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RECONSTRUCTION FINANCE CORPORATION
WASHINGTON

To The President,
The President of the Senate, and
The Speaker of the House of Representatives

Pursuant to the provisions of the Reconstruction Finance Corporation Act, as amended, there is
transmitted herewith the report of the Reconstruction Finance Corporation for the fiscal year ended
June 30, 1950. As a part of the report there are included the following sections, the first four of which
are required pursuant to legislation covering the specific operations:

1. The report of operations relating to synthetic rubber.
2. The report relating to tin.

3. The report relating to abaca.

4. The report of Federal National Mortgage Association.
5

. A report on the liquidation of assets acquired under National Defense and wartime programs;
the authority for such programs terminated on June 30, 1947.

The schedule of individual loans and investments of $100,000 or more, required under the provisions
of the Reconstruction Finance Corporation Act, as amended, is the subject of a separate report.

During the years since its creation by the Congress in January 1932, the Corporation has been called
upon to perform a variety of functions relating to economic, national and international conditions of an
emergency nature. In the fiscal year 1950, the eighteenth consecutive year of operations, the services of
the Corporation were called upon in two major respects. These were (1) an extraordinary demand for
long-term loans by business enterprises, and (2) an unprecedented demand upon the facilities of Federal
National Mortgage Association in the maintenance of the secondary market for home mortgages insured
by the Federal Housing Administration or guaranteed by the Veterans Administration. In each of these
fields, the trend established in the fiscal year 1949 continued upward; in each, the Corporation has
endeavored to comply with the stated wishes of the Congress in extending its services as needed “to aid
in financing agriculture, commerce and industry, to encourage small business, to help in maintaining the
economic stability of the country, and to assist in promoting maximum employment and production”
(Section 4 (a), RFC Act, as amended). ‘

Applications were received from 13,086 business enterprises during the fiscal year 1950, as com-
pared with 8,156 during the fiscal year 1949. Commitments for loans in the gross amount of $593.6
million, including $70.9 million of participation by banks, were authorized to 5,506 of those applicants
seeking assistance. This compares with 3,509 commitments in the gross amount of $388,500,000 in the
prior year. Commitments by Federal National Mortgage Association to purchase home mortgages
aggregated $1.784 billion during the fiscal year 1950, as compared with $703,490,000 in the prior year.
However, the making of such commitments was terminated on March 20, 1950, at which time funds
allocated by the Congress had been fully committed ; subsequently, purchases on a greatly reduced scale
were resumed in accordance with amendments to the National Housing Act. A major development in the
maintenance of the secondary market was the increasing interest shown during the year by investors in
the Association’s portfolio of insured and guaranteed mortgages. While such portfolio had always been
available to private investors, an intensified selling program was undertaken by the Corporation in the
latter part of 1949, which resulted in sales of approximately $311,000,000 through June 30, 1950, at
Premiums.

During the year, in accordance with the Reorganization Act of 1949, the President submitted to the
Congress Reorganization Plans Nos. 22 and 23, which proposed transfer to the Housing and Home Finance
Agency of Federal National Mortgage Association and all functions with respect to loans involving the
{)nanufacture, sale or distribution of pre-fabricated housing. These transfers became effective on Septem-

er 7, 1950.

Combined net earnings of the Corporation in its lending activities for the fiscal year 1950 were
$27,247,193, after provision for estimated losses of $8,623,775. Of the total, $17,462,540 was earned by
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FNMA, and $9,784,653 by the Corporation in its regular lending activities. Of the latter amount,
$6,280,000 represents a profit from the liquidation of property acquired through foreclosure of a major
loan made in prior years. Operations under the synthetic rubber, tin and fiber programs resulted in net
losses of $1,794,621, $10,916,369 and $484,509, respectively, after charges for depreciation and for interest
on the investment of the U. S. Government. Such losses are discussed in the special sections of the
accompanying report relating to those programs.

While the enclosed report relates to activities of the Corporation during the fiscal year ended June
30, 1950, the Corporation has, since that date, taken certain steps which are being reported at this time
for the information of the President and the Congress. The more important of these are: (1) Pursuant
to the direction of the President, all field offices were instructed on July 31, 1950, that priority would be
given to loans which contribute to the national defense and that no loans would be made which would
result in diverting substantial quantities of strategic materials and supplies for non-defense purposes.
Because of this change in policy, together with changes in the economic and credit conditions throughout
the country, there has been a substantial reduction in the number of loans being made currently. In the
first quarter of the current fiscal year commitments for loans to business enterprises were made to only
949 applicants, as compared to 1,274 commitments during the same period a year ago. This decline has,
however, been more moderate in connection with small loans; in the first quarter of the current year
loans of less than $100,000 were made to 889 borrowers, while in the comparable quarter a year ago loans
of less than $100,000 were made to 1,094 borrowers. (2) Effective November 10, 1950, the Corporation
increased its interest rates on loans to business enterprises to 5 percent and increased participation fees
charged banks in connection with deferred participation loans to 2 percent. Simultaneously, the prac-
tice was initiated of charging fees in connection with applications from business enterprises and of
charging commitment fees in connection with loans which have not been disbursed after a specified
period. (3) Plans are under consideration for substantial reductions in administrative expenses through
consolidation of functions and other steps which will also permit more efficient handling of applications
for loans.

While the Corporation has not finally established a system for determining accurate costs of each
of its programs, nor of the service rendered to applicants and borrowers from which no revenue accrues
to the Corporation, studies have been conducted, and are continuing, which indicate that the actions
already taken, described under (2) and (3) above, will, with the present volume of loans, permit opera-
tion of each program without loss. The Directors of the Corporation plan to make further adjustments
which will be designed to enable the Corporation to operate each phase of its lending activities on a
completely self-sustaining basis and, at the same time, render the service contemplated by the Congress.

Respectfully submitted,

Chairman

December 4, 1950



ANNUAL REPORT—FISCAL YEAR 1950

The primary purposes of the Reconstruction Finance Corporation, as expressed in Section 4 of
Pubhc Law 548, Eightieth Congress, approved May 25, 1948, are:

. to aid in financing agriculture, commerce, and mdustry, to encourage small business, to help

in mamtammg the stability of the country, and to assist in promoting maximum employment and
production.”

A detailed statement of the authorities granted the Corporation is set forth in Appendix E of this
report. The basic policies guiding the Corporation’s lending activities are also contained in the law, and
these are described in a following section under “Lending Policies.”

In addition to the lending activities, which now relate prlnclpally to business loans, the Corporation
is engaged in the manufacture and sale of synthetic rubber and in the operation of the Government-
owned tin smelter at Texas City, Texas. During the last session of the Eighty-first Congress, legisla-
tion was enacted which authorized the continuation of the synthetic rubber program to June 30, 1952,
and of the tin smelter operations to June 80, 1956. Legislation was also enacted during the last session
of Congress which authorizes the Corporation to continue and expand the operations of the Central
American abaca plantations.

The Corporation is also continuing to liquidate programs remaining from the national defense,
wiar, and reconversion activities of 1940-1947. The major aspects of this liquidation are nearing com-
pletion.

An important activity under the direction of the Corporation during the fiscal year 1950 was the
maintenance of a secondary market for federally-insured home mortgages through the Federal National
Mortgage Association, an RFC subsidiary. That subsidiary has been transferred to the Housing and
Home Finance Agency, effective September 7, 1950, in accordance with recommendations of the Com-
mission on Organization of the Executive Branch of the Government.

LENDING ACTIVITIES

The total amount of loans, purchases, and commitments made by the Corporation after June 30,
1947, may not exceed $3,800,000,000 outstanding at any one time ($3,750,000,000 pursuant to the RFC
Act, as amended, and $50,000,000 pursuant to Section 102 of the National Housing Act, as amended).
Included in the total is the amount authorized for use by the Federal National Mortgage Association to
purchase home mortgages, which, as stated above, was transferred to the Housing and Home Finance
Agency. The authority contained in Section 102 of the National Housing Act was similarly transferred.

Against the remaining authority, the Corporation had outstanding at June 30, 1950, loans and
commitments made after June 30, 1947, in the aggregate amount of $652,114,000, leaving approximately
$400,000,000 available for additional commitments. As part of the general limitation placed on loans
and commitments made after June 30, 1947, the RFC Act, as amended, states specific limitations of
$200,000,000 for loans to public agencies, $40,000,000 for loans in disaster areas, and $15,000,000 for
loans on capital notes and debentures of insurance companies. However, loans and commltments made
in these categories since June 30, 1947, constitute only a small percentage of the maximum lending
authority granted; as of June 30, 1950, loans and commitments to business enterprises accounted for
over 93 percent of the charges made against the total funds available. It should be borne in mind that
the above has reference only to loans and commitments made after June 30, 1947, whereas the balance
sheet and certain other schedules contained in this report relate to loans and commitments made both
before and after that date.

The activities of the Corporation as they relate to the several phases of the economy in which the
Congress has authorized the extension of financial assistance are discussed in the sections which follow.

Business Loans

During the year ended June 30, 1950, the increasing prosperity enjoyed by the nation’s business
concerns indicateu a steady recovery from the moderate recession of 1948-1949. In the course of the
1948-1949 period of contraction, some difficulties were experienced by business enterprises in the
process of reducing their inventories and liquidating accounts receivable, but business concerns in general
emerged in relatively strong financial positions. While earnings of busmess generally for the calendar
year 1949 were substantially under those for 1948, results for the first six months of 1950 were well
above those of the comparable period a year earlier.



In the annual report of the Corporation for fiscal year 1949 it was pointed out that the contraction
of business activity occurring during the period covered had been accompanied by a marked rise in the
number of requests for financial assistance received. The expansion of business activity since mid-
summer 1949, however, did not bring with it a reduction in the volume of applications for business loans.
Applications received during fiscal year 1950 were about 60 percent greater in number than during
the previous year. It is believed that the larger volume of applications received during the past year
can be attributed to a combination of the following factors:

1. The effects of the 1948-1949 business contraction and the benefits of the subsequent recovery were
not equally distributed among business concerns of all sizes. By far the greatest number of requests for
financial assistance received by the Corporation came from small and medium-sized businesses; it was
these same classes of concerns which were most adversely affected by the 1948-1949 recession and they
were the last to share in the benefits of the recovery.

2. Reduced profit margins arising mainly from heightened competition. Ample supplies of most
goods resulted in stable or slightly declining prices during fiscal year 1950, but operating costs—par-
ticularly labor costs—continued to rise. The reduction in profit margins has been experienced by both
small and large concerns, but the effects of such reductions have been felt more by smaller enterprises.
Smaller concerns have not been able to realize operating economies from additions and improvements to
their plants and facilities to the same extent as larger concerns. Even with reduced profit margins, the
expanded volume enjoyed by the larger concerns has been sufficient, for the most part, to result in larger
net earnings when measured on an absolute rather than relative base.

BUSINESS LOAN APPLICATIONS
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3. Difficulties have been encountered by many concerns—usually the smaller ones—which had
financed expansion programs and new ventures with short-term credit. Short-term credit has been much
easier to obtain than the long-term credit or equity capital which could have been used more advan-
tageously to finance expansion programs.

4. An increasing tendency for commercial financial institutions to emphasize liquidity in their
loan portfolios. While commercial lenders have shown an increasing tendency to avoid long-term loans,
reports from the Corporation’s agencies also have indicated that such institutions were somewhat more
selective in the granting of short-term credits.

The pattern of business loan activity during fiscal year 1950 is illustrated in the accompanying
chart. The 13,086 applications received embodied requests for credit in a total amount of $1,592,297,000.
The Corporation authorized 5,506 loans involving commitments of RFC funds for $522,774,000; bank
participation in 1,626 of these loans amounted to an additional $70,866,000. Thus, the aggregate amount
of credit made available to business concerns as a result of the Corporation’s activities was $593,640,000.

Lending Policies

The requirements of the RFC Act with respect to the making of loans to business enterprises are
substantially as follows:

(a) That no financial assistance may be extended unless the credit requested is not otherwise
available on reasonable terms.

(b) That all securities and obligations purchased and all loans made are of such sound value or so
secured as reasonably to assure retirement or repayment.

(c) That all loans made and all obligations and securities purchased shall mature in ten years or
less.

(d) That in agreements with banks to participate in loans wherein the Corporation’s disburse-
ments are deferred, the amount of the Corporation’s participation is limited to 70 percent of
the balance outstanding at the time of disbursement in those cases where the total amount
borrowed is $100,000 or less, and is limited to 60 percent of such amount in those cases where
the total amount is over $100,000.

(e) That no director, officer, attorney, agent or employee of the Corporation shall participate directly
or indirectly in the deliberation upon or determination of any question affecting his personal
interests.

Beyond the requirements of the RFC Act, the following considerations are also taken into account
when acting upon loan applications: (a) the public interest involved in the business to be financed, either
from a national or local viewpoint; (b) soundness of the purposes for which the loan is to be used;
(c) the ability to repay the loan out of earnings; (d) management must be satisfactory, although the
Corporation refrains from taking part, directly, in the borrower’s affairs.

Consistent with the foregoing, each application is considered on its own merits and loans approved
are set up to meet the needs of individual circumstances.

Applications for loans are received in the Corporation’s loan agencies and branch offices located in
thirty-six important industrial and commercial centers throughout the nation and its possessions.
Authority has been delegated to the managers of the loan agencies to approve applications for direct
loans not exceeding $100,000, and not exceeding $350,000 if a bank agrees to participate in the loan.
Applications for larger loans are examined in the loan agencies and forwarded to Washington with
recommendations, for final review and decision. Although the managers of the loan agencies may
recommend against granting loans, they are not authorized to decline any request for financial assistance,
no matter how small an amount is involved. Applications on which the loan agencies recommend declina-
tion are given careful study in the Washington office to make certain that every reasonable basis for
assisting the applicant has been explored. The Small Business Division of the Washington Office devotes
particular attention to applications in amounts of $100,000 or less. Only when all of these examinations
have failed to demonstrate any possibility of making a loan on a sound basis in conformance with
established practices is the loan finally declined.

Assistance to Small Business

As in previous years, the major part of the Corporation’s business loan activity has been directed
to the encouragement and assistance of small business enterprises. Continued interest in the financial
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problems of small business has been evidenced by the Administration, the Congress, and a host of private
bodies conducting research in economic fields. The experience of the Corporation during the past year
indicates that small businesses are still encountering difficulty in securing adequate and reasonable long-
term financing from private sources.

Over the years, the short-term credit requirements of small business have been well met by the
nation’s private lenders and investors. However, the Corporation’s experience indicates that the source
of many small business financial difficulties is the inability of smaller enterprises to secure adequate
amounts of equity capital and long-term credit. Substantially similar conclusions have been reached by
committees of the Congress, the Federal Reserve Board, and other bodies—both in and outside of Gov-
ernment—which have made studies in this field. Most needs for equity capital and long-term credit
arise when new projects are undertaken or when existing concerns endeavor to hold or strengthen their
positions through expansion and modernization of their facilities and by widening their markets. Large
business firms frequently raise funds for these purposes through public sale of stocks or debentures,
but this method is seldom employed by smaller concerns because of the prohibitive costs incurred in
marketing small issues. The independence so much prized by small businessmen is also a deterring factor,
for the owners of small concerns are often reluctant to secure capital from the sale of additional stock.
Furthermore, new issue and secondary markets for the securities of smaller, more-or-less unknown con-
cerns are practically non-existent.

QOutside of the owner’s personal resources, the greatest part of the equity capital and long-term
credit needed by small business has been, and still is, supplied by local investors and relatives or friends
of the principals, However, the importance of these traditional sources of small business funds has
diminished. Prompted largely by income, inheritance, and estate tax considerations, there has been a
change in the types of investment preferred by individuals, and the more liquid holdings (such as life
insurance, mutual funds, Government notes and bonds, and the tax-exempt securities of political sub-
divisions) have gained in favor over equity investment.

Institutional investors, such as insurance companies, frequently supply long-term credit to business
concerns under mortgage arrangements or by the private purchase of debentures. However, such
arrangements are usually limited to amounts much larger than are sought by individual small business
concerns.

Banks and other commercial financial institutions play a most important part in supplying the
credit needs of small business, but advances from these institutions are usually limited to short-term
needs. Numerous examples can be found in the experience of this Corporation where small businessmen
applied for long-term RFC loans upon the advice and recommendation of the banks who were willing to
supply all the short-term credit needed.

Why banks limit most of their business loans to short-term advances becomes apparent when some
of the underlying changes in our nation’s economic structure are examined. Comparing 1950 with 1940,
it is found that the physical volume of business being transacted is now at least half again as great;
furthermore, the prices of goods and services are now about two times as great as in 1940. All other
things being equal, the amount of working capital required to carry on the present volume of business
would be three times that needed in 1940. Some of the additional working capital has been supplied from
the retained earnings of business concerns and through injections of new equity capital. However, a
considerable portion of the additional working capital has been supplied by increasing the volume of
short-term bank loans. The business loans of insured commercial banks are now some 260 percent above
1940. Besides furnishing most of the working capital needed to finance an expanding industrial economy,
private lenders have also played a most important part in financing the tremendous number of housing
units constructed and have also expanded their consumer credit programs to a very large extent.

With such wide markets existing for their loanable funds, it was natural for commercial financial
institutions to have restricted the making of long-term business loans. For one thing, short-term business
credit is usually made on an unsecured basis, and the processing and servicing of such loans are rela-
tively inexpensive. On the other hand, long-term loans are usually secured by tangible collateral and the
costs of the investigations, fees and legal work required in processing and servicing such loans, together
with the lack of liquidity, tends to make them less attractive to commercial lenders than short-term
loans. The experience of the Corporation has shown that the cost of processing and servicing relatively
small individual long-term loans may well result in a net loss; however, when considered as a part of
the wide variety of all loans, large and small, which comprise the Corporation’s lending program, such
loans may well be made without cost to the government.
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Other factors also operate to restrain banks from making long-term business loans. Chief among
these is the greater risk involved as compared to short-term advances. Important changes in business
trends usually occur over relatively long periods of time; banks can make loans to extend over three
months, six months, or even a year with reasonable assurance that no great fundamental changes will
occur affecting the abilities of borrowers to repay. When longer periods of time are involved, however,
the chances of adverse changes during the life of the loan are multiplied. Obviously, the degree of liquidity
required for private lenders tends to restrain them from investment which, over a long period of time,
might result in slow collections and extended “work-out” periods.

Advisory Service to Small Business

_ A substantial percentage of the business concerns which make inquiry regarding RFC financial
assistance have not fully explored the possibilities of obtaining credit from private lenders. These
applicants are directed to banks and other financial institutions and the Corporation’s personnel makes
every effort to assist the applicants in obtaining credit from such sources. In addition to inquiries regard-
ing financial assistance, the Corporation also receives a large number of requests for advice on manage-
ment, engineering, legal and accounting problems. As with other types of inquiries, practically all
requests for business advice come from small concerns which seldom employ their own technical advisors
and cannot always afford a large consulting firm. By using its engineers, accountants, and other personnel
having long experience in the solution of business problems, the Corporation is able to render material
assistance to small business in the field of management, operations and accounting, outlining possible
solutions, and by indicating the sources from which expert technical and consulting assistance can be had.

Applications Received

Applications were received from every section of the country and from practically all lines of busi-
ness endeavor. More than 86 percent of the requests were for credit in amounts of $100,000 or less—
typical small business loans. The relatively small number of applications for loans exceeding $100,000
were submitted by firms that are comparatively small and far from dominant in their fields.

Withdrawn Applications

Approximately one out of every five requests for RFC credit is withdrawn by the applicant before
final action is taken. During fiscal year 1950, more than a third of the withdrawals were made because
the applicants had been able to secure financing from other sources or had so altered their plans that
borrowing was unnecessary. An additional one-third of the withdrawals were made because the applicants
recognized that their plans were not sufficiently developed, and that more time was needed to perfect
}:::ir proposals or to determine the trend of their operations. The remainder were withdrawn for miscel-

eous reasons.

Declined Applications

The Corporation declined 4,570 applications for business loans during fiscal year 1950, The amount
of credit requested in these was about $471,000,000. For more than half of these, the primary reason for
declining was that the collateral was considered insufficient to support a loan in an amount large enough
to be of benefit to the applicant. The collateral offered in the average declined application could be given
a loan value equal to only about two-thirds of the amount of credit requested; for approved loans, the
average loan value of the collateral exceeded the amount authorized by nearly 30 percent. In another
large group of cases, the applications were declined because it appeared that the prospective earnings of
the applicants were not sufficient to provide for orderly repayment of the loans.

Other reasons for declining loans included unacceptable collateral, lack of sufficient equity invest-
ment, inefficient or inadequate management, failure to demonstrate a need for RFC funds, and lack of
adequate working capital even though the loans should be made.

