - - - - -
24,611,859 =750,000 2,364,423 070,890 2,007,247 3,054,149 3,502,136 1,259,374 5,295,402 567,875 2,014,432 3,071,489 2,064 44
360,034,127 - 37,000,773 66,435,890 21,572,551 39,080,672 39,859,126 30,153,763 31,355,521 16,935,142 19,082,249 19,278,469 39,279,971
- —20,458 713 - 4,002,644 - 12,438,494 609,569 - - 1,276,490 500,140 140,037 1,500,339
50,034,127 =20,458,713 000 70,438,534 21,572.551 51,519,166 40,459,695 30,153,763 31.355.%21 18,211,632 £82 19,4 0 40,780,310
290,713,32 - , 465,28 15,983,9 28,864,147 42,956,728 15,708,625 23,243,32 39,909,677 15,638,219 20,941,976 17,692,545 64,308,799
zg.7§93,933 - ﬁﬁg@ 8,32‘&:297;1 4,351,700 15,329,@0 _5_:&]_‘555 u.guz,gog 10,950',552 8,011,300 o 505. 000 2138837
363,408,255 - 17,634,174 24,378,914 215,84 58,345,728 21,536,180 28,.190.32 50,870,359 23,649.5 20,941,976 18,197,545 4y 6
1,323,835 -291,938 90,647 264,461 105,197 334,247 139,340 12,734 16,220 56,835 88,071 59,725 338,296
115,80 8,713 6,359 8,45 4,207 ____ 23,393 5,210 3,824 28,407 3,640 7,034 2,839 13,930
1,439,642 —283,225 97,006 272,912 09,40 357,640 144,550 116,558 4y 627 60,475 105,105 62,364 352,226
$749,493,883 —$21,491,938 $57,006,376 $96,161,250 $56,995,049 $113,276,683 $56.042,561 $59,720,022 $87,565,500 $42,489,501 $42,643,902 $38,749,504 $110,24% 564
357,790,000 $36,810,000 $65,512,500 $21,450,000 $ 39,050,000 $39,496,000 $29,835,500 $31,270,000 £16,795,000 $19,040,000 $19,150,000 & 38,971,000
$361.9301755 37:225:775 66:942.169 21,557,791 39,138,281 40:120,496 30,413,309 31,384,608 V17,027.130 19,295,122 19,434,454 39,391,614
564,646,010 8,837,053 36,952,447 57,547,665 92,292,422 23,343,209 37,084,166 75,379,062 30,342,562 38,119,665 29,873,865 134,873,894
78,202,300 1,940,000 12,081,000 4,250,000 1,085,000 5,908,000 $,194,200 11,153,500 8,945,500 3,925,000 720,000 18,990,100
3,642,218 970,000 2,672,218
178,727 12,503 25,595 15,746 11,206 15,137 12,936 11,698 9,714 17,356 10,936 35,840
The notes on page 15 are an integral part of this statement. 13
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EXHIBIT 1

Page 2
o} Lo
CONSOLIDATED BALANCE SHEFET, BY BANKS (continued)
E_30, 194
Interbank San
LIABILITIES Congolidated elimipations  Boston New York  RBittsbuprgh Winston-Salem Cincippetl JIndienspeolis Chicago Des Moipes Little Rock Iopeka Eranclsco
Members-=time $200,163,541 ¢ - $15,210,198 $37,722,13% $13,910,295 & 22,817,600 $26,og-6(,122 $24,224,151 $20,990,022 $ 7,983,862 $ 2,216,776 $ 9,410,999 §$ 19,600,382
Members--demand (1ncluding applicants) 29,287,015 - 1,333,953 17,141,811 1,675,095 942,900 6,196,586 1,604,263 16,100 2,000 11,400 172,975 189,902
Receivership funds, Federal Savings
and Loan Insurance Corporation 28,548 - - - - - - - - - - 28,548
Other Federal home loan banks - ~750,000 - - - - d 750,000 - - - -
229,479,104 -750,000 16,544,151 54,863,975 15,585,390 23,760,500 32,273,708 26,578,414 21,006,122 7,985,852 2,228,176 9,612,522 16,790,284
CONSOLIDATED NOTES 257,550,000 —20,450,000 16,000,000 9,000,000 18,000,000 614,000,000 6,500,000 18,500,000 35,000,000 17,000,000 24,500,000 14,500,C00 53,000,000
Dividends pay;blex
U.3. Treasury 418,757 - 60,000 - - - £0,000 - 106,304 43,490 43,862 35,462 79,639
Members 636, 00 - 0,998 - - - : 123,168 _ 100,585 0 24 27,574 73.589
1,054,764 - 110,998 - - - 233,335 123,168 205,889 95,399 68,711 63,035 153,228
Accrued interest on deposits and con-
solidated notes 3,917,966 ~291,938 221,778 89,908 276,316 991,824 162,9% 317,325 578,468 236,096 307,959 261,712 765,613
Accounts payable 5,415 - - 2,678 - 53 7 339 nd = SLs 493 308
4 145 ~—291,938 332,776 92,584 276,316 991,877 397,040 440,932 785,357 377,316 325,241 919,14y
Capital stock owned by hembers 128,597,875 - 10,410,900 12,716,000 9,724,200 14,911,400 18,805,250 12,467,800 13,842,425 5,199,300 5,703,800 15,221,100
Capital stock owned by the Govern-
ment, held by U.S. Treasury 102, 492,700 - 12,000,000 15,963,200 11,246,300 6,618,000 _5,000,000 - 14 02 8,772,400 _7,052,300 15,927,900
231,090,575 - 22,410,900 28,579,200 0,870,500 21.529,4500 23,805,250 12,467,800 28,015,32 13,971,700 12,796,100 31,149,000
Legal reserve ! 12,659,733 - 927,766 1,605,449 1,184,526 1,147,578 1,723,350 914,570 1,569,071 871,625 723,412 607,979 1,384,407
Resedve for contingencies 4,779,143 - 500,000 620,951 - 400, 000 00,000 - : - 800,000 ,192 500, 000 1,400,000
Undivided profits 8,957,183 - 0 091 1,078,317 8 818,308 1,189,034 _ 106,119 06 __ 408,062 501,624
26,396,059 - 1,808,549 3,525,491 2,262,8u3 2,994,906 3,063,563 1,732,876 2,758,105 _1,777.74% _1,566,710 1,516,041 3,386,231
$749,403,883 ~$21.491,038 451,096,376 $26,16L.250 $36.995.040 $113,276,603 966,042,561 $59.720,002 487,565,909 442,489,501 $12,643.902 438,749,090k $110,244,654

The notes on page 15 are an integral part of this statement.
66228 O - 50
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 15

NOTES TO CONSOLIDATLED BALANCE SHEET

1. Borrowing authority is provided by section 11 of the Federal 1lome Loan
Bank Act, as follows:

a. Each bank may borrow upon such terms and conditions as the Board
may prescribe.  (The maximum amount of such borrowings is not specified.)

b. The Board may issue consolidated Federa! home loan bank debentures,
the joint and several obligations of all the banks, upon such terms and con-
ditions as the Board may preseribe; but the maximum amount of these
debentures shall at no time exceed five times the total paid-in eapital of all
the banks a3 of the time of issue of such debentures.

¢. If no debentures are outstanding, or to refund all outstanding consoli-
dated debentures, the Board may issue consolidated Federal home loan bank
bonds, the joint and several obligutions of all of the banks, upon such terms
and conditions as the Board may preseribe; the Act does not preseribe the
maximum amount of such bonds which may be outstanding, but the regula-
tions of the Board fix it at twelve times the total paid-in capital stock and
legal reserves of all the banks. The maximum amount of conzolidated bonds
permitted to be outstanding at June 30, 1949, was $2,925,004,000. The
obligations issued under thiz power are not guaranteed by the Government
as to cither prineipal or intcerest.

Under the Government Corporation Control Act the issuance of such obliga-
tions, on and after December 6, 1915, became subject to the approval of the
Secretary of the Treasury.

2. Scction 6 of the Federal Home Loan Bank Act requires that after the mem-
bers’ capital stock cquals the Government’s investment in a bank, such bank will
annually retire an amount of the Government’s investinent equal to 50 percent
of all amounts subsequently paid in by members for capital stoek. This equality
has been surpassed in the Winston-Salem, Cincinnati, Des Moines, Indianapolis,
and Topeka bunks, The entire investment of the Government in the Indian-
apolis bank has been retired.

3. A suit iz pending in the United States Distriet Court for the Southern
District of California, Central Division, against the Federal Home Loan Bunk of
San Francisco and others, and a claim has been made on behalf of the Long Beach
Federal Savings and Loan Association secking substantial damages arizing out of
the consolidation of the Los Angeles and Portland banks into the Federal Home
Loan Bank of San Francisco and the appointment of .a conservator for the Long
Beach Federal Savings and Loan Association. In the opinion of the bank’s
counsel and the gencral counsel of the Ilome Loan Bank Board, the action and
claim have no validity, and the suit is being defended.
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OPERATING INCOME:
Interest on advances
Interest on securities
Interest on deposits with other Federal home loan
banks
Miscellaneous

Total operating income

EXPEKSES:
Operating:
Compensation, travel, and other expenses
(schedule 1) 1
Assessment by Home Loen Bank Board
Furniture and equipment purchased

Total operating expense

Financing:

Interest on consolidated obligations

Consolidated obligations expense--concessions
(discount)

Consolidated obligations expense-~office of
fiscal agent

Interest on members!' deposits

Interest on other Federal home loan banks®
deposits

Total financing expense
Total expenses
et operating income
OTHER INCOME:
Profit on sales of securlties, net
Miscellaneous

Total other income

EXHIBIT 2

NET INCOME TRANSFERRED TO URDIVIDED PROFITS (exhibit 3) $_34,435,655

lAfter credits of $78,679 alloved for overassessments in prior years.