Loans Authorized

Of the 10,076 applications acted upon during the year, the Corporation approved nearly 55 percent.
Including the banks’ share of participation loans, the amount of credit authorized in these 5,506 approvals
was $593,640,000. Nearly 90 percent of the number of loans authorized were for amounts of $100,000
or less—well in accord with previous experience. These smaller loans have always accounted for approxi-
mately 90 percent of RFC’s business loan authorizations.
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The map on the facing page shows the number and amount of loans authorized in the .territories
sgrred by each of RFC’s 31 loan agencies. The accompanying chart shows similar information by size
of loan.
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* Includes banks’ share of participation loans.

In a general sense, the distribution of the Corporation’s loan authorizations by kind of business con-
formed to the pattern of the business population; grocery stores, restaurants, and laundries, for example,
are among the enterprises containing the greatest numbers of individual businesses, hence it can be
expected that relatively large numbers of loans will be made in these fields. A few illustrations will
show the circumstances under which some other concentrations occurred.

Motor Vehicle Dealers—Among the 44,000 new car dealers in the nation, there are many who sell
less than 100 cars a year. That the Corporation’s loans to automobile dealers went mostly to the smaller
members of the industry is shown by the fact that the average loan in this field was approximately
$30,000. The proceeds of the loans made to members of this industry were intended mainly for moderni-
zation and expansion. Many borrowers were extending their service facilities to take advantage of the
profit possibilities existing as a result of the record number of cars on the road and the growing
tendency for motorists to take their repair jobs to modern, well-equipped shops.

Grain Elevators—The loans authorized to members of this industry were almost exclusively for the
purpose of providing additional storage capacity for preservation of the nation’s food and feed sup-
plies. Agencies of the Department of Agriculture were authorized to make loans to farmers for on-farm
storage facilities, but they do not make loans to commercial operators.

Motels and Auto Courts—One of the most outstanding examples of growth in an industry composed
almost exclusively of small businessmen has been found in motor courts. The number of these estab-
lishments now exceeds 30,000, three times the number in existence ten years ago, and most of the expan-
sion has occurred since 1946. Recently, there has been a pronounced trend toward larger establishments
and better accommodations, which has increased the amounts of equity capital or long-term credit needed
to construct and equip profitable motor courts. The loans authorized by the Corporation to motor court
operators averaged slightly less than $30,000 each and represented about half of the costs of buildings
and furnishings. Typical motels financed with the Corporation’s assistance had from 15 to 18 units and
the average cost of a unit was approximately $3,100.

Large Loans

Because more than 90 percent of the loans madg by the Corporation are for amounts of $100,000 or
less, the dollar amounts authorized in loans to particular industry groupings are usually in direct pro-
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portion to the number of loans. However, it is occasionally found that one or two exceptionally large loans
will swell the dollar total for a specific industry. For fiscal year 1950, there were six instances where
more than $15,000,000 was authorized to a specific industry to which less than 30 loans were authorized.
These are summarized in the table below:

Number Amount
of Loans Awuthorized *

Crude petroleum production.......... ... ... . ... .. ... ... ... 6 $15,413,000
Quick-frozen foods. ... ... .. ... . . 29 15,955,550
Steel WOrKS. . . ... 10 42,647,000
Aircraft and aircraft parts.. . ... ... ... 21 23,344,500
Motor vehicles and truck trailers................ e 11 50,912,000
Aijr transportation (common CArTier) ... ........ooniivttrin e eeeiiaanenanns 3 21,220,300

* Includes banks’ share of participation loans.

Use of Loan Proceeds

Additions to fixed assets and increases in working capital were the principal purposes intended for
the proceeds of the loans authorized during fiscal year 1950. The distribution of the amounts authorized
in direct loans and in the Corporation’s share of participation loans was as follows:

Percent of total
Fixed assets: Total. .. ... ... .. ... 37.3
ConStruCtion . . . ... ... e 23.8
Machinery and equipment......... ... ... . ... ... 13.5
Additional working capital.......... ... ... .. ... 37.1
Replenishment of working capital and payment of debts: Total................. 24.2
To refinance short and intermediate-term capital improvement arrangements. 8.0
To refinance short-term notes and accounts payable. ...................... 8.6
To refinance long-term debt due banks and others (including approximately
2.5% torefinance RFC loans). . ...t 7.6
Miscellaneous. .. . ... ..ot e 14
100.0

ll

That portion of the proceeds shown as “Replenishment of working capital and payment of debts”’
requires a special explanation: It is not the practice of the Corporation to “bail out” banks or other
creditors when they face losses. There are, however, instances in which amounts are authorized to pay
off balances due in order that valid liens may be secured on the collateral. Study of a representative
sample of loans authorized during 1950 indicated that more than three-fourths of the funds included in
this category were intended for purposes which would improve the borrowers’ working capital positions.
Many of those instances occurred in situations where the borrowers had expended their working capital
funds for improvements and additions to their fixed assets and then found that the sources relied upon
for permanent financing were either unable or unwilling to extend the credit needed; others were found
wherein borrowers had financed capital improvements entirely upon a short-term basis and found that
their debt loads became most cumbrous during periods of lower earnings.

Bank Participation

Both in number and amount, nearly a third of all loans authorized by the Corporation during fiscal
year 1950 were made in cooperation with banks. A summary of bank participation in the Corporation’s
loans is given below:

Amount Authorized (000) 9, Taken

No. Total RFC Bank by Banks
Total—All Participation Loans............... 1,626 8191846 $120,480 870,866 37.0
Immediate Participations. ................... 385 75,617 52,488 23,129 30.6
Deferred Participations. ..................... 1,241 115,729 67,902 47,737 41.2




| Immediate participations, which may cover any portion of a loan agreeable to the Corporation and

' the participating bank, are of two general types. In one, the bank disburses and services the loan and the

- Corporation purchases an agreed percentage of each disbursement made on account of the loan. In the

" other type, the Corporation disburses and services the loan and upon disbursement the bank purchases
its agreed share of each disbursement.

Deferred participations are those in which the Corporation and the bank execute an agreement
under which the Corporation will purchase, upon demand by the bank, an agreed percentage of the
unpaid balance of the loan, provided the bank has complied in all respects with the terms of the agree-
ment. Such participation by the Corporation may not exceed 70 percent in loans of $100,000 or less, and
60 percent in larger loans.

By employing these participation agreements, banks have been able to assist business enterprises
by arranging loans larger than the banks’ legal limits and loans extending over longer periods of time
than bank policy ordinarily permits.

Consummation of Loan Authorizations

Disbursements—Disbursements were made during the year on 3,246 loans; the total amount dis-
bursed was $302,394,000. In addition, banks disbursed $96,714,000 on 1,006 deferred participation loans
made in cooperation with the Corporation.

The amount of unrepaid balances on the Corporation’s business loan disbursements increased by
about $134 million during the year. However, a drop of nearly $46.5 million was shown in the outstand-
ing balances of bank loans covered by RFC guarantees under deferred participation agreements. A
comparison of outstanding balances at the close of fiscal years 1949 and 1950 is given in the accompany-
ing table.

June 30, 1949 June 30, 1950 Change
Number Amount Number Amount  Number Amount
(Dollar figures are in thousands)
Total. . .oovoeiiaeiaaaannn, 11,986 $605372 12,092 8692901 + 106 $+ 87,629
RFClLloans....................... 5,187 384,346 6,667 518,351 1,480 134,005
Deferred participation bank loans... 6,799 221,026 5,425 174,550 —1,374 — 46,476

Cancelled Authorizations—During the year ending June 80, 1950, there were 1,052 loan authoriza-
tions for $114,491,985 which were cancelled in full before any disbursements were made. In 478 of these
cases, involving $73,934,492, the authorizations were cancelled because the applicants were able to

- secure financing elsewhere or because the credit was no longer needed. In many of these cases the ability
 of the applicant to secure private financing or to forego borrowing was the result of the careful examina-
~ tion made of the applicant’s affairs by the Corporation’s personnel. In a number of cases, the Corpora-
~ tion had approved loans on bases which had been overlooked by banks or other private lending agencies,
~ which, when they reviewed the situation, were willing to extend the financial assistance which they had
" declined in the first instance. In other cases, the financial advice and business counsel offered in the
course of examining applications resulted in such improvement in the applicants’ affairs that, prior to
disbursement of the loan, it was determined that the requested credit was not actually needed.

A total of 416 loan authorizations for $26,390,765 were cancelled because the applicants or guarantors
were unable or unwilling to comply with the conditions of the loan authorizations. Included in this group
were applicants who were unable to present clear titles to the collateral offered, and applicants whose
gmancial positions had suffered severe adverse changes after the loan had been authorized but before

isbursement.

The remaining 158 loan authorizations, involving $14,166,728, were cancelled for miscellaneous rea-
sons or because the applicants requested cancellation without stating definite reasons for their action.

Cancelled Participation Agreements—There were 362 instances, involving authorizations for
$30,098,497, where the participation agreements between the Corporation and banks were cancelled
after participating banks had made some disbursements on account of the loans.

In 287 of these cases, involving authorizations for $26,630,422, the agreements were cancelled at
the request of participating banks which intended to continue the loans without RFC participation. The
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amount outstanding on these loans when the agreements were cancelled was $11,037,288—more than
40 percent of the original authorizations. The banks were apparently willing to continue these loans
either because the outstanding balance had been reduced to conform to the banks’ legal limits, or because
seasoning during the period of the Corporation’s guaranty had demonstrated the sound nature of the
credit. The maturity dates on the loans taken over by banks were generally well into the future; 231
loans with outstanding balances totalling $10,057,714 matured in 1951 or later years, and 91 of these
matured in 1955 or later.

There were 44 loans wherein the banks requested cancellation of the participation agreement but
stated no definite reason for so doing. All but six of these matured after 1950, so it is likely that the
banks expected to continue these loans also.

In a few instances the Corporation initiated cancellation of the participation agreement because
the banks had not complied with the provisions of the participation agreement.

Loans Repaid in Full—A total of 2,808 loans to business enterprises were repaid in full during
fiscal year 1950. Of these, 765 loans, originally authorized for $65,433,996, were repaid as scheduled in
the loan agreements and subsequent modifications, The remaining 2,043 loans were repaid in advance of
their final maturity dates. The table below shows the circumstances under which repayments were made.

Number, by Maturily Date

Amount Amount 1954
Author- Final Re- Priorto  1951- and
ized* payment * Total 1/1/61 1953 Beyond

Total. ..., $145,181,376 & 54,150,065 2,043 582 908 558

Refinanced outside of RFC....... 64,599,555 25,787,472 345 96 156 93
Repaid from borrowers’ own re-

BOUTCEB. . ..vvveeeveieanannns 24,637,028 9,381,028 668 251 288 129
Repaid from proceeds of fire insur-

ance policies. . ................ 1,062,665 462,527 32 8 12 12
Refunded by loans in which RFC

participated. .. ............... 30,882,963 7,462,339 286 64 128 94
Reason for advance repayment not

reported. .. .uiiiniasimiesins 22,182,264 10,029,544 666 148 304 214

Repaid from proceeds of involun-
tary liquidation prior to maturity
ofloan.............ooiian... 1,766,900 1,027,155 46 15 20 11

* Includes banks’ share of participation loans.

The extent to which RFC loans are repaid in advance of final maturity evidences the effective
assistance provided by RFC loans in overcoming financial difficulties of many borrowers, and also indi-
cates the willingness of banks and other private financing agencies to extend eredit after seasoning has
demonstrated the soundness of the loan. An example will be found in the case of the Corporation’s loan
to Kaiser Steel Corporation, originally authorized in the approximate amount of $114,000,000, but
subsequently paid down to approximately $91,000,000, and repaid in full on November 1, 1950, from the
proceeds of privately-made loans and sales of securities to the general public.

Losses—Since the inception of the Corporation’s business loan program in 1934, over 59,000 loans,
in the aggregate amount of $4.6 billions, have been authorized to business concerns; these figures
include not only loans made pursuant to the Corporation’s normal peace-time lending authority, but also
the so-called “National Defense” loans made during World War II, housing loans made pursuant to
Section 102 of the National Housing Act of 1948, and similar special authorities. Against these authoriza-
tions, the Corporation has disbursed $2.2 billions. During this 16-year period, it has been necessary to
write off as losses $101 million, including $35.56 million charged off in connection with the Lustron loans.

During fiscal year 1950, the amounts written off as uncollectible aggregated $40 million, including
the $35.5 million Lustron loan charge-off.
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Housing Loans Under Section 102 of the Housing Act of 1948

_ . As part of the general effort to encourage construction during a period of housing shortages, the
Eightieth Congress, in Public Law 901, authorized the Corporation to:

. make loans to and purchase the obligations of any business enterprise for the purpose of
providing financial assistance for the production of prefabricated houses or prefabricated housing
components, or for large-scale modernized site construction.”

The Act was approved August 10, 1948, and little more than a month later the first loan was made
under this authority. Effective September 7, 1950, responsibility for administration of this part of the
National Housing Act was transferred to the Housing and Home Finance Agency, under the provisions
of Reorganization Plan No. 23.

Most of the loans authorized by the Corporation under Section 102 of the National Housing Act
were for the production of prefabricated houses. Through June 30, 1950, 33 loans had been authorized to
26 borrowers under this authority; the total amount of these authorizations was $43,214,613, including
$325,000 taken by banks in participation loans. The largest single recipient of loans under this authority
was the Lustron Corporation, for $12,000,000 (the remaining commitments to this corporation were made
under other authorities). In addition, a number of loans for similar purposes were authorized under
the Corporation’s regular lending authority. A summary of the Corporation’s lending experience under
the authority cited is given in the accompanying table.

Large-Scale
Prefabricated M odernized
Prefabricated  Housing Site Con-

Total Housing  Components  struction

No. of Loans Authorized....................... 33 24 2 7
Amount Authorized........................... $43,214,613 $33,553,113  $925,000  $8,736,500
Cancelled before disbursement.................. 2,297,000 1,707,000 175,000 415,000
Uncancelled authorizations. .................... 40,917,613 31,846,113 750,000 8,321,500
Undisbursed.................................. 14,004,531 9,033,682 695,000 4,275,849
Disbursed......... ... i 26,913,082 22,812,431 55,000 4,045,651
Repaid........ ... 592,846 537,846 — 55,000
Foreclosure*............. ... . ... ... ... ....... 12,000,000 12,000,000 — —
Outstanding Balance, June 30, 1950. ............ 14,320,236 10,274,585 56,000 3,990,651

Current....................... e 13,985,482 9,939,831 55,000 3,990,651

Delinquent............................... 79,871 79,871 — —

In Liquidation............................ 254,883 254,883 — —

(Includes Banks’ Share of Participation Loans)

* Lustron Corporation.

Railroads

The past decade has been a period in which the nation’s railroads have made notable progress in
recovering from the financial ills which beset them during the depression of the 1930°s. Generally speak-
ing, railroad earnings have been good and markets for their capital securities and debentures have been
favorable. In consequence, few railroads have approached the Corporation for financial assistance. In
the fiscal year just concluded, only four loan applications were received by the Corporation from rail-
road companies; in addition, one application was pending at the start of the period. The total amount
requested in these five applications was $8,175,000. Of these, two were authorized for $3,774,000, two
were declined, and one remained to be acted upon. Loans authorized to railroads must bear the approval
of the Interstate Commerce Commission, as provided by Section 4(a) (1) of the RFC Act.

As the financial condition of the railroads improved, the Corporation concentrated its efforts on the
liquidation of its railroad loans and investments. On June 30, 1950, the total of railroad loans and
security purchases outstanding was $110,427,000. This amount is less than one-tenth of the $1,136,781,000
disbursed on railroad loans and security purchases during the history of the Corporation. The Corpora-
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tion also held, on June 30, 1950, railroad securities in the amount of $28,342,267 which were received
under the reorganization plans of railroads indebted to the Corporation, and securities in the amount of
$288,655 received as the result of refunding an interest claim.

Financial Institutions

Since 1939, the banks, insurance companies, and other financial institutions of the nation have made
very few requests for RFC assistance. No applications for financial assistance were received from these
sources during fiscal year 1950, but approval was granted during the year to one application filed earlier
for a loan on the preferred stock of an insurance company. The amount of this loan was $100,000. Also
during the year, disbursement of $3,000,000 was made on a similar loan previously approved. The needs
of these companies for capital funds were certified by the Secretary of the Treasury, as provided in Sec-
tion 4(a) (2) of the RFC Act.

At the close of fiscal year 1950, there were 495 loans or security purchases outstanding to financial
institutions, aggregating $109,969,251, A year earlier there were 638 such loans and security purchases
outstanding, having an unpaid balance of $122,816,564. A comparison of the amounts outstanding at the
close of fiscal year 1949 and 1950 is given in the accompanying table.

June 30, 1950 June 30, 1949
Number Amount Number Amount

Purchases of preferred stock, capital notes and deben-
tures of banks and trust companies................ 488  $101,550,197 630  $117,333,193

Loans on preferred stock of banks and trust companies. . 2 135,928 2 139,371
Loans on preferred stock of insurance companies. . . . .. 4 8,255,000 3 5,309,989
Loans to banks and trust companies. ................ — — 2 3,082
Loans to mortgage loan companies. ................. 1 28,126 1 30,929

TOLAL. . ... vt i n s s EE SR EY FEEE PR EE 495  $109,969,251 638  $122,816,564

With the approval of bank supervisory authorities, the amounts subscribed by the Corporation for
the preferred stock and capital notes and debentures of banks are being reduced as rapidly as the
financial condition of the banks warrants. The progress made in the liquidation of these investments
can be measured by comparing the amount outstanding at the close of fiscal year 1950 with the
$574,170,000 outstanding on the same date in 1939. A

Disaster Loans

Overshadowed in the cold figures of the balance sheet, the Corporation’s activities in the mitigation
of hardship due to disaster are outstanding when considered from the viewpoint of human interest and
the general welfare. Whenever and wherever disaster strikes, representatives of the Corporation pro-
ceed at once to the stricken area. There, in cooperation with the Red Cross, local Community Chests,
Chamber of Commerce organizations, and other public and private agencies, surveys are made to deter-
mine the need for loans to rehabilitate individuals, families, business concerns, and local public bodies
which may have suffered direct physical losses.

When the surveys show need for RFC loans, local committees are formed to serve in advisory capac-
ities, and interviews and the processing of loan applications are undertaken in the stricken area. As a
rule, the Corporation’s disaster loan procedure is operating within one or two days after the catastrophe
occurs.

The practices governing the granting of disaster loan credits are much more liberal than those cover-
ing other types of loans made by the Corporation. However, although there is no statutory requirement
therefor, it is not the practice to make loans to victims of catastrophe if credit is being made generally
available in the disaster area from normal sources on reasonable terms.

Any citizen or any alien possessing his first citizenship papers may apply for a disaster loan.
Business concerns, farmers, churches, eleemosynary institutions, and public agencies are also eligible.
The interest rate on disaster loans is fixed at 3 percent; four months’ free interest is automatically
allowed, and the loans may extend over periods as long as 10 years. However, in connection with every
loan, regardless of use or size, there must be a reasonable prospect that the loan will be repaid, and such
collateral security is required as the borrower may reasonably be expected to furnish.
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Despite the fact that disaster loans are made on very liberal terms, losses sustained in the program
have been relatively small. This is high tribute to the integrity of the borrowers. Through June 30,
1950, 26,080 loans had been authorized to disaster victims for a total amount of $60,861,000. Disburse-
g:lge:lgl;?) ggginst these authorizations totalled $49,132,000; it has been necessary to charge off as losses

. During fiscal year 1950, the Directors of the Corporation found that emergency situations existed
in 13 areas as the result of major disasters. In some of these, local agencies were well able to provide
for the needs of the victims, and but little need was felt for the Corporation’s assistance. In other areas,
however, considerable numbers of requests for aid were received. The disaster areas designated during
the past year are listed below:

Nature of Disaster Location Date
Flood........................ Hannibal, Missouri...................ooviiiiiia... July, 1949
Hurricane. ................... Florida........ ... ... .. August, 1949
‘Windstorm and Flood......... Skagit River Valley, Wash........................... November, 1949
Fire......................... Hyndman, Pennsylvania............................ December, 1949
Flood........................ Ohio and Wabash Rivers, Illinois and Indiana. ........ January, 1950
Flood........................ Western Tennessee. ..............cccviueeenrnnnnn.. January, 1950
Flood........................ Western Kentueky. . ............................... March, 1950
Flood........................ Red River, North Dakota and Minnesota............. April, 1950
TOrNAd0w = : sas snrmniminainios Holdenville, Oklaboma. ............................. April, 1950
Flood........................ Southeastern Nebraska............................. May, 1950
Explosion.................... South Amboy, New Jersey. ............ ... ..., May, 1950
Flood........................ Crooksville, Ohio............. ... ... .ot June, 1950
Flood........................ Northcentral West Virginia. ......................... June, 1950

Applications for assistance because of disasters numbered 287 during fiscal year 1950. The total
amount of financial assistance requested was $1,784,000. The number approved during the year was
215, for $1,171,000.