66228 0 - 50
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EDERAL
ONSQOL NT
THE E 0, 194
Interbank
elimina- , Winston~ Little San
Consolidated tions Boston Nev York Pittsburgh Salem Cincinnati JIndispavolis Chicago Pes Moines Rock Topeka Francisco
$ 8,852,661 $ - $u34,631 $ 621,719 $ 815,789 $1,599,245 ¢ 572,282 $ 721,285 41,160,257 $564,752 490,122 460, 1,410,806
4,946,038 —89,215 457,317 806,204 278,145 379,949 222,159 493,250 455,455 311,434 $311.673 $a98,5§3 ¢ ’620.787
- —=131,554 12,275 76,490 3,502 - 7,213 16,479 - 2,908 8
2.829 H : 394 - 1,302 136 - 790 £ 1733 1 ’8-113
13,801,578 —220,769 904,223 1,504,807 1,098,436 1,980,496 1,201,800 1,231,014 1,616,502 879,034 802,798 759,693 2,043,484
1,300,285 - 95,805 154,408 143,040 100,077 130,393 76,799 132,012 81,274 88,631 76.g'~7 221,299
352,000 - 23,895 35,907 30,424 45,257 3,419 30,020 39,712 24,343 21,870 20,647 48,506
1 = 2,972 1,304 923 3,874 1,089 993 b6l 466 1,160 1,k55
1,670,000 - 122,672 191,619 174,387 150,208 163,826 107,908 172,717 105,078 110,967 98,354 271,264
5,927,655 —110,396 284,305 274,628 473,252 1,127,761 261,010 502,372 776,244 418,833 448,773 345,850 1,125,023
332,041 21,181 16,326 15,610 28,684 66,758 16,271 30,664 47,854 24,697 26,796 20,851 66,349
49,157 - 4,311 4,331 4,436 4,561 4,592 4,592 4,235 4,499 4,446 4,378 4,776
1,517,415 - 92,919 386,675 96,778 161,117 170,1314 216,952 127,732 52,485 9,433 67,222 135,940
- -131,554 25,399 - - 63,788 - 8,804 25,193 705 924 - 6,740
_1.876,268 220,769  %23,260 681,244  __ 603,150 1,423,985  __ 452,057 _ 763,364 _981.258 501,218 490,372 438,301 1,338,828
9,546,268 —220,769 545,932 _ 872,863 __ 177,537 1,574,193 _ 615,883 _ 671,272 1,153,975 607,296 601,339  536.65% 1,610,092
4,255,310 nd 358,291 631,944  _ 320,899 406,303 585,917 359,742 462,527 271,798 201,459 223,038 __433.392
179,3 - =6 -1,168 175 46,306 8,198 16,705 86,012 22,382 150 70 572
7?1332 - 33 52 119 58 208 51 209 40 2_2 69 309
180,345 - —24 -1,116 294 46,364 8,406 __ 16,746 __B86,221  _22.422 212 139 681
$ - $358,267 4.630,828 $_320,193 $.0252,667 ¢$.594.323 4. 370,488 4. 548,748 $204.220 $200.671 $223.077 4034073
17



Consolidated
Balance, June 30, 1948 $ 9,093,818
Add net income for the year (exhibit 2) _4,435,655
13,529,473
Deducts
Dividends paid:
Government-owned stock 1,442,855
Member-owned stock 1,704,683
3,147,538
Retirement fund--prior service contributions
(=refunds), net 46,539
Transfer to l—rrom) reserve for contingencies . 491,082
Transfer to legal reserve 88
) 290
Balance, June 30, 1949 (exhibit 1) $ 8,957,183
LEGAL RESERVE:
Balance, June 30, 1948 $11, 772,602
Transfer from undivided profits 1
Balance, June 30, 1949 (exhibit 1) $12,655,733

C IGE 3
.Balance, June 30, 19%8 $ 4,288,061
493,082

Transfer from (~to) undivided profits
Balance, June 30, 1949 (exhivit 1) $ 4,779,143

86228 O - 30
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EOStOﬂ
$ 822,535
398,387
1,180,802
122,338
—98.437
220,775

7,591
0,000

800,019
+..380,783

$ 856,113
— 11,653

$ou21,766

£0C,000

$ 590,000

ONS 0 1)
FOR _THE YEAR ENDED JUNE 30, 1949
Winston-
New York Pittsbupsh Salem Cinginpatl JIodiapepolis Chicego Des Moines
$1,101,540 $1,123,110 $1,412,702 $ 848,550 $ 8oi745  $1,159,876 $ 85,052
630,828 321,193 452,567 594,323 376,488 548,748 294 220
1.732,368  .1,444,303 1,855,369 1,442 B73 1,178,233 1,708,524 379,272
174,632 161,195 116,711 147,507 47,833 212,608 68,230
116,943 ~.A3%,625 1 233,352 —236,844 4 127,390
291,575 301,820 310,19% 480,859 284,677 408,072 225,620
1?,2(7) 73 17,314 ~64 47 1,768 -11,311
1262155 64,239 90,533 118,865 75,297 109,750 58,844
433,277 365,986 418,041 599,660 359,927 519,590 273,153
$1,229,091 $1,078,317 $1,447,328 ) 843!21; $ 818!306 $1,189,034 $106,119
1,479,284 1,120,28 1,087,04 1,604,48 8 1,459,321 812,781
$1Z9, $1, v 7 3 g 5 $.1, 5 $ 39.333 $ 3 21 $eg§u
$1,605, 449 $1!184|26 $1,147,578 $1!12§!§_§o $ 014 570 $1,°69,071 $€71,625
$ 622,171 $ - $ 400,000 $ s0u,000 $ $ - $500,000
=1,220 - - - -
$ 620,951 $ - $__400,000 $_ 500,000 $ - $ - $800, 000

Little
Rock

$751,241
201,671
952,912
87,724
47,518
135,242
-T2
-7,698
40,334
167,80
$785,106
$683,078
40,334
$723,412
$ 65,890
—7.698

$_58,192

EXHIBIT 3

San

Topeka Francisco
$416,384 $ 571,083
223,177 134 073
639,563 2,005,156
108,798 159,279
78,145 152,482
185,943 301,761
-80 14,756
k4,636 — 86,815
231,499 403,332
$408,062  $__601,82%
$5‘6‘3.343 $1,297,592
$607,79  $L.385.10
$500, 000 $1, 400,000
$500,000 $1,1400,000
18



EXHIBIT 4

E E (0] E LO N S
CONSOL, =h ES ON J
B ND (I 0
1ncerbank Winston- sSan
Consoljdated gliminations Boston New York Pittsbureh Salem Cinciopeti Indianapolis Chicago Des Moipes ILittle Rock Iopeks Frangcisco
SQURCE ?_FULDS:
Net income for the year .
. (exhibi:12) a1 . $ 4,435,655 $ - $ 358,267 § 630,828 § 321,193 $ 4s2,667 § 594,323 $ 375,488 § 548,748 $ 294,220 § 201,671 $ 223,177 $ 434,073
Less amortization ¢ scoun
(—premiws) on sccuritles, nut 535,489 ___21,381 __ _37,7%% __ 42,386 __ 58,558 108 7,977 ____ 2,004 112,533 __ 23,%9 __ 66,018 _ 42,051 __ 105,177
3,800,156 -21,181 320,512 588,442 262,635 344,339 576,34 377,49 436,215 270,691 135,653 181,126 327,896
Repayment of loans ty members 374,971,950 - 19,877,751 37,952,805 23,054,285 63,801,722 20,160,498 19,134,754 51,113,227 25,953,495 19,459,585 12,525,576 81,898,302
Investment securities redeemed
or sold--cost (note 1) 560,943,648 —4,670,402* 35,281,864 86,575,357 39,645,770 53,751,123 45,465,261 49,565,387 64,931,140 32,416,619 34,984,682 29,104,423 93,892,424
Sale of consolidated notes
(note 2) 278,000,000 - 16,090,000 9,000,000 18,000, 000 64,000,000 6,500,000 18,500,000 35,000,000 17,000,000 24,300,000 14,500,000 55,000,000
Capital paid in by mexbers 19,332,675 - 1,066,700 1,687,200 700,500 1,878,200 1,803,750 1,983,200 1,771,725 1,791,500 04,200 3,863,100 1,682,600
Increase in deposit liabilities 130,418,812 - 8,336,477 30,313,027 10,949,024 17,257,515 13,567,439 14,352,467 11,619,385 2,919,572 1,584,976 8,068,183 11,450,747
Increase in deposits from other
Federal home loan banks - -750,000 - - - - - 750,000 = - - - -
Decrease in deposits with other
Federal home loan banks - -27,750,000 2,750,000 12,500,000 2,000,000 - 6,500,000 1,000,000 - 3,000,000 - - -
Net increase in sundry liabili-
ucg Dl sagy (coTesse in 1,999,428 -8,713* 117,299 73,35 123,620 426,717 95,125 140,206 440,630 138,052 187,021 158,683 4,14
sundry asset > =13, » N ’ 20 » 254, .
Decresss in cash _ 187gae =™ eS| SRusl _ Bdies _ sludrr e8Il _1.0810aj0 _ -Bm'i30 _ 31013 _—teslabh __Binees _ 2.0081R2
$_1!210__,5M!4.32 - _32!200!226 $83!§66!24_2 $118!4§ 2066 $g§|061!2§1 $200!64{+!g§g $2§ 821,576 $105!88§ 2006 $_:!.64 ,_l&_80!123 $83,544,127 $80!262!6§§ $68!61§!_520 $§1I1ge!222
0 H s
Loans to rember institutions $ 26%,132,589 $ - $18)873:31° $ 221968.!417 $1510281700 $ 365279:100 $12,_19°91500 $ 141093,350 $ 39:826;955 $1952°“':%5 $13J61°:200 $ 81520‘ 000 $ 5418181092
Purchase of investment securities 756,061,073 —25,150,296* 49,435,773 126,116,417 53,722,510 101,869,131 56,783,3E1 61,718,926 86,483,368 38,900,453 46,695,163 40,007,427 119,478,790

Redemption of consolidated notes

(note 2) 326,950,000 20,450,000 12,000,000 19,000,000 26,000,000 50,250,000 17,500,000 26,000,000 33,750,000 23,500,000 19,500,000 16,500,000 62,500,000
Repayment of pald-in capltel: .
To U.S. Treasury 17,298,500 - ‘l67,500 3;0003000 oy 131021700 61143;700 u:7835300 = )5000000 - 241:300 -
To member institutions 3,908,200 - 62,000 33,500 8,300 6,500 4,200 4,800 260,000 224,400 29,100 3,160,100 114,900
Decrcase in deposits from other
Federal home loan banks - ~28,500,000 2,500,000 - - 10,750,000 - - 3,750,000 - 1,000,000 = 10,500,000
Dividends paild 3,147,538 - 220,775 291,575 301,820 310,19% 480,859 284,677 408,072 225,620 135,242 166,543 301,701
Contributions to retirement fund
(prior service) , 46,539 - —7.591 ____ 16,757 =73 17,314 —64 =47 1,768 —11,311 =72 =80 14,756

$1,370,544 430 ~433,200,296 483,566,949 $178,427.066 495,061,257 $200,644,939 $93.821,576 $105,885,005 $164,380,193 $83,544,127 $80,969.633 $68.615.650 $247,728,259

*Represents transactions involving open market purchases by the banks of
consolidated obligations at & premium,

lhclt.\ding profits on sales of securities which are included in net income.