For the most part, catastrophe loan authorizations are made in relatively modest amounts. The
distriblt)ltion by size and general type of those approved during fiscal year 1950 is given in the accompany-
ing table:

Business Individuals

Size of Loan Total Enterprises  Farmers  (households)
$5000rless.......... ..o 30 — 1 29
$501-81,000. ... . ... .. .. 34 6 5 23
$1,001-$2500............. ...l 63 21 7 35
$2501-85000......................... ... 38 26 4 8
$5,001-$10,000.......... .. ... ... 26 20 3 3
$10.001-9825,000. . cmims smime sosanimimrininss 16 13 2 1
$2500Llandover.............. ... ... 8 8 — —
Total. ... . 215 94 22 99

Nearly three-fourths of all disaster loan applications are processed within a week of the date they
are received. The processing of those filed by business enterprises requires more time than for those
filed by individuals and families, mainly because of the time required to determine the extent of insur-
ance coverage. The Corporation takes pride in the swiftness with which its disaster loan functions are
placed in operation and the rapid manner in which the rehabilitation needs of catastrophe victims are met.

Public Agency Loans

An important but relatively little known contribution to the economic stability, health, and well-
being of the nation has been made by the Corporation through its public agency loans. By purchasing
the obligations of States, counties, municipalities, and other public agencies which could not secure
funds elsewhere, the Corporation has aided in financing such projects as waterworks, sewer systems,
transportation facilities, hospitals, bridges, airports, and irrigation districts.
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With RFC assistance, relatively small installations have been constructed in tiny communities which
previously had been unable to obtain credit, and large projects have been undertaken and completed in
great urban areas which at the time could not procure financial aid by the sale of bonds in the open
market. In city and country, in large projects and small, this work has been carried on not only with
great local benefit, but on a self-supporting basis.

The scope of these undertakings, and their successful fulfillment, are shown by the fact that of
almost $1.5 billion authorized during the past 18 years, only $25 million remained unpaid at June 30,
1950. This total includes $9,815,227 representing the cost of securities purchased by the Corporation
from the Public Works Administrator, Federal Works Agency, of which $554,440 were purchased at
par and $9,260,787 at two-thirds of par value; in addition to the securities purchased, the Corporation
holds bonds in the amount of $1,478,313 acquired through advances made for care and preservation of
the collateral for the original securities. In the event such securities are disposed of for amounts exceed-
ing the cost to RFC, the excess will be credited to the Corporation’s liability for funds held; similarly,
disposals for less than cost will decrease such liability. A payment of $5,000,000 was made into miscel-
laneous receipts of the Treasury during the year. During the fiscal year 1950, securities costing
$1,047,827 were disposed of for $1,486,573. A large portion of the repayments were affected by the sale
of bonds to private investors, often at a premium. As seasoned issues, these bonds were in demand by
the same investors who displayed little interest in them when first offered.

During the fiscal year 1950, 33 loans totalling $10,014,000 were approved; 26 of these were for
less than $250,000 and only 2 were for more than $1 million. As an illustration of how the Corporation
aids small towns in their financing problems, 22 communities of less than 2,000 population sold bonds
to the Corporation for water and sewer construction.

In addition to the loans actually made, there are many cases in which the Corporation through its
advice and suggestions has made it possible for municipalities to obtain private financing even when
such financing had previously been declined. During the year, many hundreds of inquiries were received
from public agencies requesting financial counsel and assistance. In each case the Corporation sought
means to assist the agency in securing bond money through private sources; an RFC loan was con-
sidered only if the private aid was not available on reasonable terms. Many municipalities, after their
representatives had conferred with RFC representatives, revised the scope and method of financing
their construction projects, and were able to place them on such an improved basis that private lenders
supplied the funds and RFC financial aid became unnecessary.

Federal National Mortgage Association

The assets set forth in the comparative consolidated balance sheet of the Corporation include
insured and guaranteed mortgages in the aggregate amount of $1,156,494,358, Of this total $1,055,632,280
was owned by Federal National Mortgage Association which, during the entire fiscal year 1950, was a
wholly-owned subsidiary of the Reconstruction Finance Corporation.

The purpose of the Association is to provide a secondary market for housing mortgages insured by
Federal Housing Administration or guaranteed by Veterans Administration. The Association purchases
such mortgages from banks, mortgage companies and other primary lenders, thus enabling such
lenders to make additional mortgage loans. The mortgages are subsequently offered to private investors
on terms which provide such investors an opportunity to employ funds on an immediate income-
producing basis.

The activities of the Association are described in detail in the report made to the Federal Housing
Administrator, pursuant to the Housing Act of 1948, as amended. A copy of that report (with certain
charts deleted), submitted for the six months ended June 30, 1950, which also describes the activities
of the Association for the full year, is made a part of this report as Appendix A. During the year
covered by this report, the Association made commitments to purchase 219,672 mortgages for
$1,784,471,000. Actual purchases during the year amounted to 133,032 mortgages for $946,397,000. At
June 30, 1950, the Association had outstanding commitments for the purchase of 113,904 mortgages for
$1,100,445,000.

Of equal significance is the report on sales of mortgages effected by the Association during the
year. Beginning in October, 1949, the Association intensified its efforts to market its portfolio of mort-
gages to financial institutions and other investors and from that date through June 30, 1950 (primarily
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in the last three months of the year), 44,883 mortgages in the amount of $311,292,000 (exclusive of
sales of $17,623,000 of mortgages held by RFC) were sold. The sales program has continued at a com-
parable rate during the fiscal year beginning July 1, 1950.

. . _Pursuant to Reorganization Plan No. 22 of 1950, the Association, together with its functions, assets,
g:bl'l;tlig's personnel, etc., was transferred to the Housing and Home Finance Agency, effective Septem-
r 7, 0.

NON-LENDING ACTIVITIES

All of the programs described above relate to lending activities conducted by the Corporation during
the fiscal year 1950.

In addition to the lending activities, the Corporation is engaged in certain activities undertaken
pursuant to authority granted to assist in financing various projects relating to national defense, war,
and reconversion to a peace-time economy. The production and sale of synthetic rubber, the purchase,
production and sale of tin, and the operation of Central America abaca plantations are being continued
pursuant to specific legislation and, in order to meet the current international situation, are being
expanded in scope beyond that which was found necessary during the fiscal year 1950. These activities,
as well as the liquidation of assets acquired or liabilities incurred while other wartime programs were
active, are conducted on an accountability basis, as further explained below.

Pursuant to the provisions of Public Law 860, Eightieth Congress, the Secretary of the Treasury
was authorized to cancel notes of the Corporation in the amount of $9.3 billion, representing the amount
of unrecovered costs expended by the Corporation through June 80, 1947, in connection with national
defense, war, and reconversion programs. That statute also directed the Corporation to deposit in
miscellaneous receipts of the Treasury all net proceeds obtained from operation or liquidation of these
programs. As of June 30, 1947, there was on hand a balance of assets costing $2,593,894,697. As of
June 80, 1950, the total of such assets at cost amounted to $768,797,1563, which includes $652,183,855
pertaining to assets held in connection with continuing operations. In addition, the Corporation held,
after payment of all operating and capital costs, net proceeds in the amount of $179,718,600. Payments
to the Treasury have heretofore been made in the amount of $125,000,000, representing net proceeds
from the operation and liquidation of these programs.

A complete statement of the accountability of the Corporation to the U. S. Treasury under all non-
lending programs will be found in Exhibit C. A detailed break-down of all assets held at June 30, 1950,
is shown as Schedule 1 of Exhibit C.

Synthetic Rubber, Tin and Abaca Programs

The legislation authorizing the synthetic rubber, tin and abaca programs makes provision for
reports to the Congress covering activities under the respective programs. Such reports will be found as
Appendices B, C and D, respectively, of this report, each describing in detail the activities and operating
results for the fiscal year 1950.

Liquidation of Other Wartime Activities

In addition to the investment of $4,267,230 in the aluminum and magnesium forging plant which,
during the fiscal year 1950, was operated under agreement between the Corporation and Wyman-Gordon
Products Corporation, there remained for liquidation at June 30, 1950, assets costing $112,346,068
acquired under wartime programs, including $36,142,963 representing cost of plants under long-term
leages. At June 30, 1949, the total of such assets amounted to $136,190,558, and at June 30, 1948, they
totalled $261,779,539. The decrease of $23,844,490 during the fiscal year 1950 resulted from collections
and offsets on loans, advances and receivables, sale or other disposal of inventories, plants and other
properties, write-off of uncollectible receivables, and transfer of strategic materials to the national
stockpile and to other Government agencies.

At June 30, 1950, there remained for liquidation, under the liquidating wartime programs, liabilities
aggregating $7,930,5614. Such liabilities totalled $12,673,852 at June 30, 1949, and $54,994,469 at June
30, 1948. The decrease of $4,643,338 during the fiscal year resulted from payments, offsets and adjust-
ments.
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The net aggregate decrease of $19,081,099 in these assets and liabilities during the fiscal year 1950,
as shown by the foregoing figures, does not accurately reflect the full extent of liquidation accomplished
because it does not reflect assets and liabilities which accrued after the beginning of the fiscal year but
which were liquidated before the end of the year. For example, a total of over 10,000 new receivables
and payables amounting to more than $15,000,000 were filed during the year, while a total of over 6,200
receivables and payables amounting to more than $33,500,000 were disposed of administratively during
the same period, some going into litigation. Moreover, substantial disposals of excess property during the
year by sales and leases are not fully reflected in the year’s net decrease of assets except where there
was a complete disposal for cash. The liquidation of some programs may be reflected by an increase of

assets; for example, the progressive development of such items as land grant claims has substantially
increased the accounts receivable.

Typical of the liquidation accomplishments during the fiscal year were the following: property of
$43,676,977 book value was disposed of by sale, lease or transfer; stockpile operations were wholly
liquidated except for two virtually unsalable categories; $3,547,517 of land grant claims were developed
and filed against railroads and $2,259,282 disposed of ; wartime subsidy claims in a substantial amount
were settled, typical of which were some $804,000 of meat subsidy claims; and other claims and accounts
totalling $31,262,780 were disposed of administratively, some of which went into litigation.

Typical of the items and categories which comprise the assets and liabilities on the accounts for
liquidation as of June 30, 1950, are the following: $36,142,963 of property under lease; $14,689,072 of
property under conditional sales contracts; $43,847,022 of property for disposal, subject to priority,
national defense and security requirements. Included also are land grant claims filed and pending col-
lection, $3,706,851; and other miscellaneous claims pending settlement in the amount of $26,869,553,
exclusive of matters in litigation and certain other items such as current receivables and payables.

As of June 30, 1950 the operating agreement between this Corporation and Wyman-Gordon Products
Corporation was terminated, and an interim permit, effective July 1, 1950, for use of the plant was
issued by RFC to the Department of the Air Force. Legislation is now pending providing for the official
transfer of the facilities to the Department of the Air Force. Nominal title to the facilities is as yet held
by the RFC and the value of the properties is reflected on the records of RFC. Wyman-Gordon continues
to operate the plant under a lease arrangement with the Department of the Air Force.

The program of liquidating the remaining assets and liabilities is being brought to conclusion as
promptly as circumstances permit. It is estimated that substantially all such activities will be liquidated
by the close of the fiscal year 1951 except for development of land grant claims, settlement of litigation
and of claims which may arise during the fiscal year, servicing of industrial plant facilities which are the
subject of long-term leases or deferred payment conditional sales agreements, and disposal of property
upon expiration of such leases.

Smaller War Plants Corporation

Liquidation of the assets of the Smaller War Plants Corporation, transferred to the Reconstruction
Finance Corporation pursuant to Executive Order of December 27, 1945, continued during fiscal year
1950. At the close of fiscal year 1950, accountability for the net assets of SWPC had been reduced to
$8,809,900 which is $10,591,5656 below the figure for June 30, 1949. The major portion of this reduction
is the reflection of $10,000,000 remitted to the U. S. Treasury on June 29, 1950, from the proceeds of
the liquidation program. The assets remaining on June 30, 1950, comprise the following:

Proceeds realized and payable to U.S. Treasury. . ..................................... $3,550,480
Loans outstanding. ... ... ..o 3,458,310
Notes and accounts receivable. . ... ... ... ... .. .. 963,505
Machinery and equipment. . ............ .. 215,838
Property acquired in liquidation of loan indebtedness. .. ........... ... ... ... .. o000 621767

$8,809,900

The progress made in the liquidation of SWPC loans may be measured by comparing the 118 loans
for $3,458,310 which were outstanding on June 30, 1950, with the 208 loans for $5,427,120 outstanding
a year earlier.
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FINANCIAL STATEMENTS

The financial statements contained in this report have been prepared from the books and records
of the Corporation kept in accordance with sound accounting principles applicable in the circumstances,
and are subject to their related notes. A comparison of financial highlights of the Corporation’s lending
activities, as reflected in the records, is set forth in the following chart:

TOTAL ASSETS
(before reserves for ’
estimated losses in collection) Ei949: $1510,432,728

xxxxxx

- BUSINESS LOANS

INSURED AND GUARANTEED

///////////
MORTGAGES ////////{/!{{/I /

ALL OTHER LOANS AND
ASSETS

GROSS INCOME

ADMINISTRATIVE EXPENSE

INTEREST EXPENSE

LOAN AND MORTGAGE
COMMITMENTS MADE
DURING YEAR

///////////////////////
31949; RFC $383.992 683 FNMA $70 491
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..............

UNDISBURSED LOAN
COMMITMENTS AT
END OF YEAR 949 $394.913 244’ S

UNDISBURSED MORTGAGE
COMMITMENTS AT
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Balance Sheet—Exhibit A

Of the net increase in total assets shown in the Comparative Consolidated Balance Sheet from
$1.421 billion at June 30, 1949, to $2.103 billion at June 30, 1950, $564 million resulted from increased
holdings of home mortgages insured by VA and $134 million resulted from increased loans to business
enterprises; the balances of all other classes of loans declined during the year. The net increase in out-
standing business loans is after charging off loans deemed uncollectible, (including $35.5 million
applicable to the Lustron loans), which charge-offs are offset by a decrease in “Estimated losses in col-
lection” and an increase in “Properties and securities acquired in liquidation of loan indebtedness,” the
{atter in an amount representing the appraised value of the assets acquired through liquidation of the
oans.

Notes payable to the U. S. Treasury increased in proportion to the increase in assets. Such increases
were, of course, not identical because of changes in other liabilities, primarily the liability to the U. S.
Treasury for net proceeds from liquidation of assets and securities acquired under national defense,
war, and reconversion programs. The amount of such liability increased from $96,422,018 at June 30,
1949, to $179,718,600 at June 30, 1950; this increase of approximately $83,296,000 was net, after
paying into miscellaneous receipts of the Treasury the sum of $25,000,000 ($100,000,000 was paid in the
fiscal year 1949). Further payments to the Treasury of the $179.7 million held at June 30, 1950, are
contingent upon requirements for expenditures in connection with the synthetic rubber, tin and abaca
programs. With respect to the latter, substantial expenditures of a capital nature are contemplated in
the near future to carry out the expansion of abaca plantings in Central America, as provided in Public
Law 683, 81st Congress. Similarly, certain expenditures are required to reactivate synthetic rubber
plants and to purchase additional inventory of tin concentrates. The Corporation has followed the prac-
tice of retaining, in substantial amounts, the proceeds of liquidation or operation of assets acquired in
national defense, war and reconversion programs (for which notes of the Corporation were cancelled
pursuant to Public Law 860, 80th Congress) for the purpose of meeting financing requirements of all
non-lending programs. To the extent that such funds are utilized in the lending programs of the Corpora-
tion, they are considered in the same light as borrowings from the Treasury and interest thereon is
computed at the same rate as is currently paid to the Treasury, i.e., the rate fixed by the Secretary of
the Treasury after taking into consideration the current average rate of outstanding marketable obliga-
tions of the United States. At the time such funds are required for operating or capital expenditures in
connection with non-lending programs, or when paid into miscellaneous receipts of the Treasury, it
becomes necessary to borrow equivalent amounts from the Treasury pursuant to the usual note-issuing
procedure.

The following statement sets out in summary form the source and use of funds during the fiscal

year 1950. . .
(in Millions of dollars)
Receipts
Operations:

Business loan repayments. . ......... ... ... oo $ 1209

Mortgage sales and repayments. ......................... 372.3

All other loan operations (net)........................... 112.3

Non-lending programs. . ..., 110.9 $ 7164

Repayment of non-interest-bearing advances to other agencies
made by Congressional direction:

ECA—1940-1950........00vtrtiinreaneeann, 1,000.0

E.C.A. Korean assistance. . . .............ccooiuuenavnen.. 30.0

Relief Palestine refugees. . . ............... ... . ... ..., 8.0 1,038.0

Total Teceipts. .. ..o oottt e $1,754.4
Disbursements

Loan operations:

Businessloans. ............c i e 302.4

Mortgage purchases. . ............... i, 946.4 1,248.8
Payments to Treasury:

Dividend. .. ... .ot e 1.3

Interest on NoOtes. . ..... ..o 17.1

Liquidation proceeds of war activities..................... 25.0

Liquidation proceeds of Smaller War Plants Corporation. . .. 10.0

Liquidation proceeds of Public Works Administration....... 5.0

Liquidation proceeds of War Damage Corporation.......... 6 59.0
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Advances by Congressional direction to other Government agencies:

E.C.A. Korean assistance. . ............................. $ 300

Relief of Palestine refugees. ............................. 8.0 $ 380
Total disbursements. . ........ ... . .. .0 i $1,345.8
Excess of receipts over disbursements. . ........... ... ... . ... ... $ 408.6

Disposition of Excess of Receipts

Borrowings from Treasury (interest-bearing)............................ $ 7022
Less: Repayments. .. ... ... e 102.0
Net borrowings—(interest-bearing). ......................... e § 600.2
Borrowings from Treasury (non-interest-bearing)........................ 38.0
Less: Repayments. . .......... it 1,038.0
Net repayments—non-interest-bearing. .. ............. ... ... ... .. . 1,000.0
Excess repayments over bOrrowings. . . . ... ... .. i 399.8
Increase in cash on deposit with U. S. Treasury andothers. ......................... 8.8

$ 408.6

The balance sheet, as of June 30, 1950, reflects dividends payable to the U. S. Treasury of
$18,674,005, as compared to $1,345,185 at June 80, 1949. The dividend payable represents earnings of
the Corporation in excess of $250,000,000 which, pursuant to the RFC Act, as amended, is retained as
accumulated surplus. As indicated in the Statement of Net Income, the Corporation’s net income (includ-
ing that of Federal National Mortgage Association) for the fiscal year 1950, was $27,247,193. The
dividend payable, as shown above, represents net earnings of the Corporation (after surplus adjust-
ments), exclusive of the earnings of Federal National Mortgage Association during the fiscal year 1950,
but including a dividend of $10,000,000 declared and paid by the Association on the capital stock held
by Reconstruction Finance Corporation. The balance of the Association’s accumulated net earnings are
retained as undistributed earned surplus reserved for losses and contingencies.

The balance sheet amounts do not include commitments undisbursed as of June 30, 1950, in the
following amounts:

1. Direct loan commitments to industrial and commercial enterprises (including Imme-

diate Participations). ....... ..ot e $ 233,712,210
2. Commitments to participate in loans made by banks—Deferred Participations. . .. 129,792,617
3. Other loams. ......coiv it e e e e 70,798,885
4. Commitments to purchase insured or guaranteed mortgages..................... 1,100,444,942

Statement of Net Income from Lending Activities—Exhibit B

Total income of the Corporation increased by $38,912,756 over the $49,432,263 earned in the fiscal
year 1949, an increase of approximately 79 percent. The major portion of this increase came from in-
creased interest, premiums, and commitment fees earned in the mortgage program. Of the Corporation’s
total income of $88,345,019, Federal National Mortgage Association earned $41,661,085, as compared
with $10,334,194 earned by the Association in the fiscal year 1949. Interest income from business loans
increased from $12,588,183 to $18,507,681, or $5,919,498 (approximately 47 percent); this increase
resulted entirely from the increase in the portfolio of business loans previously discussed. Income from

roperties and securities acquired in liquidation of loan indebtedness increased by $6,5694,675, primarily
use of the sale at a price in excess of the carrying value of properties held for RFC by Consolidated
Realty Corporation. That corporation was organized in 1938 for the purpose of liquidating property
acquired by RFC through foreclosure of its loan to the Prudence Company Inc. Sale of the properties
from which the profit referred to was earned, effected liquidation of most of the remaining properties
acquired in earlier years.