2Inciudes $168,000,000 for refunding.
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SCHEDULE 1

Winston- Little San
Consoljidated Boston New York Pilttsburgh Salem Cincipnati JIndianapolils Chicago Des Moines Rogk ALopeka Francgisco
COMPENSATION:
off1 ' salari $ 41h,2u7 $37,380 $ 465,875 $ 39,150 $ 31,456 $ 45,100 $31,700 $ 43,950 436,850 $34,302 $26,500 $ 40,984
Other salaries 287,440 14,967 45,853 39,130 24437 335030  1lemh 30128 9’188 18,228  '18.881 417805
Directora' fees 5":022 6:550 5:850 5:000 » 30 6:“85 2:675 7:"’55 20220 3.7090 3:"’70 61897
Counsel's compensation . 18,027 0 —D.125 —6.300 —3,000 4,000 3,000 —5,000 ~1.500 — 125 —3.500 k2,277
— 833,736 £3.097 103,702 -89.600 63,243 88,615 28,649 86,533 49,738 56,445 52,351 131,763
SE:
DiI'ECtaOI:S 51,70'! 216"'3 3)124 5;688 3:%"’ 5:"21 2:79’ 3:1"'0 2:690 "'3625 4‘8 5 123690
Officers 32,79 2.180 3,364 3,736 2,058 2,612 2,416 2,115 2,609 1,857 1,880 7,979
Counsel and others 10,715 160 400 1,139 - 22 246 401 Th 519 257 7,4%
Maintenance and operating cost of sutomobiles —_—3a752 = = - 975 - - - 617 - 1,58

— 98,970  _5.615 = _6.938 = _10,563 = _g,082 = _9,030 = _5.,489 = _ 5,656  _5.3713 = _Z.678 = _6,992 = _29,584

OTHER EXPENSES:
Rent of banking quarters, less arount charged Home Loan

Bank Board for district examiners 88,549 3,160 7,200 11,451 5,844 8,400 5,760 11,700 5,382 5,076 4,830 19,746
Retirement fund contributions 53‘123 3:925 6:9’9 6:395 “,440 5;5"‘7 3‘302 5:754 3)667 3:657 3‘775 5)682
stationery, printing, and other office supplies 32,105 2,610 8,292 3,281 3,379 2,132 2,178 s 45 1,245 1,925 1,027 2,586
Telephone and telegraph 25,679 1,654 1,734 2,159 2,118 2,125 1,820 1,667 930 2,145 1,050 9,277
Postage and expressage 19,839 892 2,449 1,807 2,449 1,641 1,219 2,942 1,440 1,274 899 2,827
Insurance and surety bond premiums 16,420 1,267 2,199 1,781 865 1,480 1,020 1,538 1,193 1,571 9%l 2,542
Audit expense 42,340 2:1% 4:3 6 3:6 5,700 41082 3:5“" "'38 4 2,769 21426 2:292 5,995
Stockholders' annual meeting 17,387 3,495 4,184 433 1,495 1,565 698 1,156 3,284 - 1,083
Maintenance of banking quarters and equipment 12,996 900 2,295 560 793 1,62 819 1,989 508 2,328 184 9%
Public relations 13,562 2:581 11883 11136 °§5 1,782 540 87"’ 1,944 6 221 11228
Dues and subscriptions 15,422 1,576 1,074 1,108 1,107 1:155 983 1,933 1,054 2,925 276 2,1
Reports and other publications 10,528 561 714 544 297 389 755 910 2,168 476 577 3,137
Services of Home Loan Bank Board Examining Division 4,430 1,669 - - 1,502 7 - - - 2 - 1,230
Safekeeping and protection services 2,429 25 - - . - 7 29 - 390 18 20 1,940
Miscellaneous 0 72 409 8,576 —18 789 24 1,056 189 19 56

—367.519 27,093 43,768 42,877 30,752 32,748 22,691 39,823 26,163 24,508 17,204 -59.9%2
Total (exhibit 2) $1,300,285 $95,805 $154,408 $143,040 $100,077 $130,303 $76.799 $132,012 $81.274 988,631 $16.247 $221,250
86228 0 - 50 20
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 21

GENERAL CoMMENTS

CASH

Cash amounted to $24,611,859 at Junec 30, 1949. No specific part of
this amount is restricted by statutory reserve requirements. In July
1948, when a liquidity policy was established (see p. 5), the HLBB
regulation requiring that 25 percent of members’ deposits be invested
in cash and Treasury bills was rescinded. The omission of such
specific reserves was predicated upon their general inclusion within
the new liquidity policy.

GOVERNMENT SECURITIES OWNED

The securities, at par values, held by the banks were:

June 80
1949 1948 Increase
Treasury bonds:

2 e eecmcem—m——eee s $18, 359, 000 $14, 259, 000 $4, 100, 000
24 :Z? ..................................... 67, 250, 000 59, 275, 000 7,975, 000
2) - 32,323, 500 28, 023, 500 4, 300, 000
28 843,000 843,000 ..l . ...
118,778, 500 102, 400, 500 16, 375, V0O
Savings bonds, serics Fand G......._.... 8,017, 500 7,317, 500 700, V00

T'reasury notes, speelal series, 1L
L3 T 50,000,000 o oooeome—__ 50, 000, 000

special series, 114% FIIL
BanKS. oo acenceamaan 58, 500, 000 37, 400, 000 21, 100, 000

Treasury notes, speclal series, 14% FHL
)13, £, 8, 500, 000 , 500, 000
‘Treasury notes, 13455 46, 650, 000 46, 650, 000
Certificates of indebted 4, 270, 000 4, 230, 000
T'reasury bills, discount 83,077,000 48, 077, 000

8357, 700,000  $162,118,000 3195, 672, 000

The special series Treasury notes are & nonmarketable issue, redeem-
able upon request of HLBB. _ ] o
The securities in the banks’ portfolios, according to maturities, were:
June 80

1949 1948 Increase

Lessthan 1 yeareeae oo $113, 097, 000 §15, 000, 000 £08, 997, 000
1toSyears....... 123, 496, 500 42, 716, 0 81, 750, 000
& 10 10 years. - 27, 030, 000 23, 010, 000 2,020,

Over 10 YOBIS. o oemme e caennnen 89, 266, 500 70, 391, 500 9, 873, 000

$357,700,000  $102, 118,000  $193, (72, 000

There was a marked divergence in the relationship of aggregate
market values to amortized cost at the close of the last two fiscal years:
June 80
1049 1948 Increase

Book value (amortized cost). .. 300,034,127 164,281,213  $195, 752,914
Market vnll(n‘ ) - 361, 030, 785 163, 938, 704 197, 991, 961

Market value excess (—deficleney)-..o--- $1, 806, 628 _ —$312, 419 $2, 239, (47
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22 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

The principal factor in the change in relationship of aggregate market
values to amortized cost of securities owned was the increase in bond
prices due to action by the Government in June 1949 which had the
effect of permitting bond prices to seck their natural level.

Government securities acquired during the year totaled $756,767,000
(par) and those sold or redecemed amounted to $561,095,000. The
net profit on securities sold was $179,339.

In 1949 the banks earned $4,946,088 on their securities investments
compared with $3,146,720 in 1948. The ¥icld on the average invest-
ment was 1.65 percent in 1949 and 1.74 percent in 1948. The decrease
in yield in 1949 was due to the investment by the banks in short-term
Government securities in order to maintuin a more liquid position.

ADVANCES

Advances are evidenced by notes of member or nonmember bor-
rowers, and if their term exceeds one year collateral must be posted.
No advances have been made to nonmember institutions for sevem}
years. Interest rates in the past three years have ranged from 1k
percent on short-term to 2% percent on long-termn paper. By action
of HLBB, in October 1948 the permissible maximum interest rate was
increased from 3 percent to 4 percent.

At June 30, 1949, the advances outstanding were $363,408,255, &
decrease of $111,839,401 (24 percent) from those et the preceding year
end. Advances madeduring 1949, $263,132,589, were less than in n.nd)‘
year since 1945. Repayments of $374,971,990, on the other hand,
were the highest in the banks’ history. The banks have now loaned 8
total of $2,763,995,000, of which 46 percent has been loaned in the
last four years. As shown in the following tabulation, the use of the
banks’ credit facilities has varied widely over the years.

Adrances

. outztandin
Fiseal year Adpances Repayments at June

81,231, 000 7, 664, 000
25, 387, 000 85, 149, 000
42,720, 000 79.112, 000
38, 929, 000 118, 375, 000

76,023, 000
103, 923, N0 168, 0L, 000
119, 574, 000 157, 397, 000
130, 375, 00 160, 897, 000
132, 277, 000 102, 615, 000
18%, 800, 000 90, 191, 000
181, 415, 000 129, 277, 000
229, 559, 000 131, 646, 000
243, 248, 000 203, 206, 000

216,585,000 475, 218, 000
374,972,000 363, 408, 000

$2, 400, 557, 000
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 23

For the first time since 1945, the number of borrowing institutions
decreased during the fiscal year. The following tabulation shows the
relation of borrowing members to the total membership in the banks
since 1939.

Norrowing members

Tutal Percent
June 30 membership Number of total
3,046 2,385 G0
3,014 000 53
3,839 2,010 52
3,815 1,826 48
3,714 181 26
8,714 3
3,606 7 19
3,600 1,121
3,700 1,455 39
3,733 1,011 51
3,813 1,605 44

Advances outstanding on June 30, 1949, were less in cach bank than
at the close of the preceding fiscal year. The balances at June 30,
1949, and the amount and percentage of decrease during the fiseal
year 1949, by banks, were:

Decrease during

. o Yiscal year 1050
Federal home loan bank June 30, 1649 Amount Percent

Boston 817,634,174 $1, 004, 441 5
New York 24,478,014 7,984, 368 23
Pittst 33, 215, 847 8, 025, 58% 19
Vinston-Salem. 58, 345, 7 27,522,622 32
Cincinuatl. . ... 21, 636, 150 7, 250, 908 25
Indianapolls 24, 100, 327 5, (41,304 15
Chicuzo. 50, 870, 359 11, 256, Z:2 18
Des Moines.... 23, 619, 519 6, 768, 530 22
Little Rock. 20, 941, 976 5, 849, 355 2
‘Topcka, 18, 197, 545 4,003, 516 18
F) 06, 447, 056 27, 050, 210 29
$363,408,255  $111, 839, 401 24
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94 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

The classes of loans and the types of underlying collateral at June
30, 1949 and 1948, were: _
June 30, )94'9" June 50, 1948 Increase (~decrease)
Num- Nume Num-

ber. ber o] ber of
borro';:{n Amount bormu:elra Amount borrowers  Amound

Advalnees with pledge of collat-
erak:
Long-term—under  section

10 (a) of the Act (note 1).... 736 $102,087,376 768  $245,521,485 —62  —$53,434,100
Short-term—under  section .
10 (a} of the Act (note 1)..- 628 95, 875, 040 748 123,033,477 -0 —27, 157, 628

Bhort-term—under  section

1 3) of the Act (note
2).9..(..) ...... t ......... 5 2,750,000 2 1, 555, 000 3 1, 195, 000
b 117\ P —— 1,228* 200,713,325 1,374* 370,109,062 —146° -79, 396, 637

Unsecured advances:
Short-term—under section
11 (g) (3) of the Act (note

] 510, 000 -6 —510, 000
592 72,604, 930 761 104,627,604  —169 =31, 032, 764

592 72,604,930 . 767 105,137,604 —135 32, 442,764

Totsl _advances out-

FTFIEIE (317 S —— 1,665° $363,408,285  1,011% $i75, 247,656 —546* —8$111,839,401
Collateral:

Unpaid balances of home

HIOTtEDZ0S e oo meem s mmemem $504, 646, 010 $507, 302, 904 —$32, 636, 84
U. 8. securities direct or

puaranteed (at par). ... 78, 202, 300 119, 035, 300 —40, §33, 000
Other collateral permitied

by regulations. cceeeooooea 3,642,218 2,005,849 646, 369
Total fuce valuo of col-

10 " ", $616, 400, 528 719, 334, 053 —§72 543,525

Total collateral vwalue - — n
nssigned by banks. ... $463, 911, 671 $523, 130, 882 ~$59, 228,211

sA member having more than one class of advanee is Jisted in cach category; the totals, however, are the
sctual number of borrowers.

1Advances to members upon seeurity of home mortgages, obligations of the United States, or obliga-
ilons fully guaranteed by the United States, subjeet to HILBB regulations.

% Advances, not to exceed one year, 1o members, subject 10 TILBD regulations.

1 Unsecured advances, not 10 cxceed one year, to members whose ereditor liabllities (not inchid-
ing ?adt\l.-umms from home loan hanks) do not exceed 5 pereent of their net assets, subjeet to HLBD
regulations.