Net income from lending activities (other than from FNMA) amounted to $9,784,653 in the fiscal
year 1950, This represents 9.785% on the investment of the Treasury in capital stock of the Corporation.
Included in such net income are extraordinary profits of $6,280,000 earned during the year from sale
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of assets acquired through foreclosure, discussed above. After elimination of such extraordinary profits,
net earnings were $3,5604,6563, representing a return of approximately 814% on the Treasury’s invest-
ment of $100,000,000 in the capital stock of the Corporation. This compares with the amount of
$1,875,000 (discussed below) paid by the Treasury, at 173 %, on the cost to it of funds invested in the
Corporation’s capital stock. For the two-year period during which the Corporation has operated under
existing legislation, net earnings have amounted to $8,730,633, after elimination of extraordinary
profits of $6,280,000, representing a gross return of 4.4% per annum on the capital stock outstanding.

Interest expense increased very substantially over that of the prior year; such increase is
attributable primarily to increased borrowings necessitated by the increase in loans. As indicated previ-
ously, the Corporation paid interest to the Treasury at a rate fixed by the Secretary of the Treasury
after taking into consideration the current average rate of outstanding marketable obligations of the
United States on all moneys borrowed ; this rate was 173% on all but a very minor portion of borrow-
ings outstanding during the year. Not all of the funds used by the Corporation bear interest. For
example, no interest is paid on the amount of $250,000,000 representing earned surplus which was not
borrowed by the Treasury and which the Corporation was directed by the Congress to retain after
paying all accumulated earnings in excess of that amount into the Treasury as dividends. Also, in
accordance with the RFC Act, as amended, no interest is paid on the amount of $100,000,000 invested
in capital stock of the Corporation by the Treasury. Had interest been paid on the investment of the
Treasury in the capital stock, interest expense would have been increased by $1,875,000 in the fiscal
year 1950; in the prior year such increase would have amounted to $2,242,000 because capital stock
outstanding was $325,000,000 for a brief period ($225,000,000 of capital stock was retired on July 23,
1948, purusant to the provisions of Public Law 548, 80th Congress).

In arriving at its net income, the Corporation has made provision for future losses on the basis of
its past loss experience in the various major classes of loans. This “reserve method” of recognizing
the contingency of loss was adopted effective July 1, 1948. Based on amounts charged off and estimated
losses through June 30, 1948, experience factors were adopted for application to disbursements in the
geveral classes of loans. The factor with respect to business loans (the class in which the Corporation
had most of its activity during fiscal year 1950) was 3.8 percent; based on an average maturity of
five years, this amounted to .66 percent per annum. Reexamination of the Corporation’s loss experience
to date indicates that the business loan factor originally adopted was high in light of the cumulative
experience through June 80, 1950. Accordingly, the factor for business loans was reduced to approxi-
mately 3 percent in arriving at the provision for losses of $8,523,775 for the fiscal year 1950. It is
anticipated that this percentage will be further reduced in the fiscal year 1951.

Although total administrative expenses remained approximately the same in the fiscal years 1949
and 1950, expenses charged to lending activities increased by $3,491,228—$17,900,936 in 1949 as com-
pared to $21,392,164 in 1950. Of the increase in administrative expenses charged to all lending
activities, $2,340,007 resulted from an increase in expenses of Federal National Mortgage Association
due to the volume of mortgage activity.
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LOANS, SECURITIES AND RELATED RECEIVABLES (other than
fnsured and guaranteed mortgages and loans to foreign
governments): .

Loans, and securities at cost:
Industrial and commercial enterprises
Railroads
Financial institutions
Political subdivisions of states and territories
Catastropheloans. . ............coiviiii i,

Accrued interest and dividends
Other receivables arising from loans and securities...........

Less estimated losses in collection

INSURED AND GUARANTEED MORTGAGES AND RELATED
RECEIVABLES:

LOANS TO FOREIGN GOVERNMENTS, including accrued
interest:
United Kingdom of Great Britain and Northern Ireland, less
prepayments
Republic of the Philippines

OTHER ASSETS:

Properties and securities acquired in liquidation of loan indebt-
edness, including railroad reorganizations, at lower of cost
or appraised values

Equity in net assets of Defense Homes Corporation held for
liquidation—Note D

Miscellaneous accounts and other notes receivable, less esti-
mated losses of $83,379 in 1950 and $101,841 in 1949

Furniture and fixtures, less accumulated depreciation
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Assets

RECONSTRUCTION FINAN

EXHIBIT A—COMPARA

June 30, 1950 June 30, 1949
$ 16,861,687 $ 8,263,272
$ 518,350,863 $ 384,345,549
110,426,721 117,246,021
109,969,251 122,816,564
24,907,491 30,195,439
4,516,948 3,998,054
768,171,274 658,601,627
9,723,031 9,564,789
2,266,635 2,031,817
780,160,840 670,198,233
58,000,000 722,160,840 89,000,000 581,198,233
915,997,115 251,720,134
240,497,243 340,145,950
3,769,405 1,941,500
1,124,017  1,161,388,770 1,237,986 595,045,570
68,345,327 114,001,074
60,003,288 128,348,615 60,003,288 174,004,362
33,822,567 27,485,482
32,133,188 33,073,643
7,330,059 1,360,155
1,038,479 74,324,293 1,002,011 62,921,291

$2,103,084,205 $1,421,432,728



*PORATION AND SUBSIDIARY

JLIDATED BALANCE SHEET

LIABILITIES TO THE PUBLIC:

Arising from loan programs:
Accountspayable............ .. ... ..
Trust and deposit liabilities—Note E......................

Arising from national defense, war and reconversion programs:
Accountspayable.. ... ... ... ... ... . il
Trust and deposit liabilities. . . ...........................
Provision for war damage insurance claims.................

LIABILITIES TO OTHER U. S. GOVERNMENT AGENCIES:

Accounts payable and sundry liabilities. .....................
Notes payable to U. S. Treasury:
For general purposes, including accrued interest.............
For specific purposes, non-interest bearing $8,000,000 at June
30, 1950 and $1,008,000,000 at June 30, 1949
Less: Funds in an equal amount delivered to other U. S.
Government agencies at Congressional direction
Dividends payable to U. S. Treasury......................0.
Net proceeds from liquidation of assets and securities:
Acquired under national defense, war and reconversion pro-
grams—Exhibit C............ ... ... i,
Transferred from Smaller War Plants Corporation—Exhibit D.
Purchased from Public Works Administrator, Federal Works
AODCY oottt e i it ittt e

RESERVES:

For employees’ accrued annual leave. . ......................
For losses under deferred participations in bank loans. .. ......

CAPITAL STOCK HELD BY U. S. TREASURY..................

SURPLUS:—NOTE F

Accumulated net income—unreserved. ......................
Less: Dividends accrued or paid to U. S. Treasury............

Reserved for contingencies (including reserve for self-insurance
of $2,000,000 at June 30, 1950) .. ............ ..ot

Liabilities

June 30, 1950 June 30, 1949
$ 1,704,623 $ 1,202,407
24,086,353 25,963,960
25,790,976 27,168,367
27,173,725 39,907,797
612,939 2,822,678
- 630,000
27,786,664 $ 53,577,640 43,360,475 $ 70,526,842
3,678,273 5,670,567
1,460,752,973 855,176,299
18,674,005 1,345,185
179,718,600 96,422,018
3,550,480 10,961,567
7,614,575  1,673,988,906 12,473,196 982,048,832
4,791,945 4,726,350
6,000,000 10,791,945 7,791,059 12,517,409
100,000,000 100,000,000
577,410,745 558,736,740
327,410,745 308,736,740
250,000,000 250,000,000
14,725,714 264,725,714 6,339,645 256,339,645

$2,103,084,205

This exhibit is subject to the accompanying “Notes to Financial Statements”.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

EXHIBIT B—COMPARATIVE CONSOLIDATED STATEMENT OF NET INCOME FROM LENDING ACTIVITIES

Fiscal Year Fiscal Year
Ended Ended
June 30,1950  June 30, 1949

INCOME:
Interest and dividends earned on loans, securities, etc.:

Industrial and commercial enterprises. . . . . ... oottt i i i e, $ 18,507,681 § 12,588,183
Railroads, financial institutions, political subdivisions of states and territories and catastrophe

BOMDIE . .o viio e a5 i mie s mmid e 55 §4 o v e & meie 6 main 36 57H 4w §e ¥in § e eim e e e e s e miaie e e e n e e e e 9,096,504 12,363,926
Insured and guaranteed moOrtEAGES. .. ... ... ... it e i 37,310,944 13,814,697
Foreign governments. ....... ..ot i 4,181,321 5,497,731
Accounts and other notesreceivable. . ............. ... ... o L, 452,924 40,521

69,549,374 44,305,058

reorganigations—met . ... ... .. i e e it e e,

7,666,590 1,071,915

814,567 836,777
1,008,358 1,322,040
2,746,562 21,836
6,659,568 1,874,637

88,345,019 49,432,263

INTEREST AND OTHER EXPENSES:

Interest on:
Punds borrowed from U. 8. Treasury. .. ........cocoiitiiiiiiiiiiiiiieiiiraannnennan. 22,614,041 8,040,633
Funds held for U. 8. Treasury and others. .......... ... ..o iiiiiiinnneniiriiinrnnnns 4,082,612 4,423,341
Administrative expenses. . .. ... ... ... i i e e i et 21,392,164 17,900,936
Feen for serviciDg DIOTLEREER. . . « . ov o vus s sires s vmn v s wbins sims s s sinn s oanss o dessmensamssanes s 4,474,169 1,699,949
Other 8XDENBEB : . ¢« cussiv s oo é 6w & w095 6 5 5095 § 500515 5 6586 6 SEH 8 § S0 8 6 1058 4 $96 5 5 0t & 3 0 E & Bmd e & G 11,085 17,258
52,574,051 32,082,117
Nzt INcoms BEFORE PROVISIONS FOR LOSSES. . . .......cviviiiii i ann.. 35,770,968 17,350,146
PROVISIONS FOR LOSSES ;. . o s s oo s s mme s 6w 63 50me s 5 0 65 8 550 6 5 5 500 6 5 6080 5 5 M08 o % 00 56 W 4 5 00 5 6 3 2w 8 8,523,775 9,218,813
B0 o 0. (T).¥ o 1 $ 27,247,193 $ 8,131,333
ANALYSIS OF ACCUMULATED NET INCOME
Reserved for
Unreserved Contingencies
Accumulated net income, June 30, 1949, .. ... ...ttt $558,736,740 $ 6,339,645
Income for fiscal year ended June 30, 1950, asabove. .. ........................ 27,247,193 —
Adjustments of prior years income. .. .... ... ... ... it i 187,119* —
Transfer to reserve for self-insurance. . . ..............ci ittt i innnn... 2,000,000* 2,000,000
Transfer from amounts reserved for contingencies.....................ccov..... 1,076,471 1,076,471*
Amount of FNMA income reserved for contingencies. .......................... 7,462,540* 7,462,540
$577,410,745 $14,725,714
* Deduct

This exhibit is subject to the accompanying ““Notes to Financial Statements’.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

EXHIBIT C—STATEMENT OF ACCOUNTABILITY TO U. S. TREASURY FOR NET FUNDS EXPENDED BY RFC

IN NATIONAL DEFENSE, WAR AND RECONVERSION ACTIVITIES

ACCOUNTABILITY AT JUNE 30, 1949:

Net proceeds realized and payable to U. S. Treasury at June 30, 1949. . ....................... $ 96,422,018
Assets, at cost, remaining for disposal at June 30, 1849, . . ...... ... ... ... i it 872,024,490
968,446,608
RESULTS OF LIQUIDATION FOR FI1SCAL YEAR 1950:
Cost of assets transferred to other U. 8. Government agencies without reimbursement:
Property, plant, equipment and inventories—net (current year transfers $6,635,357 less prop-
erties returned $7,737,547) . . oo oun ettt $ 1,102,190*
Commodities transferred to national stockpile. . .....................c.o o i, 102,539
Losses on sale and retirement of property, plant and equipment............................... 12,916,596
Final price adjustmenta on aleohol, after audit, with distillers whose accounts were previously settled
onatentative DasiB. . .. ... ... et e et it i 5,918,592
Administrative eXPOnsen . . s .o wuc s sme s omus s oims s s e s Aas s EiE s 555005 & E 5§ S 5 5 0 18 W 5 A8 8 8 2,298,382
Other 108868 and COBES—Met. ... .. .. ..ottt ittt ittt ettt ittt et eeananneeaaes 5,182,134
25,316,053
Less:
Rentals and royaltiesearned. .. ... ... il i e i i it e i, 3,100,148
Recoveries under land grant freight claims. . ....... ... ... i iiiiiiiiiiiiiiiiiiennns 5,368,329
8,477,477 16,838,576
951,607,932
RESULTS OF OPERATIONS OF CONTINUING PROGRAMS FOR PERIOD JULY 1, 1949 THROUGH
JUNE 30, 1950:
Loss from synthetic rubber program—S8chedule 2. .......... ... ... ... .. . i, 1,794,621
Loss from tin program—S8ehedule 3. .. ... ... ... .. i e 10,916,369
Loes from fiber program—=Schedule 4. .. .. ... ... ... ittt ittt i 484 509
Loes from aluminum and magnesium forgings program (Wyman-Gordon Products Corp.)........ 13,410
13,208,909
Less: Charges not involving cash outlays (depreciation and interest)........................... 31,811,651 18,602,742
970,210,674
INTEREST ALLOWED ON FUNDS UTILIZED IN RFC LENDING ACTIVITIES...............c000u.... 3,305,079
973,515,753
PROCEEDS REMITTED TO U. S. TREASURY DECEMBER 31, 1949. ... .. .. ...ttt nannns ,000,
ACCOUNTABILITY AT JUNE 30, 1950 . .. ... oottt ittt ettt iiiaiaeeen, $948,515,763
REPRESENTED BY:
Net proceeds realized and payable to U. 8. Treasury—Exhibit A.............................. $179,718,600
Assets, at cost, remaining for disposal at June 30, 1950—Schedule 1........................... 768,797,153
$948,515,753
* Deduct

This exhibit is subject to the accompanying ‘Notes to Financial Statements’’.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

SCHEDULE 1—ASSETS, AT COST, ACQUIRED IN CONNECTION WITH NATIONAL DEFENSE, WAR AND
RECONVERSION ACTIVITIES FOR WHICH THE CORPORATION IS ACCOUNTABLE TO THE U. S. TREASURY

June 30, 1950 June 30, 1949
SYNTHETIC RUBBER PROGRAM
Accountsreceivable. . ... ... . ... . . . i $ 14,708,044 $ 801,813
Inventories:
Syntheticrubber ... ... ... .. ... ...l $ 6,988,521 $ 19,760,843
Raw materials, chemicals and processed stock w58 5§ s 12,540,329 15,609,510
Supplies, spare partsand tools. .. ............. ...l 9,722,996 29,251,846 11,098,967 46,469,320
Property, plant and equipment. . .......... ... ... ..o 509,812,366 509,932,066
Prepaid taxes, insurance and other deferred charges. . ............... 734,060 1,726,375
Total assets—Synthetic rubber program. .................. 554,596,316 558,929,574
TIN PROGRAM
Accounts receivable. . ......... ... . . i e 6,385,172 12,184,636
Inventories:
Refined tin......covimevn i i e i 43,083,052 90,795,000
PP IMN QM s 5 5 1oy & » oo » 00 6 5 Y 65 G960 0205 & (99 6 3 590 £ 5 B 65§ SN 5 % BB 6 6 21,427,373 44,624,337
By-products:.. s« s sms s cmmssmme sy ss i mm s 5 EE s TS wREF 2 EAT A 353,269 122,994
Operating and othersupplies. . ............................... 626,819 65,490,513 667,014 136,209,345
Property, plant and equipment. . ........................ ... ... 11,631,015 10,046,364
Prepaid taxes, insurance and other deferred charges. . ............... 256,443 60,382
Total assets—Tinprogram.............cocvtinenenannn.. 83,763,143 168,500,727
FIBER PROGRAM
Accountsreceivable. . .............. ... .., 1,289,589 789,258
Inventories:
N Y S 672,586 312,693
AGAVE: s s 5w 05 soswms 5 5 55 5 5 000 5 5 5 A0S 5 4 5 WA 5 5 DM 5 ¢ B S 5B BIE £ A E ¢ B 141,086
Operating and other supplies. . .. ............................. 573,749 1,246,335 622,079 1,075,858
Plantations operated for the production of abaca and agave fiber...... 11,285,024 12,030,525
Prepaid and deferred charges..................... ... ... ... 3,448 294,143
Total assets—Fiberprogram............................. 13,824,396 14,189,784
ALL OTHER PROGRAMS
Loans, advances and receivables:
U. S. Government BENCIES. . .. ittt i e i 172,493 822,982
Other (including conditional sales contracts of $14,689,072 at June
30, 1950 and $16,204,590 at June 30, 1949).................. 38,249,188 38,421,681 52,334,166 53,157,148
Inventories of strategic materials held for disposal or transfer to na-
tional stockpile:
Metalsand minerals. .. ............. ..ottt 174,448 484,537
Naturalrubber. . .......... ... . o i 58,670 71,769
Other strategicmaterials. . ...................... .. 454,829 687,947 1,000,775 1,557,081
Property, plants, equipment and related facilities:
Defense plants and equipment. ............................... 52,134,021 58,079,027
Aluminum and magnesium forgings plant. ..................... 4,267,230 56,401,251 4,213,847 62,292,874
Other assets:
Experimental plywood flying boat................... ... .. ... 15,526,463 15,526,463
Inventoryof platinum. . ............ ... il 2,126,758 2,126,758
Prefabricated houses and housing materials. ... ................. 2,359,956
Miscellaneous assets. . .. ......ooveit it in e 3,449,198 21,102,419 3,384,125 23,397,302
Total assets—Other programs. .. ......................... 116,613,298 140,404,405
Total—EXHIBITC. . . ...ttt eiee e $768,797,153 $872,024,490

This schedule is subject to the accompanying “Notes to Financial Statements”.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

SCHEDULE 2—STATEMENT OF OPERATIONS OF SYNTHETIC RUBBER PROGRAM

Fiscal Year Ended June 30, 1950

INCOME:
Sales of Bynthetic PUDDOT: . ..« u o s smss sumes s omm s mm s s smss s ores o5 G 55 s 5 S9a0e & o 0w 5 § 5 B & 578 6 5 % W08 ¥ 5 5 M8 § & B39 & W $156,006,135
Revenue from tank Car Operations. . ... .. ..o\ it ittt it ittt ittt e it ettt e et e e, 211,434
(00 0T+ TS 213,022
156,430,591
OPERATING COSTS AND EXPENSES:
Cost of G00dB 80Id. ... ... .ot e e e e et 115,939,875
Provision for depreciation of operating plants and facilities. .. ................ ittt 25,522,411
Research and development. .. ..o s ovms s vmeesmvesomes s s s e ssmmssames s somes 5857 sins s sie s susswasis 4,927,586
Excess of sales freight expense over freight charged tocustomers. . ............ ... ... ... i i, 3,217,194
Storage and handling of finished goods. .. .. ... ... ... i i e e 779,214
AN st Ve XPOISe . .. .. ..ottt e e e e e e e e 1,655,686
Reactivation ©XPeNSe oo s < mms s mmss @m s Ams o508 § @5+ 5 55 SE 155 005 5 § SN 8 B 05 55 RS ¥R § AN L 85 AN B E 0§ B 110,061
Other expenses and LoB8e8 . . . ... ... .. ... ittt i it e et it 147,766
152,299,793
INcoMr FrROM OPERATIONS BEFORE DEDUCTION OF INTEREST ON INVESTMENT..............c.coiiiinnnnnnn.. 4,130,798
INTEREST ON U. S. GOVERNMENT FUNDS INVESTED IN NET OPERATING ASSETS. .. .........c0.ouvniinnannnn.. 3,331,279
NET INCOME FROM OPERATIONS. .. .. 0ttt ettt et et e e et e et e e et et e e e e e et e e e et e 799,519
EXPENSES FOR MAINTENANCE AND PROTECTION OF STANDBY PLANTS AND FACILITIES (less rental income of
L2 IS 7. TP 2,594,140
NET Loss—NOTE H. .. .. e e e $ 1,794,621

This schedule is subject to the accompanying ‘“Notes to Financial Statements”.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

SCHEDULE 3—STATEMENT OF OPERATIONS OF TIN PROGRAM

Fiscal Year Ended June 30, 1950

Smelter Trading
’tla_pemtions, operations
exas City, imported
Texas tin Total
SALESOF REFINED TIN. .. .. ... .. i it iiieeaans $79,156,420  $62,029,787  $141,186,207
CosTt OF TIN SOLD:
Cost of production—longhomn tin:
Beginning inventory—tin ores and tininprocess. . ......................... 44,624,337
Purchases—tin OPeB:: s« wim s s w6 5 s s s oere €5 e s & 590 5 5 G000 & 5 5 G08) & 8 (6631 & & gt & § 408 43,205,595
Delivery costs, weighing, assaying, storage, etc.. ...................cc0uun.n 1,073,845
Processing COBES. ... . ...cii vttt ittt ettt e, 5,431,053
TOCAY s - & msars 5 sxsss = s 5 % 55 5 8 5080 6 & SPaevs  SUER & @ 65/ 4 & RES £ % SOE S 5 G & EVES 3 5 94,334,830
Less:
Ending inventory—tin ores and tininprocess. ........................ 21,427,373
Tin in process—inventory treatedabroad. ............................ 1,106,495 1,106,495
Cont of produetion. . s s s s s wmm s s mme s mws s 4 w0 5 o 0 8 5 50014 & BE 5 6 o 71,800,962 71,800,962
Purchases—imported refined tin. . .............coiiitiii it 20,087,649
Delivery costs, weighing, assaying, storage, etc..................covcuvenn.. 520,205
Re-processing costs of imported refined tin....................cooiiiiill., 12,737
Total refined tin acquisitions. .. .............c.cieiiiiiiiiiiininnnns 30,707,086 30,707,086
Beginning inventory—refined tin. . ............ .. oo i 40,258,269 50,536,731 90,795,000
Total refined tinavailable................ccoiiiiii it 112,059,231 81,243,817 193,303,048
Less:
Ending inventory—refined tin............ ... .. ol 24,418,464 18,664,588 43,083,052
Coatrof BAIEB .« « s = « w5 s 5 s9ms & & oabs » A0S v S6eme 8 5 (0 § & S350 % § BN § 5 6 87,640,767 62,579,229 150,219,996
1,088 FROM OPERATIONS. . ..o vvverrervecerenecnassesessnnnss $ 8,484,347 $ 549,442 9,033,789
SELLING, ADMINISTRATIVE, AND OTHER EXPENSES. . ........c00c0nuvvnnncacanns 574,452
Loss, BEFORE DEPRECIATION AND INTEREST ON INVESTMENT. ... 9,608,241
DEPRECIATION . . ¢ o0 vttetteuanusaeorotercrsnsossasisseeasessosoncanacesananns 472,902
INTEREST ON U. S. GOVERNMENT FUNDS INVESTED IN THE TIN PROGRAM
(smelter operations ODLY). ... o, ows s swsinn s onnissosss o ssssassvesssasssioss 835,226

NETL0oss—NOTE H.......ciiiiiiiit it iiniiencrenannnn

This schedule is subject to the accompanying ‘“Notes to Financial Statements’.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

SCHEDULE 4—STATEMENT OF OPERATIONS OF FIBER PROGRAM

Fiscal Year Ended June 30, 1950

CENTRAL AMERICAN ABACA

BALCH w166 5 e 5 5 oinin v e o B BT E B I E o BB S e AL E S I TE BBaB e 3 T 2 b § o s wnmn o o e § o s @ ocn o 6 ger o & mmrn e o $6,736,193
Cost of abaca sold:
Inventory at beginning of period. . .. ... ... . e it $ 312,693
Cost of - production:: . : wus s : mws s mes s mma s mue s s 5005 5 5 G5 5 P05 5 5 5 008 5B 55 8 ENE § 3 AT BB EE B AmE 8 5,923,155
Ocean freight, storage and handling. .. .. ... ... .. . e 15,179
6,251,027
Less sundry inventory adjustments. ... .. ........ oottt it e 60
Lessinventory at end of period. .. ... ... ... i e 672,586 5,578,381
Gross PrOfit. . .. ottt i i e e e e 1,157,812

SALEB. & voe v e viove e rien e e o mienn w0 rn e ¢ Beine § T § m @ E B ae e 6 e e e e e 6w o s imn e e ae e e e o e e e e e 364,967
Cost of sisal sold:
Inventory at beginningof period.. ......... ... e 131,986
Cot Of Produetion:: .« s o s mmes simms o5 M s s w5 s 50E 55 (P 5 & P 55 5 AN § A EEE F ENE F 8 608§ 0 ¥ 5 R 268,774 400,760
Gross profit (or 1088%). ... .. .. ... e e 35,793*
Combined :gross Profitio: .« wu o smus v mmee s smms s mm s o e s me s s om o s SEE 5 DL S E £ BB EE 6w 1,122,019
DEPRECIATION AND NET LOSSES ON RETIREMENTS . . . ... ...ttt ieeetrcninninnanareanans 1,194,127
ADMINISTRATIVE AND OTHER EXPENSES . . .. .. ..ottt itieianan et iinanaans 153,580
INTEREST ON U. S. GOVERNMENT FUNDS INVESTED IN NET OPERATING ASSETS.................. 258,821
NET Loss~—NOTE Bl i csvmetcomess 5 o5 s 5 o000 s 5 60085 608 835508085 BH 553 nadhe 5 3508 0 wferd e b $ 484,509

This schedule is subject to the accompanying ‘‘Notes to Financial Statements’'.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

EXHIBIT D—STATEMENT OF ACCOUNTABILITY TO U. S. TREASURY FOR NET ASSETS

TRANSFERRED FROM SMALLER WAR PLANTS CORPORATION

ACCOUNTABILITY AT JUNE 30, 1949:

Net proceeds realized and payable to U. S. Treasury (less $145,600,000 previously remitted)..... $ 10,961,567
Assets remaining for disposal:
THOBDE s & 50 55 55w s 5 (505 £ 5 50000 45 BEENI 5 5 (0001 8 5 GRS 6 5 00 9 7 % 06 5 5 (00 6 NOARE © 6 6 R 5 % (N F B G H Y B A B AN G B $ 5,427,120
Notes and accounts receivable. . ... .. ... i i e e, 1,389,314
Machinery and eqUIPment . . .. ...ttt i i e e 956,498
Other B88et8. .. ... .ttt i e e et e e, 666,957 8,439,889
19,401,456
TRANSACTIONS DURING F1SCAL YEAR ENDED JUNE 30, 1950:
Losses on sale and retirement of property, plant and equipment............................... 386,758
Other losses and COSEE—TIEE .« v oo v vnveammmss anes oo s e uuss oe s sives o e s s v ss s s domasiiis 478,244
Administrative eXPemSes. . .. .. .. i e et ii et 208,322
1,073,324
Less:
Interest @armed. . .. .. oo oot i i et e e i e s 176,937
Fees on loan participationagreements. . ........... ... . i it i i 11,569
Rentals and royalties earned . . . ... ... ititit it it i i it i e 71,369
259,875 813,449
18,588,007
INTEREST ALLOWED ON FUNDS UTILIZED IN RFC LENDING ACTIVITIES ..............cc000nn. 221,893
18,809,900
PROCEEDS REMITTED TO U. S. TREASURY JUNE 29, 1950. ..............c0ciivneennnnnennnnnn., 10,000,000
ACCOUNTABILITY AT JUNE 30, 1050 . ... .. .. ittt et eateitearneeeanneannns $ 8,809,900
REPRESENTED BY:
Net proceeds realised and payable to U. S. Treasury—Exhibit A........................... ... $ 3,550,480
Assets remaining for disposal:
TIOBNMS . 5« i s o wviis o w0t v 6 orons & oo o & oJa0s 5% (60815 § 0614 5 400N ¥ 5 WIIR 6 B NN 6§ SN B 6 H B 4 BRI A B et 8 8 NE 5 R $ 3,458,310
Notes and accounts receivable. .. ... ...ttt e i i i it i et aa 963,505
Machinery and equipment . . .. .. ..ooi ittt it i e it i e aaa 215,838
Property acquired in liquidation of loan indebtedness........................ .ol 621,767 5,259,420
$ 8,809,900

This exhibit is subject to the accompanying “Notes to Financial Statements”.
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RECONSTRUCTION FINANCE CORPORATION
AND SUBSIDIARY

NOTES TO FINANCIAL STATEMENTS
JUNE 30, 1950
NOTE A
The accompanying comparative consolidated balance sheet and related statements of net income set forth the financial
position at June 30, 1949, and June 30, 1950, of the Reconstruction Finance Corporation and its subsidiary, the Federal
National Mortgage Association, and the consolidated results of their operations for the years ended on such dates.

Assets shown on the balance sheet for both years represent those pertaining to the Corporation’s lending activities, in
which it has both title and beneficial interest. The unliquidated assets relating to programs for national defense, war and
reconversion and assets transferred from Smaller War Plants Corporation are shown on other schedules of this report and
are not included in the Corporation’s balance sheet, since the net proceeds from the liquidation thereof are required to be
paid into miscellaneous receipts of the U. S. Treasury.

NOTE B

The Corporation’s balance sheet and statement of income and expense of lending activities (Exhibits A and B) are on
a consolidated basis and include its wholly owned subsidiary, Federal National Mortgage Association. Statements of the
Federal National Mortgage Association are included as a part of Appendix A. Condensed corporate statements of Recon-
struction Finance Corporation are shown below:

Reconstruction Finance Corporation
Condensed Comparative Balance Sheet
June 30, 1950 June 30, 1949

CaBNc 5 s o v 7 s 5w o 5 a0 5 5 (0 o 6 (55 6 4 5 EEEPE 6 (NS 5 5 SR 5 & S B R 8 B S B 8 VR B 8 HU § € SE 4 & 9 $ 16,861,687 $ 8,263,272
Loans, Securities and related receivables (Other than insured and guaranteed mortgages
and loans to foreign governments), less estimated losses in collections of $58,000,000

in 1950 and $89,000,000 in 1949..... Fasas 0.0 aummons o * g o o wios o % 8 onsnns @ o g o o e o § omesr + # gosns 3 722,160,840 581,198,233
Insured and guaranteed mortgages and related receivables. . .................. .. 101,337,201 128,128,133
Loans to foreign governments, including accrued interest. ... ... e .. 128,348,615 174,004,362
Investment in subsidiary—Federal National Mortgage Association 1,047,371,875 453,482,603

OUBET BSSEES. + . .. e'vees e e rene e e e teee e e e et - 66,425,591 62,790,717
$2,082,505,809  $1,407,867,320

Lialrlities and Capital
Liabilities $0 the PUBHC. . . .. ... on sttt et ettt e e e e e $ 45301,420 § 61,801,111
Liabilities to Other U. S. Government agencies. . .............oitereerireernneneennn 1,673,988,906 ,048,
RROBOIVES .. ¢ ovv s s wvios s s 55 755 ¢ BiF 5 v o 0808 & § /605§ ¢ 404 6 3 8 5NN 8 6 670 § WU 6§ ENIE ¥ 8 IS 6 8 MEUE 8 8 e 10,791,945 12,517,409
CHMEALBUONK. .. . . ooy o 30 56 1002 5 K022 6 02 25000 % 06 525 E1IE 2 0 23 00,05 S 35 000, 100,000,000
Surplus (including $2,423,529 in 1950 and $1,500,000 in 1949—Reserved for contingencies). 252,423,529 251,500,
$2,082,505,809  $1,407,867,320
Condensed Comparative Statement of Income and Expense
Fiscal Year Fiscal Year
Ended Ended
June 30, 1950 June 80, 1949
Income
Interest and dividends earned. . . ......... ...ttt ittt e e $52,315,568 $39,458,437
Other INCOTMNG.... ;¢ 55055 6.6/5% 8 550 55 5508 5 % Geed 5 5 50 § § 6F0E S 4 BTN & 3 IR & ¢ B0HLE & § 00 6 3 198 & & RS & 4 BUEH § 9,672,814 3,362,333
$61,988,382 $42,820,770
INEOrest OXPOIBE:. . o oo ¢ s ovre 55 s s o o5 5 SR 5 8 B e § S S U S S 88 6 B S 8 E .. 26,696,653 12,463,974
Administrative expense “ s 16,391,530 15,240,309
OUher BXPONSE . 50 s« ite. i aw a5 65 s 6550 65 56 & 06l & ¥ 40 § 5009 6 6 /806 § & lie + & e o s W & i § 8T 8 591,771 671,694
43,679,954 28,375,977
Net income before provisions for losses. . .. ........ ... it iiiiiiiiiiiiieiiienns 18,308,428 14,444,703
Provisions for loBBes. . .. .. coii it ittt ittt it it i it it ittt e e 8,523,775 9,218,813
Net income before dividend from subsidiary........................ . ....... 9,784,653 5,225,980
Dividend received on capital stock of FNMA heldby RFC.................coiihiiiaen 10,000,000 —
Net INCOMIE . ..o ii it ettt itiiiteniet it eenesneesoneneaneecnsasesronsesonnes $19,784,653 $ 5,225,980
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NOTE C

In addition to the assets set forth in its financial statements, the Corporation at June 30, 1950, held securities of Sea-
board Air Line Railroad Company aggregating $16,967,496 (par or stated value) for servicing and liquidation for the
account of the Treasury Department pursuant to Executive Order 9543. Unremitted income from these securities amounting
to $63,065 at June 30, 1950 was included in the balance sheet as an account payable to the Treasury Department.

NOTE D

Pursuant to Public Law 860, 80th Congress, all assets and liabilities of Defense Homes Corporation were transferred
to Reconstruction Finance Corporation for liquidation. As shown in Exhibit A, the amount due RFC as of June 30, 1950
was $32,133,188 which was secured by net assets of Defense Homes Corporation amounting to $45,012,118 held by RFC
for liquidation. Any net assets remaining after the payment of all obligations of Defense Homes Corporation and liquida-
tion costs will be covered into the Treasury as miscellaneous receipts.

NOTE E

In addition to the liabilities reflected by the balance sheet the Corporation is responsible for funds collected from meort-
gagors for the payment of taxes, insurance, etc., by servicing institutions. At June 30, 1950 such funds amounted to
$13,615,968, all of which was on deposit with commercial banks covered by FDIC insurance.

NOTE F

The amount of $14,725,714 reserved for contingencies at June 30, 1950, consists of: (1) accumulated net income of
Federal National Mortgage Association aggregating $12,302,185 reserved for possible losses on mortgages partially guaran-
teed by Veterans Administration; (2) $2,000,000 reserved for self-insurance; and (3) $423,529 reserved for possible losses
on other miscellaneous contingencies, principally claims and cases in litigation.

During the current fiscal period the Corporation established the self-insurance reserve referred to, providing for
(a) employees fidelity risk, (b) losses from usual causes on administrative property and properties acquired in liquidation
of loans, (¢) public liability and property damage resulting from the operations of automotive equipment, (d) losses result-
ing from tort actions committed by corporate personnel or agents, and (e) other forms of public liability.

The major items included in prior years net adjustment of $187,119 as reflected on Exhibit B under Analysis of
Accumulated Net Income are a recovery in the amount of $468,416 on the balance of a railroad loan previously written
l())ff and a reduction of $894,623, arising from a court decision requiring this Corporation to refund such amount to

orower.

NOTE G

The Corporation is a Y‘arty defendant in legal proceedings, relating to national defense, war and reconversion activi-
ties, involving contingent liabilities of approximately $7,500,000. In addition, the Corporation has contingent liabilities,
including claims received from contractors, operators, and others, of approximately $9,000,000. The Corporation has out-
sta.::xetimg$ ?xsrbxgi(;:&ents relating to the procurement of tin and tin ore not delivered at June 30, 1950, aggregating approxi-
mately $15,600,000.

Any future expenditures on account of such contingent liabilities, for which no provision has been made in the
Corporation’s statements, will be charged against the retained portion of the net proceeds from liquidation shown in Exhibt
A as a liability to the U. 8. Treasury.

NOTE H

The statements of operations relating to the synthetic rubber, tin and fiber programs (Schedules 2, 3 and 4 respec-
tively) include as operating costs interest on the Government’s investments in the net operating assets of these programs.
This item has been included for the purpose of reflecting more accurately the net results to the Government of these
operations.
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APPENDIX A

SEMI-ANNUAL REPORT—SIX MONTHS' PERIOD ENDED JUNE 30, 1950
FEDERAL NATIONAL MORTGAGE ASSOCIATION
Washington
. July 31, 1950
Honorable Franklin D. Richards, Commissioner
Federal Housing Administration

Vermont Avenue and K Street, N. W.
Washington 25, D. C.

Dear Mr. Richards:

In accordance with the provisions of Section 306 of the National Housing Act, as amended, the
semi-annual report of the Federal National Mortgage Association covering the period January 1, 1950
through June 80, 1950 is submitted herewith.

The statements, schedules and charts indicated below reflect the operations of the Association for
the subject period and, for comparative purposes, certain other periods:

1. Comparative Balance Sheet

2. Comparative Statement of Income and Expense

3. Schedule of Commitments, Purchases, Repayments and Sales—By Sections of Acts
4

. Schedule of Commitments to Purchase FHA Insured and VA Guaranteed Mortgages, by Agen-
cies, January through June 1950*

Mortgage Sales Program, by Agencies, August 5, 1949 through June 30, 1950*
Aging of Delinquencies on Mortgages Held at June 80, 1950

o o

7. Percentage of Commitments to Purchase Home Mortgages by Type of Institution, February
through June 1950*

8. Charts showing activities:

(a) Commitments—FHA’s and VA’s*

(b) Unpaid Balances—FHA’s and VA’s*

(¢) Commitments—Number*

(d) Commitments—Amount*

(e) Mortgage Sales Program—FHA'’s and VA’s*
(f) Mortgage Sales Program—VA’s*

(g) Mortgage Sales Program—FHA’s*

(h) Status of Limitations

As shown by the chart entitled “Status of Limitations” attached, the volume of commitments to
purchase FHA insured and VA guaranteed mortgages increased rapidly during January, February and
March. On March 20th the funds available to the Association for the purchase of mortgages were almost
exhausted, and the Association was obliged to discontinue issuing further commitments until additional
funds would be made available by Congressional action. Subsequently, the Housing Act of 1950 (Public
Law 475, 81st Congress) was enacted and approved by the‘President on April 20, 1950. This legislation
increased the funds available from $2.5 billion to $2.75 billion. It also discontinued the Association’s
authority to issue commitments for the future purchase of mortgages, with the result that the additional
$250,000,000 provided was available only for purchasing mortgages on an over-the-counter basis.

It was obvious to the Directors and Officers of FNMA that certain controls would have to be imposed
upon the manner in which the funds available for the purchase of mortgages were to be utilized for the
best interests of all interested parties, i.e., home owners and the mortgagees selling mortgages to the
Association. Accordingly, it was determined that the Association would purchase, over-the-counter only,
those mortgages upon which the FHA insurance and VA guaranty had been in effect for a period of not
less than two months nor more than twelve months. Further, the purchase of FHA insured large-scale
mortgages was restricted to those covering military housing (wherever located) and housing projects

* Not reprinted in this report.

39



located in Alaska. As a result of these controls new contracts to purchase mortgages during the last
quarter of fiscal year 1950 dropped to $22,215,000, 2% of the dollar volume during the previous quarter.

The Association’s net income for the fiscal year 1950, before provision for estimated losses, was
$17,462,540, which, when added to the $4,839,645 representing the undistributed earned surplus at June
80, 1949, gave the Association a total undistributed earned surplus of $22,302,185. At June 30, 1949, the
$4,839,645, previously mentioned, was reserved until such time as the Association had gained sufficient
experience in the VA mortgage program to provide reasonable reserves for possible losses on these mort-
gages. Although the experience with respect to possible losses in the VA program was, at June 30, 195(,
still quite limited, the cumulated earned surplus of $22,302,185 appeared more than adequate to provide
for possible losses which the Association might incur in the existing portfolio or undisbursed commit-
ments of either VA or FHA mortgages. Accordingly, the Association declared and paid as of June 30,
1950, a dividend of $10,000,000 on the capital stock held by RFC, retaining $12,302,185 as undistributed
earned surplus reserved for losses and contingencies with respect to the portfolio and undisbursed com-
mitments as of that date.

In keeping with the intensified mortgage sales program, offering lists reflecting the RFC and
FNMA mortgage portfolio, broken down by the various classes of mortgages and by State location, are
issued periodically to prospective investors. These lists are supplemented by catalogs of individual mort-
gages by location, which are maintained in the RFC and FNMA field offices for distribution to interested
parties. Increased interest in the program is indicated by the gradual monthly advance in the sales figure
from $20.8 million during January to $70.6 million in June. Of the total number of mortgages sold during
the period, 58% were FHA and 42% VA ; dollar-wise, FHA sales constituted 64% and VA 36%.