In May 1949 HLLBB resolved:

That sums due within one year on any advance by a Federal Home Loan
Bank to a member may be decmed investinents in compliance with Section
124.2 (c) of the Regulations for the Federal Home Loan Bank System.
The effect of this resolution is to permit amounts due within one
year on long-term advances to be considered “advances with a matu-
rity of not to exceed onc year” pursuant to section 11 (g) of the Act.
In two banks (Cincinnati and Indianapolis) at the yecar end this
interpretation was necessary to meetl the requirements of the Act.
One borrower (Long Beach IFederal Savings and Loan Association)
was reported to be delinquent. This borrower was indebted to
the San Francisco bank on notes totaling $6,300,000, plus interest
at the rate of 2 percent from Deecember 31, 1947.  One of the notes
for 2,300,000 matured in June 1948, the others in November 1948.
The borrower has deposited cash in the amount of $1,385,554 and
United States Treasury bonds of $5,300,000 with the Court Registry
pending outcome of a suit brought by the borrower in the United
States District Court for the Southern District of California, Cen-
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AUDIT OF FEDERAL HOME LOAN BANKS ANXD BANK BOARD 25

tral Division, against the Federal Home Loan Bank of San Francisco
and others. The borrower secks substantial damages arising out of
the consolidation of the Los Angeles and Portland banks into the
Federal Flome Loan Bank of San i‘rancisco and the appointment of a
conservator for the Long Beach Federal Savings and Loan Association.
In the opinion of the bank’s counscl and the general counsel of the
Ilome Loan Bank Board and of Department of Justice attorneys, the
action and claim have no validity, and the suit is being defended.

Interest carned on advances was $8,852,661 in 1049, an increase
of $1,550,505 (21 pereent) over the 1948 earnings. This increase
was attributed mainly to an inerease of approximately $61,133,000
in the average outstanding advances. The average interest rate
earned on advances in 1949 was 2.04 percent; in 1948 it was 1.96
pereent and in 1947, 1.89 percent.

MEMBERS' DEPOSITS

Deposits are accepted from members under terms and conditions
prescribed by HLBB. The banks, by HLBB regulation, ave per-
mitted to reserve the right to require at least 30 days notice of in-
tent to withdraw time deposits. Interest was paid on time deposits
at varying rates, the maximum rate approved by HLBB being 1%
percent.

Members’ deposits soared to unprecedented heights in 1949.
The increase during the current fiseal year, $130,551,578 (132 per-
cent) over the preceding year, was attributed to two puincipal fuc-
tors: (1) the subsumtiuf growth in the shareholders’ investment in
the member institutions, and (2) the decline in the mortgage aclivity
of the members,

Members’ deposits fluctuate greatly from year 1o year as shown
by the following tabulation. (Deposits of applicants for mem-
bership, a relatively unimportant item, are not included.)

Increare
{—decrease)
Jrom preced-
Dalances, June 39 Time Demand Total ing year

$8,206,000  §1,152,000  $0,358,000 85,747,000
12, 330, 000 2,418,000 14,748,000 3, 300, 000
16, Gy, (00 3,205,000 10,874, 000 5, 126, 000
27, 730, 000 4,462,000 32,102,000 12,318, 000
24, 102, 000 5,013,000 33,115,000 9, 000
25, 417, 00 5,800,000 31,307,000 —1,808, 000
21, 354, 000 6,385,000 27,697,000 =38, 6L0, 000
28, 34, 000 2,692,000 29,216,000 1. 519, 000
18, 933, 000 2,427,000 21,360,000 —7,85, 000

G , 883,000 45,325,000 25, 968, 000
37,776,000 17,018,000  §4, 795,000 9, 467, (00

66,010,000 19,542,000 85,552,000 30,757, 000

73.033,000 25,775,000 69,508,000 13,25, 000
200, 163,000 29,139,000 229,302,000 130, 404,000

Of the total demand deBosits of $29,139,000 in the 11 banks at
June 30, 1949, onc bank (New York) held $17,119,000 (59 percent).
The New York bank maintains both & bank druft service and a money
order system for the benefit of its member institutions payable against
their demand deposit accounts. i

The Act places restrictions on the use of members’ deposits by the
banks. Before July 1948 the regulations of HLBB, in accordance
with authority granted in section’ 11 (g) of the Act, required that
25 pereent of these deposits be kept in cash and Treasury bills and the
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26 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

remaining 75 percent in cash, Treasury bills, certificates of indebted-
ness, Treasury notes, Treasury bonds eligible for purchase by com-
mercial banks, or short-term advances to members. In July 1948,
when a new liquidity policy was established by action of IILBB
(sce p. 5), the regulations limiting the use of funds provided by
members’ deposits were superseded.
Interest paid on members’ deposits by the 11 banks aggregated
$1,517,415 during 1949, an increase of $945,467 from the preceding
ear.
v INTERBANK DEPOSITS

An important attribute of a credit reservoir such as the Federal
home loan banks is the ability to supply temporarily the needs of an
bank from the reserve funds of other gnnks in the system. For this
purpose the Act authorizes the use of interbank deposits. The banks
make these deposits from funds in excess of their current needs and
from the procceds, not immediately needed, of consolidated obliga-
tions. The rates of interest paid on such deposits ranged from 1.65
percent to 1.80 percent. The rates are fixed by HLBB at the average
cost of all consolidated obligations outstanding. Interest paid on
interbank deposits totaled $131,554 in 1949.

CONSOLIDATED OBLIGATIONS

Consolidated obligations are the joint and several liabilities of the
eleven Federal home loan banks; they are not guaranteed by the Gov-
ernment as to either principal or interest. Consolidated bonds,
designated consolidated notes because they mature in one year or less,
were the only type of obligations outstanding at June 30, 1949.

Pursuant to the requirements of the Government Corporation
Control Act, all bonds, notes, debentures, and similar obligations
issued by the banks after December 6, 1945, are subject to approval
by the Secretary of the Treasury. The maximum amount of consoli-
dated debentures which may be outstanding at any one time is fixed
by section 11 (b) of the Act at five times the total paid-in capital of all
the banks as of the time of issuance. Consolidated bonds may be
issued upon such terms and conditions as HLBB may prescribe when
there are no debentures outstanding. However, there 1s no statutory
limitation on the amount of bonds that may be outstanding at any
one time. HLBB regulations provide that consolidated bonds shall
not be issued in an amount in excess of 12 times the total paid-in
capital stock and reserves required under section 16 of the Act.
This compares with the statutory lending limitation in section 10 (¢)
of the Act which states that advances to any member shall not exceed
12 times the amounts paid in by such member for capital stock of the
bank. The paid-in eapital stock under the HLBB regulation includes
the Government’s investment as well as the members’ stock—at
June 30, 1949, S102,492,700 and $128,597,875, respectively. Con-
solidated notes of $278,000,000 (including those herd by individual
banks) outstanding at June 30, 1949, were well within the limitation
(82,925,004,000) established by HLBB. In order to assure payment
of the notes, HLBB regulations require that the banks shall at all
times maintain assets of specified types, free from any lien or pledge,
in a total amount at least equal to the consolidated notes outstanding,.
At June 30, 1949, the total of the assets so held was $672,988,750.
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 27

During the year under review the consolidated notes of $306,500,000
outstanding at June 30, 1948, were redeemed, $278,000,000 of notes
were issued, and $20,450,000 of the notes issued during the year were
purchased before maturity. Thus the liability for outstanding con-
solidated notes was reduced $48,950,000. The transactions for the
year, at face value, are summarized by issues:

Quistanding Outstanding
June 30, 1948 Tssued Redeemed June 80, 1949
Eeries A-1948, 1146, dated September 15, .
. 1047, dne Sl.'mﬂ_!'!b(‘r 15, 1948 ... ___.... $55, 000, 000 $83, 000, 000 1
e Tameany o0 Jotejnuacy 20, 1865, 000,000 97,000,000 1
Serles B-1045, 1131;-;’5 dated April 15, 1948, u'.soo.ooo sa'sob'ooo
ue April 15, 1940, ... . ecoeoo. . 3 , 500,
e 3; ‘?mg, otg o sted Jume 10, 1048, 10,000, 000 10,000,000 t
e July 22, 1948 o oo iecee.-.. ) , 000,
‘Serles C-¥9-19, 1.65%; dated July 22, 1948,
due July 22, 1940 oo $115, 000, 000 14,450,0003  $100, 550, 000
Series D-1949, 13{% dated September 13,
. 1948, duc September 15, 1949 ... 120, 000, 000 3,725,000% 116, Z75, 000
Serles A-1950, 13£€7 dated January 20, 1949,
due January 20, 1050 .o -.ocecaemeennan 43, 000, 000 2 2,275,000 3 40, 725,000
$308, 500,000  $278,000,000  $320,030,000  £257, 550,000
1 Refunded.

3 Retired $54,000,000; refunded $43,000,000. .
3 Purchased in open market before maturity and held by the banks at June 30, 1919, but not retired.

After June 30, 1949, the banks retired $71,500,000 and refunded
$163,500,000. Of the issuec due July 22, 1949, the banks retired
$63,500,000 and refunded $51,500,000 through a short-term issue due
September 15, 1949, Of the issues due September 15, 1949, the
banks retired $8,000,000 and refunded the balance.

The cost (interest paid, concession on notes sold, and expenses of
the office of the fiscul agent) of borrowed money was $6,358,853
compared with $3,725,301 in 1948. Of the increase of $2,633,552,
approximatcly $1,673,000 resulted from a rise of $110,372,000 in the
average outstanding notes during the fiscal year, $938,000 reflected
the increase in average interest rates from 1.52 percent in 1948 to 1.78
percent in 1949, and $23,000 resulted from the amortization of pre-
miums paid on notes purchased before maturity.

CAPITAL STOCK, SURPLUS, AND RESERVES

The Government’s investment in the capital stock of the banks
was transferred from Reconstruction Finance Corporation to the
Secretary of the Treasury on July 1, 1947.) At June 30, 1949, the
Government’s interest in the banks’ capital stock was $102,492,700
(44 percent), a decrease of $17,298,500 during the year. This repre-
sents retirements of Government stoch in seven of the banks, includ-
ing complete retirement of the Government's interest in the Indian-
apolis bank. The law provides? that after the members, capital
stock equals the Government’s investment in a bank, such bank will
annually retire an amount of the Governinent’s investment equal to
50 percent of all amounts subsequently paid in by members for
capital stock. An amount of $3,567,300 was retired pursuant to the
requirements of the Act, and an additional $13,731,200 was volun-
tarily retired.

115 U, §. C. 606 note.
3 Section 6 (g) of tho Act.
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28 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

The members’ investment in the capital stock rose to $128,597,875
at the year end resulting from:

Capital paidin. .. e aa .. - -en 810,332,675
Less retirement of members’ capital stock under section & )

(@) of the ACt. oo 3, 903, 20

Inerease in members' investmentin 1949 ... $15, 424,175

The banks have complied with section 11 (g} of the Aet which
requires that an amount equal to the total of the members’ capital
stock and member deposits will be invested in Government securities,
deposits in banks, and advances with maturities of not more than one
year made in accordance with regulations of HLBB.

Surplus increased $1,241,578 during the fiseal year and amounted
to $26,396,059 at June 30, 1949. Accordirg to cstablished practice
of the banks, surplus has been divided into legal reserves, contingency
reserves, and undivided profits. The increase in surplus was attrib-

utable to:
ic'el income for the year ended June 30, 1949... $1, 435, 635
5N
Dividends. et 33,147, 598
Contribution to pension fund for prior

service paymentS.. . oocerciacaccmmcaan 16, 539 3191057
Increase fn surplus.. oo Ccmoecaono..- $1,211, 578
Distributed to: -
Legol reserve $857, 131
Contingency resery 191, 082
Undivided profits..... —136, 635
‘Total distribution $1,241,578

Each bank is required to carry to a “legal” reserve account semi-
annually 20 percent of its net earnings until the reserve is equal to its
paid-in capital. The amount of this reserve must be invested in
Government sccurities and in such securities as fiduciary and trust
funds may be invested in under the laws of the state in which the
bank is located.! This requirement was met by all the banks.

. Eight of the banks have voluntarily established reserves for con-
tingencies nggregating $4,779,143 at June 30, 1949. These reserves
represent neither provisions for known contingencies nor statutory
restrictions and, thercfore, should be considered as a part of the
undivided profits of the respective banks. HLBB requires that the
reserve for contingencies be invested in the same manner as the
legal reserve.

Al surplus reserves, both statutory and voluntary, were invested
in obligations of the United States Government in accordance with
the provisions of section 16 of the Act. '

Dividends declared by the 11 banks amounted to $3,147,538 in
1949 compared with $3,080,966 in 1948. Dividend rates ranged from
1 to 2 percent during the fiscal year 1949. The Cincinnati bank
increased its dividend rate from 1% percent to 2 percent for the six
months ended June 30, 1949. The Topeka bank reduced its dividend
rate from 2 to 1 percent for the six months ended June 30, 1949, after
increasing it 1 pereent for the six months ended December 31, 1948.

1 Section 16 of the Act.
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OPERATIONS

Although gross income of the banks increased $3,192,735 in 1949
to a tolal of $13,981,923, total cxpenses increased $3,738,941 to
$9,546,268. Thus the nct income for the period decreased $546,208
to $4,435,655. The increase in dircet expense of open market financing
was the principal reason for this change, requiring 46 percent of total
operating income in 1949 compared with 36 percent in 1948,

The resulis of operations, by banks, for 1949 were:

Percent of
net income
o net
Tolal worth af
operaling v YTotal Other Nu June 30,
HRank income expenses income income 1949
Boston... —82¢4 $358, 267 L5
New Yor! —1,118 , 528 2.0
Pit uihurtze 204 321,193 L4
Winston- 46, 364 452, 667 18
Cinelnnati__.._. 3 594,323 2.2
Indlanapolls.. 16, 746 376,458 27
Chicago._.. §6, 221 348,748 1.8
Des Moine 22,122 3 L7
Little R 212 201, 671 1.3
Topeka.. 139 2,177 1.6
San Fran - 681 434,073 L3
Consolldated (after
interbank climina-
[T, 1) T 13, 801, 578 9, 546, 265 180, 345 4, 135, 655 1.7
Consolidated results of operations of the banks, by years since 1945,
were.
Interest on
Compensa-  deposits and
tion and debenture

Gross other bank interest Net .

Year ending June 20 income erpenses  and cxpense income Diridends

$6,300,311  §1,313,288  » $705,(43 35 82,121,550
G, 660, 613 1,35, 77 8546, 607 4, (05, 142 2,385, 147
7,731,123 1, 536, 436 2, 184, (33 4,011, 654 3, 581,459

10, 789, 188 1, 502, 456 4,304, 571 4,081, 861 3, 080, 966

13, 31, 923 1,030, 000 7,876,228 4, 445, 655 3, 147, 54
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PART II—HOME LOAN BANK BOARD
PURPOSE AND FINANCING

Reorganization Plan No. 3 of 1947 (5 U. S. C. 133y-16 note), eflec-
tive July 27, 1947, created a permanent Housing and Home Iinance
Agency, headed by an Administrator who has the responsibility for
genceral supervision and coordination of its constituents, Federal Hous-
ing Administration, Public Housing Administration, and the Home
Loan Bank Board. The Home Loan Bank Board is composed of
three members who were given the functions of the Federal Home
Loan Bank Board, the board of directors of Home Owners’ Loan
Corporation, and the board of trustees of Federal Savings and Loan
Insurance Corporation. HLBB supervises and regulates the activ-
ities of the Federal Ilome Loan Bank System, charters and super-
vises the activities of Federal savings and loan associations, and its
mernbers act as the board of directors of HOLC and FS&LIC.

The Home Loan Bank Board does not receive appropriated funds
from the United States Treasury, but its administrative expenses
(exclusive of Examining Division expenses which are classified as non-
administrative) are subject to annual limitation by the Congress.
Except for costs of examining savings and loan associations, which
are paid by the examined associations, HLLBB expenses are allocated
to and paid by FS&LIC, HOLC, and the 11 Federal home loan banks.

ORGANIZATION

The functions of the stafl of HLBB were reorganized on January 1,
1949, to promote efliciency and establish more ﬁircct lines of author-
ity. The principal chango was the discontinuance of the Office of the
Governor of the Federal Home Loun Bank System. The divisions of
HLBB which had been responsible to the Office of the Governor be-
camne directly responsible to the Board or one of its members. Under
the plan the Supervisory and Examining Divisions report directly to
the Board, and the docket section wus transferred to the Office of the
Secretary. The new division of I'ederal home loan bank operations
has assumed the functions of the comptroller and the billing unit
formerly a part of the Examining Division. The review and analysis
section was abolished and its functions were taken over by the Divi-
sion of Federal Savings and Loan Operations. A budget officer was
designated to plan and coordinate budget functions, formerly the
responsibility of the assistant to the chairman of the Board.

Other organizational changes during the fiscal year 1949 include
the transfer of the duplicating section and its personnel from HOLC
to HLBB and the transfer of the bank examining personnel in the
office of the comptroller to the office of the auditor; both changes were
effective July 1, 1948. A description of the organization and manage-
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32 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

ment and an organization chart of HLBB at June 30, 1949, are pre-
sented in appendix B.

The staff of IILBB at June 30, 1949, numbered 420, an increase of
97 from June 30, 1948, which is explained below.

RESULTS OF OPERATIONS AND FINANCIAL POSITION

A significant phase of HLBB activity during the year was the
cxpansion of its examining stuff from 197 at June 30, 1948, to 275
at June 30, 1949, As a result, the number of examinations.of insured
Federal and state savings and loan associations in arrears was reduced
from 746 to 234 during the year. In addition, HLBB chartered 17
Yederal savings and loan associations during the year thus increasing
the number in existence to 1,495 at June 30, 1949.

A comparison of expenses and assessments to the organizations
supervised by HLBB for the last two fiscal yeurs follows.

Year ended June 50

—_—————————  Incrrase
1959 1948 (—decrease)
Operating expenses:
;“.‘nlurlcs.-. - $1,785, 176 81,455, G644 $320, 532
Travel e aa 258, 632 176, 787 81,845
Other e e ccmeneccmm e nen 108, 707 08, 550 10,118
Total operating CXPONSCS. o oeueeceenrecnvee 2,152,515 1,731,020 421,495
Less miscellancous Ineomne. oo oo ceocmccaonnsn 1,022 1,241 —210
Net exg mmmememscmmmccmsmsac—eseccear 2,151,493 1,720,770 421,714
Assessments to:
Insured instlitutions for examination fees.... 1,428,214 8T, 172 531, 102
Federal home loan banks.. ... oooee.connanes 433, 670 353, 000 50,670
Federal Savings and Loan Insurance Cor-
porstion.__._....... - - 175,152 168, 430 0,742
Hotne Owners' Loan Corporation 110, 418 115,533 -5,115

Other Government agencles for duplicating
SOTVIOUS _ o e e oo e 25,587 eceeeone--- 25, 567

Long Beach conservatorship. ... - : 62, 510 —62, 510
T'otal 4S80SSMeNtS. —cmveeecoameanaanaan 2,173,130 1,626,675 546,455
Exncit:s of u:;m).-ssmonts over expense (~—umder-
BSSCSSITICTS). .« coem e eemes e e ccmr e 21,6 ~10: , 74l
Lx!.\-sslve nssessments at begiuning of flscal ot 103,101 1247
FOACan o oamen - 233,135 387, 230 —114, 10t
- P 7
Assessment credit applicable to prior years— 2,72 241,138 0.6
Federal home loan banks.. o o.oooeoocanocmenen 78, 670 11,000 67,679
Exvessive ussessments at end of fiscal yeur...... $216, 0v3 $273, 135 ~ 857,042

In the assessment by HLBB to FS&LIC for the fiscal yeur 1049, 50
percent (847,500) of the sularies of the FS&LIC Operating Analysis
Division was allowed as a deduction from the 11LBB assessment. The
same percentage will be used for fiscal year 1950. HLBB did not bear
any part of this expense in 1948 even lhough the services were utilized
by the Board. 1In the fiscal year 1947, 80 percent of the costs of the
Operating Analysis Division were absorbed by HLBB. 1n the fiscal
year 1951 it is contemplated that HILBB will not bear any of this
expense. 1§0_ adequate evaluation of the activities of the Operating
Analysis Dl\'lS.lO_n.. based on the degree of benefit received by or the
npcds of the divisions using the services has been made before alloce-
thll‘(‘)f its costs. We recommended to the board of directors (HLB
of I b&_LIQ in our 1949 audit report that a study of the Operating
Analysis Division be made to determine the needs for the service and
a fair and resasonable basis for the allocation of its expenses.
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AUDIT OI FEDERAL IIOME LOAN BANKS AND BANK BOARD 33

During the fiscal year 1949 1ILBB charged the Federal home loan
banks $98,560 for the cost of chartering and supervising Ifederal savings
and loan associations. In the banking field similar costs are billed by
the supervisory bodies (o the individual commercial and savings bunks.
Also, state savings and loan associations have borne similar costs
charged by the state supervisory bodies. In line with the customary
practice for condueting such activities, we have suggested that LB
cousider the adoption of a plan whereby the costs of chartering and
supervising be charged to and absorbed by the Federal savings and
loan associations instead of the Federal home loan banks.

The act of July 3, 1948 (62 Swat. 1239), directed that the cost of
examining savings and loan associations be classified as nonadminis-
trative expense. The Bureau of the Budget limited such costs to
$1,410,000, which was &6,339 more than the actual examining expenses.

The Government Corporations Appropriation Act, 1949 (62 Stat.
1189), placed a statutory limitation of $460,000 on administrative
expenses; the actual expense was $22,323 less than this maximum,

The following summary shows the financial position of HLBB at
June 30, 1949 and 1948, and the changes resulting from operations
during the fiscal year 1949.

June &0
—_— ——————— - Increase
Aeraclz 1949 1948 (—decrecse)
L&) | .. ceen $115,204  $173,884 —$38, 450
Accounts receivable:

Insured institutions for exmmining fees 116, 300 120, 600 25,640
Governiuent sgencies... 6, 669 iy} 5,005
Tong Beach Federul Sav 89,781 89, 786 15
03170 U L e 421 —~|'2__!
$157, 054 $185, 408 —$27, 481
Liahilities ) -
Accounts paynble and acerned Habillties oo ooucaeooooo0 S$i41,801  $112, 270 $29, 501

Excessive assessmentys agalnst Federul home loan banks,
less Exarnining Divislon defieits 210, 003 23,135 —37, 42
$357, 9534 $185, 405 —827, 451

The estimated liability for employees’ accumulated annual leave,
approximately $371,000 and $306,000 at Junc 30, 1949 and 1948, re-
spectively, is not included in the above statement.  In our opinion, the
liability should be reeorded in the accounting records of HLLBB and
slll)(l)wn in its financial statements in the amount estimated to befpay-
able. 4

Following is a summary of the sources of funds and their applica-
tion from inception of the Federal Home Ioan Bank Board in 1932 to
June 30, 1949.