Respectfully submitted,

JAMES L. DOUGHERTY
President
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
COMPARATIVE BALANCE SHEET

June 30, December 31, June 30,
1950 1949 1949

£ ASSETS:

: Cashondeposit with RFC. ....... ... ... . i, $ 94473 §& 315679 § 5,501,656
Mortgagesinsured by FHAL .. ... .. ... ... ... ..ttt 239,957,742 403,257,701 339,422,825
Mortﬁee guaranteed by Veterans Administration!. ....................... 815,674,538 425,095,851 125,072,050
Accrued interest receivable. .. ........ ... .. ... i ,385,888 ,264,852 1,471,124
Property acquired by foreclosure or by deed in lieu of foreclosure. ......... " 1,494,036 1,811,306 32,302
Claims against FHA and VA under insurance and guaranty provisions. ....... 6,391,968 375,714 84,301
Miiscellaneous accounts receivable. .............. ... ... . i, 1,033,706 48,957 952,216
Certificates of claim issued by FHA, less estimated losses. . ................. 12,393 11,947 12,693

$1,068,044,744  $834,182,006  $472,549,667

LIABILITIES:
Notes payable to RFC, including accrued interest.......................... $1,026,466,348  §792,375,593  $437,984,259
Acocrued service charges.. .................... 390,859 383,508 166,625
Deposits for taxes, insurance, etc.d. . ............ ... .. . iiiiiiiiiiienia.. 94,473 315,879 5,501,656
Commitment fee deposits and other liabilities.............................. 7,790,879 9,218,180 3,057,482
$1,034,742,559  $802,292,960  $446,710,022
CAPITAL AND SURPLUS:

Capital stock and paid-insurplus. . . .......... ... ... ..o o il $ 21,000,000 $ 21,000,000 $ 21,000,000
Undistributed earned surplus reserved for losses and contingencies........... 12,302,185 10,889,046 4,839,645
33,302,185 31,889,046 25,839,645

$1,068,044,744  $834,182,008  $472,549,667

1 Includes at June 30, 1950 FHA insured mortiages
on which sales oﬂeri.nﬁ: have been accepted with closing dates fix:

or pending.
3 Includes only t

deposit with commercial banks and are insured by ¥FDIC.

COMPARATIVE STATEMENT OF INCOME AND EXPENSE

Siz Months Ended  Siz Months Ended

Fiscal Year Ended

ing $33,062,943 and VA guaranteed mortgages aggregating $36,336,885

t portion of such deposits held in the general funds of Reconstruction Finance Corporation. In addition, the
Association is responsible for the payment by servicing institutions of taxes and insurance, out of funds received from mortg;
set aside for that purpose, in the amount of l2i)107 f‘m at June 30, 1950 and $8,324,046 at December 31, 1949. All such fun

ors and
are on

Fiscal Year Ended

June 30, 1960 December 31, 1949 June 30, 1960 June 80, 1949
INCOME:
Interestearned....................... $19,614,662 $12,926,207 $32,540,869 $ 8,579,839
Commitment fees earned............... 3,745,241 2,760,419 6,505,660 1,753,836
Premiums earned..................... ,380, 34,024 2,614,308 —
Otherincome. . ....................... (61) 309 248 519
Total income................. $25,740,126 $15,920,959 $41,661,085 $10,334,194
EXPENSES AND LOSSES:
Interest expense. ..................... $ 9,200,039 $ 6,104,400 $15,304,448 $ 3,722,701
Administrative expense................ ,775,603 2,225,031 5,000,634 2,660,627
Fees for servicing mortgages............ 2,347,318 1,542,118 3,889,436 1,045,490
Other losses and expenses. ............. 4,027 —_ ,027 23
Total expenses and losses. . ........ $14,326,987 $ 9,871,558 $24,198,545 $ 7,428,841
NerINcoM®................. $11,413,139 $ 6,049,401 $17,462,540 $ 2,905,353
ANALYSIS OF ACCUMULATED NET INCOME

Accumulated net income—June 30, 1049, . .. ... ... ... i it e i, $25,339,645

Income for fiscal year ended June 30, 1950. ... ......... ..ttt 17,462,540

$42,802,185

Dividenids Paid/t0 RIC. : o : « seors v 5 oums 5 = 505 5 smws 5 5 5505 5 565w s 5 60 & 8 BHEFS € § 9000 5 5 B0 5 § S0aveis 5 3 8 $30,500,000

Reserved for losses and contingencies. .. .. .......c.coititiiii it ittt i i 12,302,185

$42,802,185
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
SCHEDULE OF COMMITMENTS, PURCHASES, REPAYMENTS AND SALES ON FHA INSURED AND VA GUARANTEED MORTGAGES
PERIOD JULY 1, 1949 THROUGH JUNE 30, 1950
(Dollar Figures Are in Thousands)

Commitments Commitmonts Commitments Repayments Mortgages
made to purchase concallad undisbursed Purchases and other Sales held at
mortgages end of period reductions end of period
No. Amount No. |Amount| No. Amount No. |Amount| No. |[Amount|{ No. |Amount| No. Amount
Period July 1, 1949 thru Dec. 31,
1949:

ToraL FHA INsURED MORTGAGES. ....[ 13,640/8$ 209,090 3,987| $49,662| 16,132 $346,871| 12,528| $94,625 1,143| $11,423 1,734| $19,366| 57,643 $403,258
Section 203, NHA.. . .. 5 chwbs o iis 11,640 71,624 2,811 18,996| 14,804 91,710 7.229| 41,562 179 1,472 924 4,921 13,165 72,563
Hection 207, NHA . ..o vsiciniis san s 1 | SRR ey 1 O] o o ol emmpmainal s b ab i s mlomn ie 5 o il aaesmiele oeseie i 85 4.8 slasiem s
Section 603, NHA................. 1,804 13,181 1,118 7,790 898 6,906 5,261 39,301 064 9,898 797 5,712| 44,401 310,571
Section 608, NHA................. 195] 124,194 58| 22,876 429 248,164 38| 13,762|........ 53 13 8,733 77 20,12

TotaL VA GUARANTEED MORTGAGES. . 82,594 590,158 1,810 13,164 64,934| 477,232| 45,404 304,619 117 4,208 224 387| 67,683 425,096
Section 501, SRA (Home) . i 73,952] 672,315 944| 11,949 59,048 465,253| 39,202 294,640 82 3,907 13 101 54,451 406,551
Section 501, SRA (Mult.1ple Dwell ). N 247 T.300) - a5 25 157 5,017 90 2.0481. ..:: 05 j i N 91 2,436
Section 502, SRA.. I, 70, 429 1 7 47 298 33 202, .. ... Dl s ssi b 42 254
Section 505(a), SRA ............... 8,325 10,028 865 1,183 5,682 6,664 6,079 7,433 35 282 211 286/ 12,999 15,855

TROBAL: o s v aaiaisidi s 96,234 799,248 5,797| 62,826/ 81,066 824,103| 57,932| 399,244 1,260 15,631 1,958 19,753| 125,226] 828,354]

Period Jan. 1, 1950 thru June 30, i
1950:

ToraL FHA INSURED MORTGAGES. . ... 3,851 42,641 7,775 109,572 7,044 243,673 5,164| 36,266 989 12,892 25,066 186,674 36,752| 239,958
Seotion 208, NHA ... ivi s sasnoseiin s 3,742 23,291 7,342 46,125 6,685 42,621 4,619 26,355 165 1,776 7,259, 42,605 10,260 54,537
Section 207, NHA- .o .o shsummamans|s sasm ssalestaasmins 1 Ol iidivivnlies s paaaloinse os sl s0neeale thssanoledons 5o s le i cininls sdes wah s
Bection: 803, NHA. ... o voeseinnsiig 78 690 226 1,694 123 979, 627 4,924 819 9,010| 17,751| 131,831 26,458| 174,655
Section 608, NHA................. 31 18,660 207 61,763 235 200,082 18 4,987 5 2,106 56( 12,238 34 10,766

TotaL VA GUARANTEED MoORTGAGES. .| 119,587| 942,583 7,725 52,155 106,860, 856,772 69,936/ 510,888 329| 15,445 17,859 104,865 119,331 815,674
Section 501, SRA (Home).......... 116,180 936,553 5,337| 48,447| 103,257 849,111| 66,634| 504,248 218 14,878 12,607| 97,953| 108,260| 797,96
Section 501, SRA (Multdple Dwell. ). i (14) 1,651 26 1,050 83 3,256 34 2.2021. 5065000 58 19 743 106 3,89
Section 502, SRA.. it 51 311 1 21 24 155 73 433 5 B3]l st e . 110
Section 505(a), SRA ............... 3,370 4,168 2,361 2,637 3,496 4,250 3,195 3,945 106 476, 5,233 6,169 10,855 13,155

Total......................| 123,438| 985,224] 15,500 161,727| 113,904| 1,100,445 75,100 547,154 1,318| 28,337| 42,925/ 291,5639| 156,083 1,055,632

Period July 1, 1949 thru June 30,

1950:

ToraL FHA INsurReED MoORTGAGES. ... .| 17,491| 251,731 11,762| 159,234 7,044 243,673 17,692 130,891 2,132| 24,315 26,800 206,040 36,752 239,958]
Seotion 203, NHA ... s s §rsmn dahs 15,382 94,915 10,153 65,121 6,685 42,521 11,748 67,917 344 3,248 8,183 47,626 10,260 54,537
Seotion 207, NHA:. .. s s s | ) | (ST R | DM s nniadvas s Bleasmn il bike bom0
Bection 603, NHA................. 1,882 13,871 1,344 9 484 123 979 5,888 44,225 1,783| 18,908 18,5648| 137,643 26,458| 174,
Section 608; NHA ... i 00 00 mnisins 226| 142,854 265 84,629 235 200,082 66| 18,749 5 2,159 69| 20,071 34 10,71

ToraL VA GUARANTEED MORTGAGES. .| 202,181| 1,532,741 9,636 65,319 106,860 856,772| 115,340 815,507 446 19,653| 18,083 105,252| 119,331 815,67
Section 501, SRA (Home).......... 190,132 1,508,868 6,281/ 60,396/ 103,257| 849,111 105,836 798,888 300[ 18,785 12,620, 98,054| 108,260, 797,
Section 501, SRA (Multlple Dwell. ). ; 233 8,037 26 1,075 83 3,256 124 OB o0 76 19 743 106, 3,89
Section 502, SRA.. e 121 740 2 28 24 155! 106! 6356 b BB oo Cvmiirhion s Kaid 110|
Section 505(a), SRA 11,605 14,106 3.226| 3,820| 3,496 4,250 9,274 11,378 141 758 5,444 6,455/ 10,855 13,1

Total 219,072{81 . 784 472 a\.wﬂoa?a.uz 113,004(81,100, 446 133,002 8040, 308 2.678] $43.008| 44,8848 8511202 150, 1,088
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FEDERAL NATIONAL MORTGAGE ASSOCIATION
AGING OF DELINQUENCIES ON MORTGAGES HELD AT JUNE 30, 1950

(Dollar Figures Are in Thousands)

Delinquencies
Total Total Delinquent
Outstanding Current and/or in Lig.
1 to 3 Months 3 to 6 Months |6 Months & Over | In Liquidation
No. |Amount| No. |Amount| No. |[Amount| No. [Amount| No. |Amount| No. |[Amount| No. |Amount
ToraL FHA INsurRED MoORTGAGES.| 36,752 |$239,958 34,288 |$219,093| 2,464 |$20,865 1,644 | 89,173 456 | $5,293 27 | $3,838 437 | $2,561
Percent ;. .oon it mavail 100: 100. 93.30 91.30 6.70 8.70 4.20 3.82 1.24 2.21 .07 1.60 1.19 1.07
Section 203, NHA.............| 10,260 54,537 9,772 51,951 488 2,586 327 1,716 44 255 6 34 111 582
PETCentivar. & o itincsmitt 100 100. 95 24 95.26 4.76 4 74 3.19 3.14 0.43 0.47 0.06 0.06 1.08 1.07.
Section 603, NHA............. 26,458 | 174,655 24,487 | 161,045 1,971 | 13,610 1,217 7,458 411 4,082 17 91 326 1,979
PeTCenty . i s wibs it 00 100. 92 56 92.21 7 45 7.79 4.60 4.27 1.66 2.34 0.06 0.056 1.28 1.13
Section 808 NHA - = 0 255 vss 34 10,766 29 6,097 5 089 | vtz nn 1 956 4 B T8 |esitcs s lsoras mars
Pereenl. ;... e s o nteal 100 100. 85.29 66.63| 14.71 74, 2y v Al R PR IR 2.94 8.88 1177 S4idD: i i selvninseia
[ToraAL VA GUARANTEED MORT-
GAGES. i b v os dala s aieinss sidrs 119,331 | 815,674/116,520 | 797,112| 2,811 | 18,562 | 2,253 | 15,199 328 2,002 31 193 199 1,168
Percenl. i oviivnicns s s 100. 100. 97.64 97.72, 2.36 2.28 1.89 1.87 0.27 0.256 0.03 0.02 0.17 0.14
Section 501 SRA (Home). ...... 108,260 | 797,969(105,850 | 779,963 2,410 | 18,006 1,973 | 14,784 262 1,923 25 186 150 1,113
............... 100. 100. 9777 97.74 2238 2.26 1.83 1.86 0.24 0.24 0.02 0.02 0.14 0.14
Section 501 SRA (Mul Dwell) 106 3,897 104 3,819 2 78 2 TR Lo e e o T misenatd Bl ettt A ey
I’ercenl oy | 100. 100. 98.11 98.00 1.89 2.00 1.89 .00 1.osovswvs] o s |owms asmilas @b ssmlsverahbam ol s sodings
Section 502, R 110 653 110 L33 | | I e ) [ S | (AT R e
Pt"rccnt ............... 100. 100. 100. 100, Folssimmsaline nupnelweies | O | N e | Ly < B
Section 505(a), SRA............ 10,855 13,155 10,456 12,677 399 478 278 337 66 79 6 i 49 55
2000 NS, T LR 100. 100. 96.32 96.37 3.68 3.63 2.66 2.66 0.61 0.60 0.06 0.056 0.46 0.42
TorAL MORTGAGES. ... ..... 156,083 (1,055,632( 150,808 |1,016,205| 5,275 | 39,427 | 3,797 | 24,372 784 7,295 58 4,031 636 3,729
Percent s int i candimnl 100; 100. 96.62 96.27 3.38 3.73 2 43 231 0.60 0.69 0.04 0.38 0.41 0.35
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APPENDIX B
REPORT ON SYNTHETIC RUBBER OPERATIONS FOR FISCAL YEAR 1950

1. Introduction

The entry of the U. S. Government into the field of synthetic rubber production in May, 1941, marked
the beginning of a period of spectacular growth of the American synthetic rubber industry. This industry,
then only in its infancy, was expanded to supply most of the rubber requirements of the nation’s war-
time economy when supplies of natural rubber were all but completely cut off. Through the collaboration
of Government and private industry, production was increased from the 1941 level of less than 10,000

long tons to the peak achieved in the early part of 1945 which approximated an annual output of
1,000,000 long tons.

After the cessation of hostilities, natural rubber became available to this country in increasing
quantities and an era of price competition between synthetic and natural rubber began. This era has been
marked by numerous fluctuations but in general the demand for synthetic rubber fell until it reached its
lowest level in the early part of fiscal year 1950, at which time the price of No. 1 RSS natural rubber
had dropped to 161 ¢ cents per pound. In the third and fourth quarters of the fiscal year the demand for
synthetic rubber, riding on the strength of a booming national economy, particularly in the automobile
and related industries, with an attendant natural rubber price increase, rose to the point that facilities in
production were unable to satisfy all the demand. While, in the first quarter of the year, a butadiene
plant and a GR-S plant located in Los Angeles, California, were shut down because they were high-cost

NEW SUPPLY OF RUBBER TO THE UNITED STATES

By Calendar Years
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plants and their production was not needed, steps were being taken at the end of the year to reactivate
facilities to increase production to meet the new demand. The reactivation program has received com-
pletely new emphasis since the end of the fiscal year 1950, to meet the demands for rubber production
which have been brought about by the national defense emergency. GR-S and butyl production
rates varied, respectively, from 24,982 and 5,123 L.T. in July 1949, to 18,124 and 4,323 L.T. in January,
1950, and to 30,146 and 4,615 L.T. by the end of the year. Presently, facilities are being reactivated to
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increase production by March 1951 to approximately 63,000 LT/mo. of GR-S and 6,250 LT /mo. of butyl.
This expansion is in large part necessitated by the decision of the Munitions Board to increase the rate of
natural rubber stockpiling. Natural rubber otherwise available to the consuming industry will, under the
expanded program and increased natural rubber stockpiling, be replaced by synthetic. Thus the synthetic
rubber program, having served in the previous four years to avert a serious postwar shortage of rub-
ber, continues its vital national security function of supplying this nation’s economy with an alternate
source of rubber. The quality of synthetic rubber has been notably improved, and in many products, with
thgbimportant exception of large-size truck and bus tires, it is considered equal or superior to natural
rubber. :

Il1. Legislative Authority and Responsibilities

The Corporation continued to carry out its synthetic rubber activities in accordance with the pro-
visions of Public Law 469 (The Rubber Act of 1948) enacted by the 80th Congress and the President’s
Executive Order 9942, dated April 1, 1948. Public Law 475, 81st Congress, has extended the earlier
legislation, and the authority for operation of the program has now been extended to June 30, 1952,
The principal responsibilities and functions of the Corporation under this authority are listed below.

1. Production of Synthetic Rubber—The Rubber Act provides that production of synthetic rubber
from facilities operated by the Government or private persons shall be not less than 200,000 long tons per
annum of general purpose rubber and not less than 21,667 long tons of special purpose rubber, of which
at least 15,000 long tons shall be of a type suitable for use in pneumatic inner tubes. The Corporation is
charged with the responsibility for the production of these quantities of synthetic rubber, and of such
additional quantities for voluntary use as it deems practicable.

2. Maintenance of Standby Facilities—The Rubber Act requires that there shall be maintained at
all times within the United States active or standby rubber-producing facilities having an annual rated
production capacity of not less than 600,000 long tons of general purpose rubber and not less than 65,000
tons of special purpose rubber, of which at least 45,000 tons shall be of a type suitable for use in pneu-
matic inner tubes. In addition to its operating facilities, the Corporation is responsible for the mainte-
nance of a sufficient number of plants in standby to meet the foregoing requirements.

3. Research and Development—The Corporation is authorized to undertake research and develop-
ment activities necessary to maintain a technologically advanced domestic rubber-producing industry.

GR-S PRODUCTION GR-I PRODUCTION

THOUSAND By Fiscal Years THOUSAND By Fiscal Years
LONG TONS LONG TONS
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400
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4. Lease and Sale of Facilities—The Corporation is authorized to sell or lease surplus facilities not
-necessary to fulfill the requirements of the Act, as indicated in Paragraph 2, provided that they shall not
:-be used to produce rubber for mandatory consumptlon, and obsolete property not required for the produc-
i-tion of the rated capacity of the facility in which the property is located.

“j“ 5. Study of Disposal of Government-owned Synthetic Rubber Facilities—The Corporation was
-directed to investigate the problems associated with the disposal to private industry of Government-
-owned rubber facilities and to report its findings to the President and to the Congress on or before
April 1, 1949. This it did in a report entitled “Report With Respect To Development of a Program for

Disposal of Government-Owned Rubber-Producing Facilities.”

I11. Manufacturing and Standby Activities

: The Corporation retained on June 30, 1950, in operation or standby, 28 of the original 51 facilities
in the program. These included 18 copolymer (GR-S) plants having a combined annual design capacity of
600,000 long tons, 2 butyl plants with an aggregate design capacity of 68,000 long tons, 10 butadiene
plants, 1 styrene plant, 1 chemical plant and 1 development laboratory. At the end of the year, there were
engaged in active production 17 of these facilities, consisting of 8 copolymer plants, 2 butyl plants, 4
butadiene plants, 1 styrene plant, 1 chemical plant and 1 development laboratory. Eleven complete plants
and the unused portion of two other plants were held in standby.

: During the fiscal year 1950, Government-owned plants produced 322,356 long tons of synthetic rub-

ber, including 274,348 tons of GR-S (general purpose rubber) and 48,013 tons of GR-I (special purpose
rubber, pnnclpally for pneumatic inner tubes). This represented 28 8% of the domestic natural and
synthetic rubber supply of 1,120,000 long tons. The Government also produced component materials for

-its synthetic rubber manufacture which were not available in sufficient quantities from private industry.

' The major items of materials produced were 209,271 short tons of butadiene from basic raw materials
and 17,858 tons of styrene.

During the year, conversion of facilities at the copolymer plants to enable the production of approxi-
“mately 183 000 long tons per year of “cold rubber” was completed at a cost of $4,700,000. This rubber
possesses outstandmg abrasion-resistant properties which make it markedly superior to natural rubber
iin tire treads. Seven of the eight copolymer plants in operation were producing cold rubber during the
i year and a total of 105,441 long tons of this material was manufactured. Three of the copolymer plants

produced black masterbatch rubber and the total production of this material was 85,654 long tons, includ-

ing 29,471 tons of carbon black pigment. A portion of this black masterbatch rubber was also produced

by the cold process and this quantity is included in the figure shown above for cold rubber production.