Funds provided by:
Assessinents:

Fodernl home loan banks.. . . $5, 108,728
Federal Savings and Loan Insurance Corporation........... 1,899, 283
Tlome Owners' Loan Corporution.................. . 2,167,623
Fees received by l-:xamlnln'g ivision of HLBR 12,313,517
Appropriations from U, S, Treusury for:
Federnl savings and loan promotion fund. ... .._....._. 110, 089
Establishment of the Federnl Home Loun Bank System.... 223, 407
Miscelluncons Income, including $158,342 chargred to 1.ong Beach
Federal Savings and Loan Association conservatorship........ 200, 942
Total funds provided. oo ceccecneacocmcmanemmaanacacanaa. $22,023, 58_9
Funds applied to:
Opersting expense. - §21,807,400
Working l.. - 216, 093
Total funds applied $22,023. 589
06228—50——3
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34 AUDIT OF FEDERAL HOME LUAN BANKS AND BANK BOARD

The working capital was derived from excessive assessments against

- . A -~ «
the Federal home loan banks, less deficits incurred by the Examining
Division:

Federal home loan banks:

Assessments made §5. 105, 728
F.xpenses sllocated.... 4,719,338
) ATLICER UL BURE L) 11 1 U PR 2359, 300

Examining Division:
T xpenses allocated
Proes recvived. ...

Deficit

Nt eveessive agsessinents represented by working eapital

IILBB considered our recommendation made in previous audit re-
ports to return the excessive assessments to the banks and in Junuary
1949 allowed a credit of $78,679 against their 1949 assessments.
HLBB plans to make additional vefunds to the banks when it considers
conditions are appropriate.

REcOMMENDATIONS TO THE CONGRESS

1. Reorganization of Home Loan Banl: Board

On October 14, 1949, an overall plan for centralization of Govern-
ment housirg functions into a Housing and Home Finance Corpora-
tion was submitted by the Coniptroller General to the Governinent
Opcrations Subcommittee of the ouse Committee on Expenditures
in the Executive Departments at its request. Under this plan the
Housing ard Home Finance Agency would be incorporuted, snd the
powers and functions now exercised by various housing agencies and
activities would be transferred to it for coordination and general ad-
ministration. As one of the present constituent units, HLBB would
become an_operating division of the proposed rew corporation to
supervise the functions of the Federet home loan benks. An addi-
tional funetion of this division would be the operation of a sccondary
market for FHA ard VA mortgages through the Federal home loan
banks, The operation of a secondary market is at present the re-
sponsibility of Federal National Mortgage Association, a subsidiary
of RFC. Banks, insurance companies, urd building and loan associa-
tions have constituted 95 Yercnnt of the market for FIIA and VA
mortgages. HLBD through the Federal home loan banks is the
logical buying and distribution channel for the morigages, and it
would act as agent for a Ilome Owners’ Mortgage Division (propose
under thg reorgnpiv.ution plan as successor to ilomc Owners’ Loan
Corporation), which would have the function of owning and serviein
all home mortgages owned by the Government. The functions o
HLBB with respect to Federal Savings and Loan Insurance Corpora-
tion and Iome Owners’ Loan Corporation would be relocated.

2. Amend Gocérnment Corporation Control Act to include HLBB
The finanecial transactions of the ITome Loan Bank Board should be
subject to budgetary control and audit in the same manner as Govern-
nmnt,'corpormions under the Government Corporation Control Act
31 T.8. C. 841) rather than under the Budget and Accounting Act
of 1921 (31 U. S, C. 41-58, 71), sivce all the revenues (exclusive o
reimbwsemnents for examinations of savings and loan associations)
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AUDIT OF FEDERAL 110MFE LOAN BANKS AND BANK BOARD 35

are obtained from (Government corporations and no appropriations
are received from the United States Treasury.

We recommend that title I of the Government Corporation Control
Act be amended to include the Home Toan Bank Board.!

3. Services and benefits furnished without cost by the Government

Generally accepted accounting principles and sound business
practices dictate that all items of income and expense of a business
enterprise should be included in its aceounts and financial statements.
Although HL.BB may not be termed a business enterprise, its expenses
are borne by such enterprises through assessments and fees for services
provided by HLBB calculated to reimburse HLBB for its cost.
Under the present law, however, the Government furnishes certain
services and benefits to IILBB without charge. While the cost is,
of course, included in the experse of Goverrment as a whole, it is paid
by other agencies. Cobsequently, the accourts of IILBB do not
include corresponding items of expense, the assessments and fees
levied against the constituent agenecies and private associations do
not include such costs, and ihe financial statements do not fully
disclose the results of its operntions. Among these costs are reot,
employees’ retirement and compensation benefits, and Department
of Justice legal services.

We believe it to be not only desirable but practicable to require
that the Board’s financial picture be completed through actual
payment of the costs involved and that the fees and assessiments
collected from its constituent units be calculated to reimburse the
Board for these actual costs. Not only may it be inferred from the
organic law that the full cost of the Board’s activities are to be ab-
sorbed by the institutions under its jurisdiction, but the above costs
are readily obtainable and could be so recovered.

RecoMMENDATIONS TO THE MANAGEMENT

There are no new recommendations considered to be of sullicient
importance to warrant inclusion in this report. Certain of our
recommendations have been adopted, and others are being considered
by the management.

CosrLiaxce

The scope of our examination is set forth below. During the
examination we observed no program, expenditure, or finuncial trans-
action, which, in our opinion, was carried on or made without authority
of law. TIn significant matters, our opinion is based on decisions of
the Comptroller General and advices from his General Counsel.
Comparatively inconsequential errors arising in the routine conduct
of the aflairs of 1ILBB have been or are in process of being corrected.

All disbursements were subjeel to scttlement and adjustment by
the General Aecounting Office under the provisions of the Budget and
Accounting Act of 1921.  We were advised by the Audit Division of
the General Accounting Office that the vouchers have been audited
through April 1949 and that no material amount of exceptions was
outstanding.

! Legislation in this respect, proposed by HLBE, has been transmitted to the Bureau of the Budget.
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Scorr: oF Avpit axp OriNiox

We have examined the balunce sheet of the Home Loan Bank Board
as of June 30, 1949, and the related stutements of expenses and
assessments for the vear then ended.  We have reviewed the system
of internal control and the accounting procedures, and, without
making a detailed audit of the trausactions, have examined or tested
accounting records and other supporting evidence by methods and to
the extent deemed appropriate in view of the work performed by the
Board’s internal auditing stafl. Our examination was made in accord-
ance with generally accepted auditing standards and included alt.
auditing procedures which we considered necessary in the cireum-
stances.

In our opinion, the accompanying balance sheet and the related
statement of expenses and assessments, including the cxplanatory
notes, present fairly the financial position of the Home Loun Bank
Board at Junc 30, 1949, and the results of its operations for the year
ended at that date, in conformity with generally accepted accounting
principles applied on a basis consistent with that of the preceding year.

Sreruen B. Ives,
Director of Corporation Audils.
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Exmerr 1

HOME LOAN BANIK BOARD
COMPARATIVE BALANCE SOEET—JUXE 30, 119 AND 1938

June 30
ASSETS 1949 1948
Casm, - . R $115,204  $173,554
Accotsts RECKIVADLE:
Insured institurions for examining feeS . oo o o cmenecommeeommmeema—n PR 146, 300 120, 660
GOVOTIIRENL BRUDCHS o oo eecececeumecce e . 6, (9 614
Long Beach Federal Savings and Loan Association (uote 1)....._. [ . §9, 781 89, 766

FIXED ASSETS:

Furniture, fixtures, and cquipment at cost, June 30, 1919, $167,813; Juno 30,
1148, $£111,061-—less 100 pereent depreciation

OTUER ASSETS -

LIABILITIES

ACCOUNTS PAYABLE AXD ACCRUED LIABILITIES:
Due Government apencies:

Iousing and Home Finanee Agency and afliliates. oo ooaaeeea e—mmeeam—. $5, 2683

Other. .. eaao. 58, T34

Acrrued salarie: 31, 583

Other payables. .. ocaaeeoo PR 43,959
EXCESSIVE ASSESSMENTY mnade arainst Federal homie loan banks, less defieits

incurred by the Exurnining Division (exlibit 2), 216,093

£357, 054

_——

‘The notes on page 40 are an integral part of this statement.
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 39

-ITOME LOAN BANK BOARD
COMPARATIVY STATEMENT OF EXPENSES AND ASSESSMENTS
For the Years Ended June 80, 1959 and 1948

‘Operating expenses:
Sularles (schedule 1) cmmmmmmmt e m———————
50
Transporiation of things.
Communications. ...

i
Supplies and 1wLeterials.

Equiproent -
. Honsing and Ilome Finunee Agency.

Total operating expenses.

Less miseelianeous INCOMe. . oo cceaceceencccmmccaceccecaanan
Net expense._.oeeooooca. - .-
Assessments 10!
Insured institutions for imatinn fees
Federal home loan banks. __.ovv.ooo oo iceaiaa
Federal Savings and 1.oan Insurance Corporation -
Homme Owners' Loan Corporation. .. ... -
Other Government agencies for duplicating services. -
Long Beach conservatorsip. ... oo oooooeeencmcccaceann
Total assessmentS. . .o..—.... .
Excess of assessments over expenses (—underassessment). ...
Excessive assessments at beginning of Gscal 3e0r e emeeeee.. -

Aa{st:;ment eredit applicable to prior yeurs—Federal home Ioan
DEAUKS

Excessive nssessments at end of fiscal year (exhibit 1) o—eeeen-e

ExHinir 2

Year endeld June 30
- Increase

1049 1™M8 (—decrecse)
$1,785, 176 $1,455,641 $320, 532
38, 63 137G, 787 81,815
£ —314
17,001 -~7.216
32, 858 -3, 4510
5,049 —021
5, 552 -18,073
36, 135 30, 476
11,014 10, 641
............ -1,073
2,152, 515 1,731,000 421, 495
1,022 1,211 —=20
2,151,403 1,789,790 421,714
1,428, 274 8§97, 172 &1, 102
433, 670 38, 000 50, 679
175,172 168, 430 6. 742
110, 418 115, 533 =5, 115

23,587 ceneo-o.. 25,58
...... cemane 42, 540 —(2, 540
2,173,130 1, 6%, 675 516,425
21, (87 =103, 104 124,741

273, 1356 37, K39 =114, 104
204,772 24, 135 10,637
78, 670 11,000 67,670
$216, (093 $273, 135 —$57,042

The notes on page 40 are an Integral part of this statement,
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NOTES TO FINANCIAL STATEMENTS

1. A suit is pending in the United States Distriet Court for the Southern District
of California, Central Division, agninst the Federal Home Loan Bank of San
Francisco, Ilome Loan Bank Board, Federal Savings and Loan Insurance Corpora:
tion, and others, and a claim has been made on behulf of the Long Beach_F_ederal
Bavings and Loan Association seeking substantial damages. In the opinion of
general counsel of HLLBB and FS&LI%, aud of Departient of Justice attorneys,
the action and claim have no validity, and the suit is being defended.

2. The estimated liability for employees’ accumulated annual leave is approxi-
mately $371,000 and $306,000 at Junc 30, 1949 and 1948, respectively.