Two of the copolymer plants produced a total of 24,136 long tons of GR-S latex during the year. This
—material is becoming of increased importance for the manufacture of foam sponge rubber and other
special products.

The versatility of the various plants was demonstrated during the year when they were forced to
curtail operations sharply throughout part of the year and then to increase production to maximum
capacity during the latter months. The copolymer plants produced in commercial quantities more than
60 different types of GR-S rubber during the year. Each of these types was requested by a consumer and

~ many of the types were “tailor-made” to fit a certain end use.

At the beginning of the fiscal year, the total Government synthetic rubber stocks were approximately

64,000 long tons, including 57,500 tons of GR-S and 6,500 tons of butyl rubber. As of June 30, 1950, these

. stocks had decreased to a total of approximately 23,754 long tons, including 20,265 tons of GR-S and
3,489 tons of butyl.

At the close of the year, about 6,400 people were employed in active Government-owned synthetic
rubber plants and about 330 persons were engaged in standby activities. The Washington Office of the
RFC employed 180 people directly engaged in synthetic rubber activities. Total employment in active
and standby plants was 11 percent less than at the end of fiscal year 1949 and was approximately 80 per-
cent of the wartime peak.

(LIRS

IV. Research Activities

( During the year, research and development work was performed for the Corporation by eight
. universities, seven industrial companies, two independent research institutes, and one Government
1 agency. These organizations conduct three phases of research—fundamental (about 10%), applied
 (30% ), and developmental (60% ). The Corporation formulates the over-all research plan for each year,
J i and, with the aid of numerous interrelated committees, develops detailed plans to fit the policy framework.
. It is also the responsibility of the Corporation to maintain a proper relationship between the three
( phases of the program and to expedite a continuous exchange of research findings.
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Research work continued to be directed toward developing a better general-purpose rubber and
the improving and developing of specialty polymers. Work was conducted on both regular GR-S and
“cold rubber” polymerization recipes. Several hundred experimental polymers were produced in the
various pilot plants, most of which were evaluated by the laboratories of rubber-processing plants or made
into tires and evaluated with road tests. One phase of the development work, which was expanded
markedly compared with prior years, was that directed toward development of a polymer for use in
heavy-duty truck tires which would be equal or superior to natural rubber. The inadequacy of synthetic
rubber in such heavy-duty service is the principal reason that present types of GR-S cannot be cor-
sidered as entirely satisfactory replacements for natural as a general-purpose rubber.

The expenditure for research and development in fiscal 1950 was $4,900,000, which is 3.2 percent
of the total operating costs and expenses for the entire program. This expenditure was about 35 per-
cent higher in 1950 than in 1949 with practically all of the increase being spent on the heavy-duty tire |
development work.

V. Plant Disposal

No complete surplus plants were disposed of during the year, but certain equipment from two sur-
plus plants was sold. At the end of the year two butadiene plants, one copolymer plant and two chemica
plants were surplus to the program but not sold.

V1. Statement of Operations

A financial statement presenting a summary of the operations of the Corporation in the field of ;-
synthetic rubber appears in Schedule 2 of this report.

Although the production of synthetic rubber in fiscal 1950 was only 77 percent of 1949 production |
and the sales were only 93 percent of those in 1949, the cost per ton of goods sold, excluding interest, |
plant amortization, research expenses, Washington Office administrative expenses, and other non- |
operating charges, was 3.6 percent less than in 1949. The excluded items aggregated 6.7 percent less -
in 1950, but the cost per ton of goods sold was slightly higher in 1950 and resulted in a decrease in net
income from $1,653,110 in 1949 to $799,519.

Since depreciation of plants and facilities does not represent current out-of-pocket costs, the |
recovery, excluding standby costs, to the Government on its investment in the synthetic rubber opers
tion amounted to $26,321,930 during the year. This recovery was 16.8 percent of the total income for
the year and 9.8 percent of the investment in the operating plants.

Expenses for “Maintenance and Protection of Standby Plants and Facilities” amounted to $2,5%-
140. This was $239,024 more than that expended in 1949 and was attributable to placing two additional
plants in standby during the year.
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APPENDIX C

REPORT ON THE GOVERNMENT-OWNED TIN SMELTER AT TEXAS CITY, TEXAS
AND THE
PROGRAM FOR PURCHASE AND SALE OF TIN METAL IN THE UNITED STATES

Six Months Ended June 30, 1950 and Fiscal Year 1950

1. Introduction

Public Law 125, 80th Congress, as amended, representing a joint resolution to strengthen the com-
mon defense and to meet industrial needs for tin by providing for the maintenance of a domestic tin
smelting industry, directs the Reconstruction Finance Corporation to render a full report to Congress on
all its activities under this joint resolution not later than December 31, 1947, and at the end of each

six months thereafter.

: In accordance with this directive, the last report, covering the six months ended December 31, 1949,
was submitted on February 18, 1950. The present report covers the six months ended June 30, 1950,
and for comparative purposes, the fiscal year 1950.

. 11. Legislative Authority and Responsibilities

Public Law 125, 80th Congress, authorizes the RFC, while it has succession, (1) to buy, sell and
transport tin and tin ore and concentrates; (2) to improve, develop, maintain and operate by lease or
otherwise the Government-owned tin smelter at Texas City, Texas; (8) to finance research in tin smelting
and processing; and (4) to do all other things necessary to the accomplishment of the foregoing until
June 80, 1949. Such authority was extended for two years, to June 80, 1951, by Public Law 824, 80th
Congress, and for an additional five years, to June 30, 1956, by Public Law 723, 81st Congress.

1. Purchase and Sale of Tin Metal

A world shortage of tin existed after the war and continued until the latter part of 1949. During
this period, domestic controls were exercised by successive Government agencies through regulations on
the importation, sale and use of tin. Such controls were relaxed in August, 1949 and practically terminated
on December 1, 1949, by the Department of Commerce. Throughout the period of such controls, the
RFC, with a few minor exceptions, was the sole importer and supplier of tin for the United States. Tin
metal purchased abroad, together with tin produced at the Texas City smelter, was transferred to the
national stockpile or sold, pursuant to allocations by the proper authorities to meet industrial needs.

Since the termination of controls, the RFC has continued to make its stocks available to industry as
needed. It necessarily has taken industry some time to re-establish a normal flow of tin metal to this
country. The RFC sold 4,443 long tons of tin metal to industry during the first six months of 1950 and
is currently selling about 500 tons per month, equivalent to about 9% of total primary tin consumption.
Since RFC’s selling terms are more stringent than those of tin brokers, it is expected that sales to indus-
try will continue to decline. For that reason, the agreement with Tin Sales Corporation, which had been
handling the sale of RFC tin to industry from offices in New York, was terminated as of July 8, 1950.
Thereafter, sales of RFC tin have been handled direct by the Washington Office.

All tin in excess of requirements for industry and working stock is being transferred to the National
Stockpile. Pursuant to its authority under the Stockpiling Act, Public Law 520, 79th Congress, the
Department of Commerce has directed RFC to withhold from transfer to the National Stockpile a stock
of 20,000 long tons of tin metal as a reserve for civilian deficiency. RFC continues to hold this reserve.

All foreign tin metal purchased by RFC during the fiscal year 1950 was procured for resale to the
Federal Supply Service.

1V. Ore Procurement and Stocks

Ore receipts at the smelter amounted to 26,705 tons containing 10,698 tons of tin during the last half
of fiscal year 1950 and 67,981 tons containing 29,507 tons of tin during the entire fiscal year. The follow-
ing table shows a breakdown of these receipts by country and grade:
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January-June 1950 Fiscal Year 1960

Tons % Tons 9, Total Tons % Tons 9, Total
Ore Tin Tin Tin Content Ore Tin Tin Tin Content

Bolivian
High Grade........ 3,614 59.55 2,152 33.3 9494 59.69 5,667 370
Med. Grade. ....... 2,869 4786 1,373 21.2 5,657 46.88 2,652 17.3
Low Grade......... 14,332 2056 2,946 45.5 33,125 21.10 6,991 45.7
Total.......... 20,815 31.09 6,471 100.0 48276 31.71 15,310 100.0
Bolivian. . ............. 20,815 31.09 6,471 60.5 48276 31.71 15,310 51.9
NEIL................. 3,004 7294 2,191 20.5 12,685 73.25 9,202 31.5
Stam.................. 2,291 73.90 1,693 15.8 4519 73.78 3,334 11.3
Miscel.................. 595  57.65 343 3.2 2,501 62.81 1,571 53
Total.......... 26,705 40.06 10,698 100.0 67,981 43.40 29,507 100.0

The purchase of tin concentrates in sufficient volume and kind to assure an economical operation at

the smelter has always been a major problem. The major source, Bolivia, was badly affected by the |.
decline in the price of tin at the close of 1949 due to the fact that a large portion of the obligations of her |,
tin producers is in a dollar area. Other foreign producers not only have a lower production cost but |~

hl?vedoblix;lgations mainly in devalued foreign currency and consequently did not feel the full impact of
the decline.

The former Bolivian contract expired December 31, 1949, and negotiations for a 1950 contradt

continued for many months without success. However, agreement on terms was finally reached and: |

contract for 1950 production was entered into as of July 381, 1950. In the meantime, purchases from
Bolivia by RFC during the first six months of the year were limited to a few spot contracts. While some
1950 production has been sold in Europe and in the United States to others than the RFC, by far the
major part has accumulated in South American ports and has been made available under the new cor-

tract. However, total deliveries in calendar year 1950 are not expected to reach the 18,250 tons of it |--

content received at the smelter in 1949.

Purchase contracts covering the calendar year 1950 have been signed for substantial tonnages of
tin concentrates from Indonesia (9,000 to 12,000 tons contained tin) and the Belgian Congo (1,500 to
8,000 tons contained tin). The contracts give RFC the option to renew for 1951 if exercised before
October 15, 1950, with an additional option for renewal for 1952 under certain conditions.

RFC continues to keep a representative in Thailand for the purchase of tin concentrates. The
uncertain price structure for tin during the early months of 1950, together with keen competition fron
the nearby Malayan smelters, has prevented the representative from receiving the desired proportion
of Siamese production during the first six months of 1950. Some improvement is looked for during the
second half of the year but receipts of Siamese concentrates at the smelter during the calendar year
1950 are not expected to equal the 3,679 tons of tin content received in 1949.

Other purchases are being made in small amounts as concentrates are made available from Alasks,
Mexico, China and Portugal, with the United States supplying an insignificant amount of tin-bearing
materials produced as by-products from other operations.

As of June 30, 1950, tin ore and tin bearing material held by RFC, including ore in transit to the
United States from foreign sources, ore stored at the smelter, material in active process and inactive
inventories, such as low grade rejects and acid pond slimes, had an estimated tin content of 14,33
long tons.

V. Smelter Operations and Results

The smelter continues to be operated by Tin Processing Corporation under a cost-plus-fixed-fee

agreement with RFC which extends to June 30, 1951.

Smelter production of tin bullion amounted to 15,504 long tons during the last half of fiscal year|”
1950 and 33,084 long tons during the full fiscal year. Tonnage and percentages of the different grades|"

of tin making up this production are shown in the following table:
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Copan
3 Star 2 Star 2 Star 2 Star 1 Star Alloy Total
Grade A Grade B GradeC Grade D Grade E  Metal Bullion

Jan.-June 1950

Long Tons. ........ 10,840 4 364 — — 52 248 15,504

Percent............ 69.92 28.15 — — 0.34 1.59 100.00
Fiscal Year 1950

Long Tons......... 20,916 7,830 2,163 233 1,694 248 33,084

Percent............ 63.22 23.67 6.54 0.70 5.12 0.75 100.00

These figures do not include 3,186 long tons for the last half of fiscal year 1950 and 4,927 tons for
the full fiscal year of tin bullion resulting from the retreatment and upgrading of G and other grades
of metal previously produced at the smelter and of off-grade foreign tin purchased in former years. If
consideration is given to this upgrading of previously produced lower grades of tin, the percentage of
Grade “A” metal produced for the period January-June 1950 would be increased to nearly 73%.

The above table indicates that only 52 tons of Grade E bullion was produced in the January-June
1950 period. This tonnage, produced in January, may be the last Grade E material produced, since efforts
are being made to eliminate its further production.

Beginning in January 1950, a new alloy metal, with the trade name “Copan,” has been under pro-
duction. Copan has an average analysis which should make it acceptable for use by babbitt manufac-
turers and its production in limited quantity makes it possible to eliminate the production of F and G
gcrade metals. Contrary to the preliminary analysis given in the February 13, 1950 report, this alloy
does not contain any aluminum.

With the elimination of Grades E, F and G from production, it is expected that practically all
future production will be concentrated into 8 Star, 2 Star and Copan grade metals.

The relation between Longhorn Smelter production, tin imports and United States consumption is
shown in the following table. The data therein pertaining to U. S. imports and U. S. consumption coin-
cide with figures published by the International Tin Study Group.

Long Tons Tin Metal (Bullion)

Longhorn
U. 8. Smelter U. 8.
Imports Production Consumption
1942, 26,753 15,695 56,288
1043, 11,919 20,727 46,253
1944 . .cios smims saims smips iR MEEEan: SRIEE Q0 IBIEEY 13,338 30,619 59,156
LOAD, . iineinme i Sen e sions el s Emrnin® S AR R 9,375 40,591 55,642
1046, . .. . 15,520 43,468 54,627
1047 . e 24 899 33,292 59,166
1948, 49,196 36,677 59,863
1949 i imins sasns smims sms i@ Na B Hs (0 EHs SEIA: 1610 60,222 36,064 50,120
Total 8years...................... e 211,222 257,133 441,115
January-June 1950. .. ... . ... ... .l 42 509 15,504 33,628
Total 8 g years............. ... 253,731 272,637 474,743

Mention has been made in former reports of certain inactive inventories, consisting of low-grade
rejects and slimes, which were accumulated during the war and reconversion period when maximum
oroduction of high-grade metal was most essential. The low-grade rejects and most of the slimes resulted
‘'rom dressing plant operations which produced a high-grade, easily smelted concentrate and two low-
rrade products known as rejects and slimes. The rejects consist of coarser material containing approxi-
mately 20% tin while the slimes consist of finer material containing approximately 25% tin. Both low-
rrade products carry some impurities, contained in the original Bolivian ore, which acid treatment had
failed to remove, and both are difficult to smelt into high-grade metal due to their chemical composition. In
yrder to promote maximum production, both products were put aside for future treatment during the
period of tin scarcity. Toward the end of 1947, the policy was to treat all rejects and slimes as pro-
duced, and dressing plant operations were discontinued shortly thereafter.
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At the time of their maximum accumulation in 1947, there were approximately 27,100 long dry
tons of rejects containing 5,385 long tons of tin. By steadily reclaiming and processing this material as
furnace capacity permitted and by shipment of 7,313 long tons to Capper Pass smelter in England for
treatment, this inventory has been reduced to 8,357 long tons of rejects containing 1,801 tons of tin as
of June 3?, 1950. Treatment of this material is continuing at the rate of approximately 600 long tons
per month.

At the end of 1947, there were approximately 6,707 long dry tons of dressing plant slimes contain-
ing 1,722 tons of tin, stored in six ponds. This inventory has not been added to or reclaimed for treat- °
ment and remains the same as of June 30, 1950. A seventh pond containing 5,318 long dry tons of slimes .
with 1,122 tons of tin content has had a slight increase in tonnage since the end of 1947. |

The treatment of these slimes has been deferred until the waste acid plant is in regular operation |
as it is expected that by-products will be partially recovered in this plant. :

Construction of the waste acid plant was completed in April but, as can be expected in the case of ‘
a new plant of original design, a considerable period of trial operations and extensive adjustments and :
changes will be necessary before operation will be on a steady basis.

Total cost of the plant to June 30, 1950, amounted to $2,879,990, and further capital expenditures
will be necessary during the current breaking-in period. When placed in regular operation, this plant is
expected to treat the waste acid resulting from current smelter operations and gradually dispose of |
approximately 100,000,000 gallons of waste acid now stored in ponds adjacent to the smelter, with the
recovery of a commercial grade hydrochloric acid which can be used by the smelter or sold. Addition-
ally, the plant will recover, in the form of a cement, various metal by-products of considerable value,
notably silver. It should be pointed out, however, that the waste acid plant was planned primarily for
disposal of waste liquor and not as a source of revenue. Should the smelter be shut down, the waste acid :
plant would have to be continued in operation until all the waste acid stored in ponds is treated and the
hazard represented by such acid eliminated.

Recent plant operations have shown greater efficiency because of installation of new or improved
equipment and mechanization wherever possible. Such improvements are expected to pay for them-
selves within a reasonable time and have helped keep processing costs in line in spite of increased labor
and supply costs.

Constant research has brought out new metallurgical processes and improved products. For exam-
ple, the use of the small separate dross furnace, mentioned in previous reports, has reduced the impurities
carried in the regular smelter circuit, produced what is believed to be a marketable alloy metal (Copan)
in place of undesirable F and G grades of bullion, and simplified the list of refined products.

High tungsten ores formerly caused formation on reverberatory hearths of tin-tungsten furnace
bottoms which were costly to remove and difficult to treat for recovery of tungsten and tin. Special
treatment of such ores for extraction of tungsten prior to smelting has decreased materially the forma- -
tion of such tin-tungsten furnace bottoms and made possible the production of a synthetic scheelite
which, upon nodulizing, is suitable for the national stockpile.

Actual expenditures for capital improvements, including the waste acid plant, amounted to
$738,981 during the six months ending June 30, 1950 and $1,721,589 during the full fiscal year.

The Statement of Operations of the Tin Program (Schedule 3) reflects the results of a combination |
of (a) operation of the smelter and (b) sale, at a price materially below the purchase price, of inventory
acquired in earlier years. During the year, the inventory of refined tin and tin contained in ores and
concentrates declined by 30,500 tons, as the result of sales to American industry, transfer to the
national stockpile, and negligible receipts of ores from Bolivia during the last half of the fiscal year.
Except for tin or tin ores purchased during the year, the Corporation’s inventory was purchased at a
price well in excess of the average sales price of 9314 cents per pound which prevailed during the year.
A portion of the beginning inventory was purchased at the earlier price level of $1.03, whereas sales
were made during the year at prices as low as 7314 cents per pound. Accordingly, even though the .
smelter operation is on an approximate break-even basis, the Statement of Operations shows a net loss
from the program of $10,916,369, substantially all of which resulted from the price fluctuation referred
to; this loss compares with net income of $7,980,857 for the fiscal year 1949 in which sales were being
made from inventories acquired in earlier periods at prices below the market level prevailing during that
year. Selling, administrative and other expenses, as well as depreciation and interest charges, remained
fairly constant for the two years.
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. Operating costs before depreciation, metal loss and by-product credits totaled $2,806,667 for the six
‘months ending June 30, 1950, and $5,500,173 for the full fiscal year. Both total and unit operating costs
for the fiscal year 1950 were somewhat higher than those for 1949 due to increased labor and supply
‘costs, lower grade of ore treated and greater tonnage of secondary material treated. Percentage recovery
of tin metal was slightly lower in fiscal year 1950 compared with 1949, due also to the lower grade of ore
treated and the greater tonnages of secondary material treated.

¥1. Research and Capital Improvements

" As has already been indicated, improvements in operations and metallurgical processes are con-
stantly being made as the result of research and study. Expenditures for research alone amounted to
$33,672 during the six months ending June 30, 1950, and $64,371 during the full fiscal year.

:  Research, tests and investigations are carried out by the technical staff of Tin Processing Corpora-
iion. The RFC maintains at the smelter a competent metallurgical engineer as Consultant who discusses
sroposed improvements with the smelter management and makes recommendations to the RFC. In
addition, the RFC periodically employs one of the country’s leading metallurgists to make an independent
qurvey of the smelter. His reports and recommendations have contributed a great deal to the efficiency
f operations.