3. Certain costs normally chargeable to operations have not been included 83
operating costs nor reflected in the balance of excessive assessments at June 30,
1949, because HLBB is not required by Iaw to pay sucli costs. © These costs, which
aro borne by the Government, include rent, pastage, contributions to the cl)"l
service retirement and disability fund and the Federal employees’ compensation
fund for the Government’s share of the cost applicable to 11 LBB cmployees, s
legal services rendered by the Departinent of Justice.
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Exmsir 3

IIOME LOAN BANK BOARD
STATIMENT OF EXCESBIVE ASSESSMENTS, BY YEARS
From Inception to June 39, 1949
(Bascd on information recelved (rom 1I.131B)

Analysis of excesaive assessments

Em"'i(';f:f‘ ;))uimn Federal home loan banks
Y Tolal iy -
ear expense Balance o)
ended assessinents (noles 1 Ezcessive c.ru.uinl

June 20 note and ¢ assexsmenls Income Ezpense Deficlt Azscrzmenls Erpense areessments
103 $223, 407 I AOTA) oo ol eiicciin veeeeeemeeenn mmeeeeoem e e —m—me s e oo
1934, 455, 758 03,457 SRRl . eeeiciir mmieremomoooon $214,072 $52, 301
1995, 589, 182 514, 513 - 186, 459 44, 869
1430. . 030, 238 ) - 159, 613 107, 350
1047, 1,140,804 1,074,872 - 163, 979 66, 021
1 1,214,385 , 120,89 - 56, 609 93, 491
1049, - 1, 108, Xy 1,121, 062 i i - 210,174 15,174
b 1,4, 521 1, 256, 745, 028 - 292,182 17, 518
1041_ 1,487,170 1,345, 447 917, 955 - 158, 217 141,728
1012, - 518, 888 1,462,434 1,007, 454 - 258, 516 41, 45
1013, . 1,451,510 1,311, 5 Sli 0 01,566 L. 250,748 40, 252
1014 1,410, 354 1, A35, 388 53, 5, 155 464,579 119,679
1045 1,705, 140 - 1,810, 112 10,767 415, 20 4,701
1016, ree] 1,820, 181 190,217 457, 1491 =711
1047 2,001, 512 2, (5K, (104 44, 725 o186, 737 13, 253
1048, 1,616, 916 1, 731,020 104, 056 J82, (M8 —10,018
1049, 2,005,473 2,152,515 -, 613 355, 000 436, G55 —B1, 655
Total.. $22,023, 589 $21, 807, 496 £216, 093 $12,314, 517 $12, 486, 814 $173, 207 $5,108,728 84,719,338 $389, 390

Norrs:
1. Assessments equaled cxpenses for both ITOLC and FS&TJIC and are included
here (LIOLC, $2,167.623; FS&LIC, $1,609,253),  Also Included In assessments aned

cx{)unsns are appropriations which were Mlly expended amremiting $883,496 and -
ol

1er miseellaneonus expenses which are fully relmbursed aczregating §200,912,

2. Includes $110,089 In the years 1931 to 1937 Inclusive, reprosenting the Federal
snvings and loan prometion fund which was appropriated from the general funds
of the United States ‘I'reasury, pursuant Lo sectlon 6 of the ITutme Owners’ Loan
Act of 1033, for use of the Federal [lome Loan Bank Board to eneourage local thrift
und hore financing,
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3. HLBR made a determination in the year 1919 that for the period from inception
of the Examtning Divislon In October 1934 to Deeember 15, 1443, the Incore and the
expenses of the Examining Division were equal in amonnt, and for the perlod after
December 15, 1943, based on acenunting records, the Examining Divislon bad
Ineonie, expenses, und defleit, as shown asbove,

4. P'ursuant to scction 18 of the Federal Home Loan Bank Act of 1912, $250,000 was
appropiriaded from the general funds of the Unlied Slates Treasury to orgonlze
and establish the Federal Home Lean Bunk System. Of this amount, $223,407
was expended and the balance returned to the T'reasury.
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ScuepoLe 1
HOME LOAN BANK BOARD

STATEMENT OF EXPENBSES AND ASSESSMENTS AND THEIR ALLOCATION
For the Year Ended June 20, 1049

Federal
Strings Ifome
3 Federal and foan Owners’ Other
Total Eramining Duplicating home loan Insurance Loan Government
expensen Dicision Sectlion banks Corporation Corporalion agencies
OPERATING EXPENSES: )
Salarles:
Olllee of ITL.BER Chalr: - .. $25, 361 £7,257 £6, 131
Oflltee of HLIBID meinbers.. - 40,423 n,2z7 9, 7.
Asslslant to the Board..... - aee- 18, 159 5, 442 4, 535
Assistant to the Baard Chalrman. . cocaceooaacaeoaee 15, 860 4,128 3,440
Budget Office. oo oo eeaeaeaea 16,114 4,191 3,44
OMlice of the Seerctary 7m, 722 20, 170 m, 809
Duplicating Sectlon.... 44,610
Docket Scetlon.. . ... 14, 100 3. 031 -
Oflice of Informuation. .. 11,054 3,310 2,763
Olllee of the Awditor. . - 16, f58 13, 882
Tl Depxartment. - oo oo oeimmcmamaeccmceccceemcccccassenas 116, 260 34,878 29, 065
Personnel Department. - 32, 928 3 6, 436
Supervisory DIVISION. oo cee s cccmmcraa et 114, 461 _
FILLB Operatlons Diviston. .. 105,
F8& L Operations Divislon... 25, 8459
Office of the Governor........ - 6, 240 [ Y F 11
Ezxamining Division...-._.... cammemeeemsacEssammmmmmmseeennn *1, 0G0, 700 1,060, 257
Total salarles (exhibt 2) oo cevrvnceccam e rmmeecae 1,785, 17! 1,121,056 44,610
258, 632
968
17,071
TRents and utilitios. 88
Printing and binding. 5,09
Otlier eontractual sery 5,652
Sup| lles nnd materials 36,135
Equipment ... 11,014
Duplicating Scetlon:
Direet eharges (—reduetlon). oo oo cccommmiieecceacnean  wennee 3,018 —40, 968 ooieemann..- 11,308 b, 457 $28, 557
Allocated eharges (—reductlon). coemoooccocicmcnnicanaceecnn ermemesesnanan ~18,070 13, 578 2,046 a [ 11, S, .
Total operating expenses- - ... . 2,152,515 1,403,000 cicoocaioaiaaa 437,677 175,172 110,418 25, 87
LF89 MISCELLANEOUS INCONE.-..... - 1,022 1,022 oeeiiaen e
Net expense. S 2,151,493 1,403,606] oooeeenieaos 436, 635 175,172 110,418 25, 587
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ABSESIMENTS TO:

Insured insututions for examination fees. .. ocooooecceeeeeoooo
Assessments agalnst Federnl hom s loan banks....
Federul Savings and Loan Insurance Corporation.
Home Qwners' Loan Corporation
Other Government agencics for dupllamng serviees ...

Total assessinents.

EXCESS OF ASSESSMENTS OVER EXPENSE (— UNDERASSESSMENTS)...
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44 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

GrExEraL COMMENTS
EXAMINATION FEES

The Examining Division of HLBB examines insured institutions
(Federal and state) and such other institutions, including applicants
for insurance, us HLBB may require.

According to scction 8 of the Federal Home Loan Bank Act “In
any State where state examination of members or non-member bor-
rowers is deemed inadequate for the purposes of the Federal home
Joan banks the Board shall establish such examination, all or part of
the cost of which may be considered as part of the cost of making
advances in such state.” Virtually no examinations have been made
under this provision.

Section 403 (b) of the National Housing Aet (12 U. 8. C. 1726 (b))
provides that applications for insurance shall contain an agreement
“(1) to pay the reasonable cost of such examinations as the Corpora-
tion [FS&LIC] shall deem necessary in connection with such insur-
ance, and (2) if the insurance is granted, to permit and pay the cost
of such examination as in the judgment of the Corporation may from
time to time be necessary for its protection and the protection of the
other insured institutions.” The FS&LIC regulations require that
all insured institutions permit and pay for at least annual examina-
tions by the Corporation. These examinations are made by the
Examining Division of HLBB.

The exumination fees reccivable of $146,300 are all considered to
be collectible.

The per diem rates for examinations were changed effective August
11, 1948, from $31 for senior examiners and $26 for assistants to 8
single rate of 830; and effective July 1, 1949, the single rate was
increased to $34. The financial results of the operations of the
Examining Division during the last four fiscal years were:

Framination  Net income

Year ended June 30 Erpenses Jees (—deficit)
2077, 024 008, 707 ~$19,217
1,115,225 1, Gy, 500 —=19.725
1,001, 228 807,172 =101, 004
1,403, 651 1,428. 274 24,613
&4, 408,038 1,349,653 —3$14%, 1383

It is our opjninn that the responsibility for the examination of in-
sured institutions and the determination” thal such institutions haye
complied with the insurance regulations should be vested in the
general manager of FS&LIC. The general manager at all times
_should be cognizant of conditions existing in ecach insured association
in order that he may adequately discharge his duty of safeguarding
the insurance fund. TFurther, we believe that the present delegation
of responsibilitics from an insurance standpoint does not provide
adequate Imunagement control. In addition, there is a serious ques:
tion as to the desirability of permitting a regulatory body (1TLBB)
having authority to promote and charter Federal associations, which
arc required by law to be insured, also to supervise insurance under-
writing.
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AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD 45

LONG BEACH FEDERAL SAVINGS AND LOAN ASSOCIATION—
CONSERVATORSIIIP COSTS

The balance sheet of IILBB at June 30, 1949, shows the unpaid
balance of $89,781 representing costs incurred in the conduet of the
association’s affairs while the association was in the possession of a
conservator appointed by the Commissioner of the Kederul TIome
Loan Bank Administration on May 20, 1946. The total expenses
incurred by the conservatorship were $158,342. Litigation is now
pending in the United States District Court for the Southern District
of California, Central Division, involving the Long Beach Federal
Savings and L.oan Association and the validity of the conservatorship.
In the opinion of the general counsel of 1ILBB and of Department of
Justice attorneys, the action and claim have no validity, and the suit
is being defended.

EXCESSIVE ASSESSMENTS

Exeessive assessments against the home loan banks have been re-
duced by the absorption of underassessments for several years and by
the deficits sustained by the Examining Division through insufficient
charges for examinations of savings and loan associations. The bank
assessments are authorized by section 18 (b) of the Ifederal Home Loan
Bank Act (12 U. S, C. 1438) for the purpose of defraying the expenses
of the Home Loan Bank Board. The funds derived from the excessive
assessments are primarily used for working eapital of 1ILBB and to
finance the receivables for examination fees due from the savings and
loan associations. In our opinion the IKxamining Division deficits
should be charged against the Federal Savings and Loan Insuruncdé
Corporation.! The function of examining insured institutions is the
responsibility of FSELIC by law (12 U. 8. C. 1726 (1)) and therefore
should be operated and financed by that Corporation.