. Actual expenditures for plant improvements, aside from the waste acid plant, amounted to $172,019
Juring the six months ending June 30, 1950 and $285,784 during the full fiscal year. Improvements
luring the six months’ period ending June 30, 1950, included work on the following major projects:

: Project Purpose
 Circulating of plant water. Water conservation.
: Furnace charge mixing equipment. Automatic ore feeding.
- Increased cottrell capacity. Increased tin recovery from furnace gases.
Bag burner dust collector. Elimination of stack losses.
" Extension spectograph. Rapid analyses, with minimum cost, of daily con-
L’; trol samples.
Water chlorination. Automatic purification of drinking water.
; Dress press. Minimize tin loss and danger of arsine poisoning.
‘ Tungsten leaching. Recovery of synthetic scheelite and preservation

of furnace hearths.
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APPENDIX D
REPORT ON ABACA OPERATIONS FOR FISCAL YEAR 1950

1. Introduction

Since January 3, 1942, the Reconstruction Finance Corporation has been engaged in the produc
tin of abaca fiber in Central America as a part of the war-defense program of the Government. Prior to
the enactment of Public Law 683, 81st Congress—signed by the President on August 10, 1950, but
effective April 1, 1950—the operations in abaca were conducted under Sections 5d(3) and 12 of the
Reconstruction Finance Corporation Act, as amended, and the War Mobilization and Reconversion A
of 1944. Public Law 683 provides for the continuation and expansion of the operations for a period of not ::
to exceed ten years; subject to this limitation, the Reconstruction Finance Corporation has been
directed by the President to continue the operations until further notice. Section 7 of Public Law 68
requires that a report on the activities under the Act be submitted to the Congress within six months |
after the close of each fiscal year. The following report is submitted for fiscal year 1950.

. History

Under the conditions existing during a national emergency involving military operations, there are |
certain strategic or critical materials which must be obtained, if possible, with but little consideration |
as to their cost. Abaca (or manila) fiber, a raw material used in the manufacture of articles for|:
military operations, is an outstanding example of a strategic natural commodity.

Most of the abaca fiber used in the United States is made into rope and cables for ships—for which |
use it is particularly adapted, having the necessary high tensile strength, durability, lightness, and!
resistance to sea water. Abaca rope absorbs water slowly and dries quickly, thus preventing, to a larg,
extent, the rotting which ordinarily is so destructive to other types of ropes in marine use, The most!
important uses of abaca rope are for hawsers, mooring lines, and heavy towing lines. Tarred abaca rope '
of smaller sizes is used on ships, in rope for rigging, belt rope for sail edges, lanyards from deck to;.
mast, and boat-falls for life-boats. '

The finest quality abaca fibers are used in the making of well-drilling cables and are treated with|
a lubricant to minimize wear. Steel cables are being used in increasing quantities for well-drilling pur-
poses, but, even so, they are spliced at regular intervals with small lengths of abaca rope to supply nece- .
sary resilience. Abaca ropes are used for fishing traps, and for purse lines for seine fishing. In long!
power drives, where the cost of leather belting would be excessive, abaca rope serves a useful purpos.
Painters and builders prefer abaca rope. It is also used on farms, especially in the form of binder twine
although not in great volume. :

Abaca fiber which is not suitable for manufacture into rope or other textile products may, becaust
of the high cellulose content of the abaca plant, be used as a source of paper pulp in the production of
paper products.

At the time of the entry of the United States into World War II, the entire supply of abaca fiber:
was cut off by the Japanese occupation of the Philippine Islands, which, up to that time, produced 95%:
of the world’s supply of abaca—the remainder being produced in the Dutch East Indies. Fortunately, the
introduction of abaca into tropical America on an experimental basis some years prior to the war pre
vided to some extent for an emergency of this character. |

Complete records of the attempts that have been made to grow abaca in countries other than the
Philippines are not available, but many such attempts have been made. With but few exceptions, thes
experiments were unsuccessful. However, the United Fruit Company, which, in conjunction with the
Department of Agriculture, had been conducting experiments in Central America for approximatels!
20 years had, by 1941, approximately 2,000 acres of abaca under cultivation in Panama, proving that
abaca could successfully be grown outside of the Philippines. But the United Fruit Company had had n
success in the development of efficient machinery for the large scale processing of abaca on a profitabk
basis and it was occupied in solving this problem when the war broke out. The war changed the outlotk
and approach to abaca production in the Western Hemisphere from a commercial to a defense basis
and on December 12, 1941, the Reconstruction Finance Corporation, acting through its subsidiary De
fense Supplies Corporation, and acting pursuant to Section 5d(8) of the Reconstruction Financ
Corporation Act, as amended, opened negotiations with the United Fruit Company for the installation ¢
U. S. Government-owned abaca plantations in the Western Hemisphere. These negotiations culminate@
in operating contracts dated January 3, 1942. Rootstock from United Fruit’s farm in Panama was used

{
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in the plantings under these contracts and all of the projects envisaged by the contracts were under
cultivation to abaca by the end of 1943. The various plantations and their acreages were as follows:

Plantations Acres
Changuinola, Panama ............cciuiiitiiieirnnrnnennnnnnnens 6,461
Good Hope, Costa Rica......cvviiiiiiiniiin it iiiininennnans 6,000
Monte Verde, Costa Rica......coviiviriiiiiiiinennneennnennans 5,600
Guaymas, Honduras ...........cciiiiiiiiinnrrnnrnnnnsanannenn 5,716
Los Andes, Guatemala..............0iiiiiriieiiiineneaneenans 5,000

Although, in the perspective of the conduct of a program for war purposes, very little thought was

. given to the question of cost, all prior experience seemed to indicate that the operation of the projects

could not be carried on profitably on a dollar and cents basis. However, subsequent experience has
proved that abaca can be produced in this hemisphere on a commercial basis and that, at the same time,
the security interest of the country can be served.

From the date of the surrender of Japan, operations under the contracts of January 3, 1942, were
continued under authority of the War Mobilization and Reconversion Act of 1944 and Section 12 of the
Reconstruction Finance Corporation Act, as amended. On August 10, 1950, the President signed a bill
(Public Law 683—81st Congress) which authorized the continuation of production of abaca in the
Waestern Hemisphere by the United States for a period not to exceed 10 years, with provision for expan-
sion by Presidential direction of the total number of acres under cultivation to 50,000 acres at any one
time, including the approximately 25,000 acres currently under cultivation. On the same date, the Presi-
dent issued a directive authorizing the Reconstruction Finance Corporation to operate the program until
further notice, subject to the 10-year limitation mentioned above.

“ JIl. Management Agreement for Existing Operations

The availability of United Fruit Company lands and facilities, such as warehouses, hospitals, power
plants, telephone and transportation systems, commissaries, port facilities, etc., and of that corporation’s
large organization of men highly trained in agricultural operations in tropical America resulted in the
expeditious installation of the plantations under the contracts of January 3, 1942, at considerable sav-
ings in material and money in the light of the emergency conditions existing at the time.

Under the January 3, 1942, contracts, the United Fruit Company agreed to manage the projects
and, in addition, to make certain of its lands in Panama, Honduras, Guatemala and Costa Rica available

» for the production of abaca. The United Fruit Company received no fee for its services or for the use

. of the land during the term of the original contracts and was reimbursed only for expenses which it
" incurred for the account of the Government in the operation of the projects and for the use of the facili-

ties supplied by it.
This agreement expired December 31, 1948, and new contracts were entered into effective January

1, 1949, which provide for continuing operations for 5 years, subject to cancellation on 30 days’ notice.

The contracts also provide for an annual management fee of $1.00 per month for each acre under cultiva-
tion at the beginning of each month, or 15% of the net profit from operations before depreciation,
domestic administrative expense and interest, whichever is greater. Under the agreements, cost of
operations is reimbursed to United Fruit Company, and it also receives a stipulated rental fee for use

- of its facilities.

" IV. Marketing

The marketing of U. S. Government-produced abaca is currently conducted on the basis of competi-
tive bids by the buyers. Offerings are made weekly and acceptances are governed by the prevailing
world abaca market. The average price received for abaca during fiscal year 1950 was $0.2367 per pound.

V. Operating Experience
From inception of operations through June 30, 1950, expenditures under the U. S. Government

" fiber program have amounted to $43,367,551. Sales proceeds during such period have been $30,995,718,

- leaving an investment of $12,371,838 yet to be recovered. However, there was an estimated $18,268,939

in assets on hand at the projects at June 30, 1950, consisting of a net value of capital facilities and

" inventories of $6,268,939 ($12,5634,569 in capital facilities and inventories, less a reserve for depreciation
" on capital facilities of $6,265,630) plus an estimated net value of $7,000,000 of abaca standing in the
- fields. It should be noted that the present unrecovered investment of $12,371,838 includes a loss, esti-
- mated at $3,500,000, which was sustained during the period when OPA maximum selling prices were
- in effect and the Corporation was required to subsidize the production of abaca to that extent.
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From inception of operations through June 80, 1950, a total of 171,427,997 pounds of fiber have

been produced at an over-all cost of $30,811,006, or $0.1797 per pound. In considering these pro-
duction figures, it should be noted that a period of from 24 to 30 months is required from the time abaca
is planted until it reaches maturity and is harvested, hence no production from the plantations was
realized until late 1944, although initial preparation for the installation of the Government-owned
plantations was begun in January 1942 and the cultivations were completed by the end of 1943.

During fiscal year 1950, production of abaca at the plantations was 30,061,600 lbs. Profits, before
depreciation, interest and domestic administrative expense, for the period were $1,157,812. The total
annual operating cost of the plantations is fairly constant regardless of the total quantity of fiber pro-
duced. Therefore, profits are contingent primarily upon weather conditions and types of soil and labor,
which affect the yield. It has been RFC’s experience that cost and yield per acre vary somewhat from
plantation to plantation. Constant effort is being exerted to establish uniform practices and procedures
in the operations.

V1. Expansion

A survey party, headed by Department of Agriculture personnel on a reimbursable basis, is now in
Central America at the Corporation’s request for the purpose of developing recommendations for expan-
sion of the plantations pursuant to Public Law 683. The agricultural and engineering aspects of the selec-
tion of the additional lands to be planted to abaca require consideration of the type of soil, drainage
conditions, availability of transportation, labor, and quantity and distribution of rainfall. The search for
land where desirable conditions in this regard prevail to a reasonable degree will require a number of

months for proper investigation and survey work. While the existence or non-existence of most of the |:

desired conditions can be ascertained within a short period of time, the presence of a well distributed

rainfall may be most difficult to ascertain because in many of the areas where possible expansion might |

take place no official or reliable rainfall records have been maintained. To the extent possible, additional

acreage adjacent to the existing plantations sufficient to bring each existing plantation to top efficiency |

will be sought. No comprehensive survey has been made to this time with respect to the location of
suitable land in the Western Hemisphere for expansion purposes because of lack of funds and authority

for the work prior to the enactment of Public Law 683. However, it is believed that suitable land to |

bring the total acreage up to 50,000 acres, as provided in Public Law 683, will be found and that the
major part of the acreage necessary for the expansion will be under cultivation within 2 or 3 years.

VIl. Estimated Cost of Expansion

The cost of establishing an abaca plantation will vary to a considerable degree, depending upon the
natural qualities of the area selected for the installation and the improvements which are required to
put it to use for the cultivation of abaca. Some of the considerations involved are the accessibility of the
land to existing transportation, the number and size of drainage canals, bridges, etc., which have to be
provided, and the cost of labor in the particular area. A good system of mule roads must be provided and,
in countries where heavy rainfall is experienced and the soil is such that extra precautions must be
taken to protect it against mud, extensive ballast is required, which will increase the cost. For example,
in the installation of the present Guatemala plantation, consisting of approximately 5,000 acres, condi-
tions were such as to require the construction of approximately 36 railroad bridges, 33 miles of track,
3816 miles of drainage canals and ditches and 325 miles of mule roads. The bridges range in length
from 15 to 1385 feet. It is obvious, therefore, that it is difficult to project, with any degree of accuracy,
the exact cost which will be incurred in the installation of new plantations until a knowledge is had of
the areas selected for their sites.

The Guatemala plantation was the last established and its installation cost of approximately $408
per acre was the lowest. Since, however, the installation of the Guatemala plantation was made in 1943,
it is estimated that installation cost for abaca cultivations in today’s market should be calculated at
approximately 175% of the original cost at Guatemala. In addition, a factor of approximately 50% of

present cost will be required to construct facilities of the character of those which were already present :

at the Guatemala plantation and which therefore, were not included as items of cost in the figure of
$408 per acre. On the basis of adjusted original cost at Guatemala, it is estimated that the cost of instal-
lation, cultivation and maintenance to the first harvest in an expansion of the program would approxi-
mate $1,000 per acre. For the continuation and expansion of the present plantations, Public Law 683
provides funds in the amount of $35,000,000 outstanding at any one time, plus the net value of the assets
of the program existing at the effective date of the Act.
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; VI11. Estimated Production

\ Because of the hazards associated with tropical agriculture, it is difficult, if not impossible, to make

- any accurate long-range estimates of future production. However, on the assumptlon that weather and

. labor conditions and other variable factors involved in an operation of this nature will not change

. matenally from past experience and assuming that the intensive fertilization program under way will

- revive the present plantations to the extent expected, it is estimated that the following fiber yield may
be anticipated within the next three fiscal years:

196 ez 5 525 emmme s s smmms s 30,000,000 lbs.
1962. .. ... ... ...l 35,000,000 Ibs.
1963. ... ... ... 35,000,000 lbs.

‘: IX. Research

: In order to achieve efficiency in the continuance and expansion of the present abaca plantations and
to attain the maximum in quality and quantity of fiber, it will be necessary to make careful studies to
ascertain the best types of soils, the best plants for particular soils, the most advantageous culture to
be given the plants, and the causes and cures of plant diseases. It is anticipated that cost of research of
this character will approximate $100,000 per year. Arrangements have been concluded with the Depart-
ment of Agriculture to perform this phase of research for the Corporation on a reimbursable basis.

The machinery now used in the decortication of the fiber from the plantations was developed under
wartime conditions by converting machinery designed for similar use on other fibers. Abaca stalk con-
tains a potential of 8% of fiber and recovery is approximately 814% by the machines now in use.
Although the percentage of recovery is now much greater than ever before achieved in the cleaning of
abaeca, it is felt that a greater yield is possible, and research into the improvement of the decorticating

‘machinery is planned.

- At present, after the stripping of the fiber, the remainder of the abaca plant goes to waste. The
- fiber included in this waste would have a ready market for paper manufacture and other uses if
- improvements could be effected in machinery used in its processing and present costs of its production
- thereby reduced. All previous efforts to reclaim the fiber from the waste for marketing have been aban-
~ doned because of prohibitive costs. The waste is now disposed of at some cost through dumping on lands
> adjacent to the plantations. Research is planned for a means of more efficient recovery of the fiber from

4 the waste and for a discovery of possible additional uses and markets for the waste.
\J

i It is estimated that the cost of the research with respect to the development of improved decorticat-
ing and waste reclamation machinery and the ascertainment of better possibilities for the marketing of
waste will approximate $150,000 annually for at least the next 2 years.
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APPENDIX E

RECONSTRUCTION FINANCE CORPORATION
CREATION, PURPOSE AND LEGISLATIVE AUTHORITY

The Reconstruction Finance Corporation was created by Act of Congress approved January 22,
1932, and began operations on February 2, 1932. At the outset, the Corporation’s major functions were
the extension of credit to agriculture, commerce, and industry through loans to banks and other financial
institutions, insurance companies, agricultural credit agencies, and railroads. From time to time, as
economic conditions changed, the lending authority of the Corporation was broadened to include loans
to business enterprises, loans to public agencies for the financing of public projects, and other lending
functions. During the national defense and war periods the Corporation was assigned additional func-
t}gns to enable it to assist in carrying out various programs essential to the national defense and war
effort.

Under the provisions of the Reconstruction Finance Corporation Act, as presently amended,* the
Corporation, in order to aid in financing agriculture, commerce, and industry, to encourage small busi-
ness, to help in maintaining the economic stability of the country, and to assist in promoting maximum
employment and production, is authorized, within specified limitations:

(a) To purchase the obligations of and make loans, directly or in partncnpatlon with banks, to busi-
ness enterprises, including railroads and air carriers; - . "oy

(b) to make loans to financial institutions;

(c) to subscribe for or make loans upon the non-assessable stock of insurance companies, or to pur-
chase capital notes or debentures of insurance companies, in an aggregate amount outstanding
at any one time not in excess of $15,000,000;

(d) to purchase the securities and obligations of or make loans to states, municipalities, political
subdivisions of states, and public agencies or instrumentalities thereof, in order to aid in
financing public projects, the aggregate amount of such loans or purchases outstanding at any
one time for construction purposes not to exceed $200,000,000; and

(e) to make such loans as the Corporation may determine to be necessary or appropriate because
of floods or other catastrophes, in an aggregate amount outstanding at any one time not to
exceed $40,000,000.

The total amount of loans, purchases, and commitments made after June 30, 1947, in the exercise
of the foregoing powers, may not exceed $3,750,000,000 outstanding at any one time. The lending activi-
ties of the Corporation are financed by capital stock in the amount of $100,000,000, held by the Secre-
tary of the Treasury, the retention of accumulated earned surplus in the amount of $250,000,000, and
borrowings from the Secretary of the Treasury as needed to carry out its functions. Within six months
after the end of each fiscal year all surplus in excess of $250,000,000 must be paid over to the Secretary
of the Treasury as miscellaneous receipts. Under existing law, the succession of the Corporation termi-
nates on June 30, 1956.

The Federal National Mortgage Association, a subsidiary of the Reconstruction Finance Corpora-
tion until September 7, 1950,2 is authorized to purchase home mortgages insured by the Federal Housing
Administration or guaranteed by the Veterans Administration.® The Association is also authorized, pur-
suant to the Alaska Housing Act,* to make real estate loans secured by property located in Alaska if
such loans are insured by the Federal Housing Administration. The total amount of purchases, loans,
and commitments made by the Association may not exceed $2,750,000,000 outstanding at any one time.

In order to aid housing production, the Reconstruction Finance Corporation was authorized under
the Housing Act of 1948,° to make loans to and purchase the obligations of any business enterprise (not
to exceed $50,000,000 outstandmg at any one time) for the purpose of providing financial assistance for
the production of prefabricated houses or prefabricated housing components, or for large-scale modern-
ized site construction. Effective September 7, 1950, this function was transferred to the Housing and
Home Finance Agency, pursuant to Reorganization Plan No. 23 of 1950.

In addition to its lending activities the Corporation is engaged in:
(a) The manufacture and sale of synthetic rubber, pursuant to the Rubber Act of 1948 ;¢
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(b) the refining of tin ores and concentrates at the Texas City tin smelter, the purchase of refined
tin, and the sale to private industry or the transfer to the national stockpile of that portion in
excess of a working inventory, as provided by Joint Resolution approved June 28, 1947, as

amended;’
(c) the production and sale of abaca, pursuant to the Abaca Production Act of 1950;% and

(d) liquidation of the affairs of the Defense Plant Corporation, Metals Reserve Company, Rubber
Reserve Company, Defense Supplies Corporation, Disaster Loan Corporation, Smaller War
Plants Corporation, Defense Homes Corporation, the RFC Mortgage Company, U. S. Com-
mercial Company, and War Damage Corporation.

The synthetic rubber, tin, and abaca programs and the liquidation of national defense, war and
reconversion activities are financed with funds held by the Corporation acquired through such activities,
pursuant to the provisions of The Government Corporations Appropriation Act, 1949, and net recov-
eries frem these activities are deposited in the Treasury as miscellaneous receipts.

1 Reconstruction Finance Corporation Act, as amended by Joint Resolution approved June 80, 1947 (61 Stat. 202), Act approved May 25, 1948
(Public Law 548, 80th Cong.), Act approved June 29, 1948 (Public Law 825, 80th Cong.), Act approved July 1, 1948 (Public Law 864, 80th Cong.),
Joint Resolution approved July 19, 1949 (Public Law 176, 81st Cong.). Joint Resolution approved October 25, 1949 (Public Law 387, 8ist Cong.), Act
approved April 20, 1950 (Public Law 475, 81st Cong.).

? Effective September 7, 1950, Federal National Mortgage Association was transferred to the Housing and Home Finance Agency, pursuant to

Reorganization Plan No. 22 of 1950.
3 Title III of the National Housing Act, as amended by Act approved July 1, 1948 (Public Law 864, 80th Cong.), Act of August 10, 1948 (Pub-
lic Law 901, 80th Cong.), Joint Resolution approved July 19, 1949 (Public Law 176, 81st Cong.), Joint Resolution approved October 25, 1949 (Public

Law 887, 81st Cong.), Act approved April 20, 1950 (Public Law 475, 81st Cong.).
4 Act approved April 28, 1949 (Public Law 52, 81st Cong.).

§ Act approved August 10, 1948 (Public Law 801, 80th Cong.).
¢ Act approved March 31, 1948 (Public Law 469, 80th Cong.), as amended by Act approved June 24, 1950 (Public Law 575, 81st Cong.), and

Executive Order 9942, April 1, 1948 (138 F.R. 1823). .
? Public Law 125, 80th Cong., as ded by Act a ved June 29, 1948 (Public Law 824, 80th Cong.), Act approved June 30, 1949 (Public
b

Law 148, 81st Cong.), Act approved August 21, 1950 (Public Law 728, 81st Cong.).
$ Public Law 688, 81st Cong., approved August 10, 1950.
® Public Law 860, 80th Cong., approved June 30, 1948.
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