The auditor and the comptroller of HLBB, at our request, have
analyzed the amount representing the excessive assessment to de-
termine the ownership of the funds. The accounting records, from
inception of the Examining Division in October 1934 to December 15,
1943, showed only dircet expenses. No indireet or allocated charges
for services performed by other divisions or offices of HLBB for the
benefit of the Examining Division were charged. It was impracti-
cable to determine by means of accounting data what the additional
costs should have been. HLBB has made an administrative de-
termination that for this period the Iixamining Division’s income
ETmled expenses.  From December 16, 1943, through June 30, 1949,
all direet and indirect costs of the Examining Division were accumu-
lated. As a result of the determination for the period from October
1934 to December 15, 1943, and the subsequent accumulations, the
excessive assessments at June 30, 1949, have been allocated by

HLBB to:
Excessive assessments to the Federal home loan banks. oo ooooooooooooan £389, 300
Less Exainining Division deficit. oo oo ecimammicnciaccaaa 173, 207
Excessive nssessment balanee, June 30, 1919 inimiieeinnnn. _S‘flE(lO._l
—
' In April 1019 HLBB decided that it would not make an assessment agalnst FS&LIC for the Examining
Division deficit.
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46 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

The accumulated excessive assessments against the banks were re-
duced during the year 1949 by u credit of $78,679, allowed on their
1949 assessments, representing a partial distribution of the accumu-
lated excess. The amount of the credit was determined by a study
of the cash requirements of HLBB. Further distributions will be
considered by HLBB depending on its cash position and other condi-
tions. 'The Examining Division deficit was decreased during 1949 by
$24,613 representing an excess of income over expenses of the division.

OPERATING EXPENSES

Expenses of FILBB were $2,152,515 for the fiscal year 1949, or
$421,495 more than for the preceding year. Activity in the Examin-
ing Division increased so that the number of examinations in arrears
was reduced from 746 at June 30, 1048, to 234 at June 30, 1949. Iis’
personnel was enlarged by a net addition of 78, and its expenses,
principally for salarics and travel, were $402,433 greater than in 1948.
The expenses of the Duplicating Section, which was transferred from
HOLC to HLBB at the beginning of the year, include $47,753 for
services reimbursuble from affilinted and other Government agencies.
No comparable amount, appeured in the expenses of prior yoears.

The salaries of the Operating Analysis Division of FSELIC were
absorbed by HLBB to the extent of approximately $47,500 represent-
ing 50 percent of such salarics. The same percentage will be used for
fiscal year 1950. The costs of this division in the fiscul year 1947 were
borne 80 percent by FLLBB and 20 percent by FS&LIC; in 1948
FS&LLIC absorbed the entire costs; in 1949, as stated above, they
were divided equally; and in the fiscal year 1951 it is contempluted
that ¥S&LIC will be charged with all such expenses. No evaluation
of the activities of the Operating Analysis Division based on the de-
gree of benefit received by or the needs of the divisions using its serv-
ices has been made to justify the allocation of its costs.

SUPLRVISION OF ABSOCIATIONS

Officers of the home loan banks, as agents for FS&LIC and HLBB,
review the reports of examinations of associations land take such su-
pervisory action as they deem necessary. The bank officers are electcd
by the home loan bank directors, most of whom are officials of institu-
tions subject to examination and to supervisory criticism and action.
This situation interferes with the independence of the supervision and
so constitutes a weakness in the administration of the law. An e
ample of this condition is the Long Beach Federal Savings and Loan
As_socml.lo_n. (See p. 45.) A partial offset to this deficiency is the
existence in JILBB of the Office of the Chief Supervisor, which re-
ceives examinntion reports and independently reviews both the re-

ports and the actions of the district supervisors and takes such ac.ion
as the circumstances warrant.
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ArrEnpIx A

FEDERAL HOME LOAN BANKS

ORGANIZATION AND MANAGEMENT

Each Federal home loan bank is an integral part of the permanent
home loan credit system under the Home Loan Bank Board, which
exercises general regulatory and supervisory authority over the banks
and conducts examinations of them.

There were 12 district banks organized in October of 1932, each
serving an arca determined by the former Federal Home Loan Bank
Board. On March 29, 1946, the Federal Home Loan Bank Commis-
sioner merged the Los Angeies and Portland. banks into a new bank
located in San Francisco, thus there were 11 district banks at June
30, 1949. Tho San Francisco bunk continues to operate the Los
Angeles and Portland banks as branches.

The home loan banks bear the names of the cities in which they
are located. The regions over which they have jurisdiction are:

Distriet Lo:ation of bank Jurisdiction
1 Boston, Massachusetts .. __..___.__ Muine, Vermont, New Hampshire, Massachusetts,
Connectlcut, Rhode Island
2 New York City. oo New York, New Jersey, Puerty Rico, Virgin Islands
3 Pittshburgh, Pennsylvania... ... _... Delaware I’eqnsyl\'mﬂu. West Virglniy
4 Winston.$alem, North Carolina......._. Mar, 'lund. District of Coluwbia, Virginla, North
Caroling, South Carolina, Qeorgis, Florida, Alabamas
b Cincinnatl, Ohi0. e ememccra e Ohio, Kentucky, Tennessee
6  Indianapolis, Indiana. - Michigun, Indiung
7 Chieago, INlinois. .. ccomoomecemanneas ‘Wisconsin, Illinoig
8 Des Molnes, Jowd. . e omiaereaaaaan North Dakota, South Dakota, Minnesota, Iows,
s3our]
9 Little Rock, Ark Arkansas, Missiscippi, Louisiuna, T'exas, New Mezxico
10 Topeka, Kansas Nebruska, Kansas, Oklashoma, Colorado
11 Ban Francisco, Culifornia. _ Moutzng, Washineton, Orepgon, Idaho, Utah, Wyo-

ming, Aluska, Calilornia, Novada, Arizona, Hewaii

The regional banks are owned by the United States Government and
by savings-and-loan-type associations, insurance companies, and
savings banks which have become members under section 4 of the
Act. The capital stock has a par value of $100 per share, and the
Act prescribes that the capital of each bank shall not be less than
$5,000,000. The total of the minimum capital established for the
12 banks on August 24, 1932, was $134,000,000. The Act authorized
a maximum participation by the Government of $125,000,000; the
amount invested was $124,741,000,

The management of each bank is vested in & board of 12 directors
who must be citizens of the United States and residents of the district
in which the bank is located. Four of the directors are appointed by
HLBB, and the other eight are clected by the member institutions
subject to approval by the Board. The membership of cach bank is
divided, on the basis of the aggregate unpaid principal of home
mortgage loans held, into three groups representing the large, medium-
sized, and small institutions. Two directors aro elected from each of
these groups, and the remaining two are chosen by the membership
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50 AUDIT OF FEDERAL HOME LOAN BANKS AND BANK BOARD

at large. If at any time when nominations are required the members
hold Iess than $1,000,000 of the capital stock of a regional bank,
HLBB shall fill any position for which a nomination is required.

Although the management of each bank is vested in its board of
directors, the board is subject, in all its acts, to the regulations pre-
scribed by the Home Loan Bank Board.

Certain officers of the several bunks have been appointed agents of
the Home Loan Bank Board, Federal Savings and Loan Insurance
Corporation, and Home Owners’ Loan Corporation. Thus the banks
perform various functions relating to the processing of Federal savings
and loan charters and insurance applications, the supervision of in-
sured institutions, and the repurcEase of HOLC investments in
savings-and-loan-type institutions.
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ArreExpoix B
ITOME LOAN BANK BOARD
ORrcaN1ZATION AND MANAGEMENT

The Federal Home Loan Bank Aet, in seetion 17 (12 U. S. C. 1437),
provided for a Federal Home Loan Bank Board of five full-time
members to be appointed by the President of the United States on a
bipartisan basis, by and with the advice and consent of the Senate.

Reorganization Plan No. 1, effective July 1, 1939 (5 U. S. C. 133t
note), created a Federal Loan Agency to supervise and coordinate
the functions of several Government agencies, including the Federal
Home I.oan Bank Board, Iederal Savings and ILoan Insurance
Corporation, and Home Owners’ Loan Corporation. Ixecutive
Order 9070, dated February 24, 1942, transferred the Federal Home
loan Bank Board and all the organizations .under its jurisdiction
(as well as certain other agencies) to National Housing Ageney.
This agency, headed by a National Housing Administrator, had
three constituent units, one of which wus the Federal Home Loan
Bank Administration. By the same order, the oflices of the members
of the Federal Home Loan Bank Board were vacated, and the Chair-
man became Commissioner of the Federal Home Loan Bank Adminis-
tration, with all of the functions, powers, and duties of the former
Board, subject to the supervision and direction of the National
ITousing Administrator.,

Reorganization Plan No. 3 of 1947, cffoctive July 27, 1947 (5 U. S. C.

133y-16 note), provides for a permanent Housing and Llome Finance
Agency with the same constituent agencies ‘as the former National
lousing Agency. H&HFA is headed by an Administrator who has
the responsibility for general supervision and coordination of its
constituents. The Ifome Loan Bank Board created by the plan is
composed of three full-time members appointed by the President
of the United States on a bipartisun basis, by and with the advice
and consent of the Senate. The members of HLBB have the functions
of the former Federal 1lome Loan Bank Board, the board of directors
of ITIOLC, and the board of trustees of FS&LIC. (These three
boards were abolished by the plan.) . .

An orgunization chart showing the divisions and their functions
appears on page 53. In addition to the secretary’s responsibility
of recording and preserving the official resolutions of the board, he
has the functions of purchase and supply, providing communication
facilities, and the maintenance of files and other records. The budget
officer has the function of coordinating the budgets of HLBB, FS&LIC,
and IIOLC for submission to the Congress, Bureau of the Budget, and
other interested agencies. The board has delegated authority to the
respective division head$ to carry out their assigned functions as
indicated in the organization chart.
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APPENDIX B

HOME LOAN RANK BCARD

Organization Chart
Jure 30, 194¢

HOUSING AND HOME FINENCE AGENCY

PUBLIC HOUSING ADMINISTRATION HOME LOAN BAMK BOARD FEDERAL HOUSING ADMINISTRATION
Asgistent to the Foard Asslstent to the Chalrmen
Secretary Eudget Officer
FEDERAL SAVINGS AND LOAN HONE ORINERS'
INSURANCE CORPORATION LOAN CORPORATION

I | I L I |

N CF FEOERAL DIVISION OF FEOERAL .

EXAMIKING DIVISION SUPERYISORY DIVISION LEGAL DEPARTMENT NH&PLJI BARK AVINGS & LOAN AUDITIFG DEPARTHMERT PERSONNEL DEPARTMENT
Conducts exarinations and rvi ' - Re sible tor all Svpervises financial and analyzes and meber rec. Respensiple for awdit of Responsible for person-
audits of Federal savings I:': 3 I:.’..':::n: I.I‘az..,- lega| ratters of ELEB, otner cperaticns of the ormehdations on brecosed the Federal bore loar nel activities of HLBB,
§ loan associations: in- |n3 jointly with state FSJLIC, anc HCLC, Federal home loan varbs, rew Federal savinas § tanks anc internal aucit FSILIC, and HOLC.
sured state institulions; authorities supervises anr the fiscal affairs lcan asscciations. of hirs, FSALIC, and
and applicants. ingured state inatity- et hlBs. LC,

fons.

UNVESTMERT SECTION COMPTROLLER'S SECTICN ANALYSIS SECTION
- Plans and directs Ludget- Analyzes and rakes rec-
5’.’:!.’{5&:'5:‘.:32.?53. lr{. a:ti:sui-h;s a'apteg?s- f,:',';:','f:“:g °,:|:;:§‘:;“.‘"
of the Federsl nore, loan :‘veb:su tinancial and’ ters cf the Feceral howe

tanky: orepares bark re-
ptrts, marazes election
of bank directers.

loan wanks. Bralyzes re.

istical .
statistical reports orts of tanks.
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