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The Board of Directors is zesponsible for the performance of all duties
and the exercise of all powers vested by law in the Corporation.

BOARD OF REVIEW
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establishment of branches, and other similar purposes.

COMMITTEE ON LIQUIDATIONS, LOANS, AND PURCHASE
OF A

Considers recommendations from the Division of Examination relative
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Establish for 1 matters
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AUDIT DIVISION
Makes final administrative audit of the books
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pares detailed and summary audit reports
for Board of Directors.
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SUMMARY

During 1949 the Federal Deposit Insurance Corporation disbursed
$3 million to protect depositors in four insured banks in financial difficul-
ties. Total disbursements of the Corporation for this purpose during
its 17 years of operation were $315 million, extended to protect the de-
positors of 411 insured banks. The difficulties of all four banks aided
during 1949 were attributed to defalcations by officers or employees.
(Pp. 3 and 5-6).

In 1949 proceedings were initiated against one insured bank for en-
gaging in unsafe and unsound banking practices. Since 1935 a total of
142 banks have been charged with engaging in such practices. In about
one-fourth of these cases the banks have corrected the practices; in the
remaining cases the banks have suspended operations or have been
absorbed or succeeded by other banks. (Pp. 12 and 13).

The surplus of the Corporation, which is the reserve fund available
for deposit insurance purposes, amounted to $1.2 billion at the end of
1949. This is about three-fourths of 1 percent of the deposits in insured
banks. (Pp. 19 and 20).

Bank assets and deposits showed a moderate growth in 1949 of 3
percent and 2 pereent respectively. During the four-year period between
the end of 1945 and 1949 business and personal deposits expanded by
15 percent. Bank loans expanded by about two-thirds during the same
period, and marked changes occurred in the composition of the loan
portfolios of the banks. At the end of 1949 real estate loans were 36
percent of all loans, commercial and industrial loans 34 percent, and
other loans to individuals 16 percent. (Pp. 29-33).

Over two-fifths of all insured commercial banks hold valuation reserves
against loans, a practice which was stimulated by a ruling by the Com-
missioner of Internal Revenue in 1947 permitting banks to accumulate
limited amounts of tax-free reserves for bad-debt losses on loans. At
the close of 1949 all insured commercial banks held $0.5 billion in reserve
accounts against loans, of which about one-third had been placed in
those accounts during the year. (P. 43).

On September 30, 1949, insured banks held 104 million deposit ac-
counts, of which 96 percent had balances of $5,000 or less. More than
one-half of the remaining accounts had balances of less than $10,000.
The amount of deposits insured under the $5,000 limitation per depositor
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XX SUMMARY

was estimated at $75 billion, or 49 percent of total deposits. It was
estimated that expansion of this protection from $5,000 to $10,000 per
depositor would add $12 billion to the amount of deposits insured by
the Corporation; and that extension of coverage to $25,000 per depositor
would increase the amount of insured deposits by an additional $12
billion. (Pp. §9-73).
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DerosiT INSURANCE PROTECTION

For more than five years the Federal Deposit Insurance Corporation
has been entirely successful in protecting all deposits in insured banks.
The last receivership of an insured bank was in May 1944. This record of
safety for depositors is without parallel in the history of American
banking.

During 1949 the Federal Deposit Insurance Corporation protected
the depositors of four insured banks which were in financial difficulties.
Each of these banks was merged with another insured bank in the same
area, and no interruption to banking services occurred. Depositors in
these banks had balances aggregating $5 million. The Corporation
advanced about $2.5 million which, with the acceptable assets taken
over by the absorbing banks, fully covered the liabilities assumed.

Methods of protecting depositors, Under the Federal deposit
insurance law the Corporation protects depositors in several different
ways. When a bank is closed because of inability to meet the demands
of its depositors, the Corporation pays depositors up to a maximum of
$5,000 each. Furthermore, the Corporation has authority, under certain
conditions specified in the law, to protect depositors by making advances
to an insured bank in difficulty to facilitate its merger or consolidation
with another insured bank, or to facilitate the purchase of its assets and
assumption of its deposits by another insured bank. In the following
discussion and statistical tabulations all such mergers, consolidations,
and assumptions of deposits are referred to as “‘mergers”.

The protection of depositors by means of cash advances to facilitate
mergers is accomplished by the transfer of all of the deposits of the weak
bank to a sound insured bank. These transferred deposits are available
in full on demand in the assuming bank. The advantages of this method
of protecting depositors are many. In addition to the complete protection
of depositors, the disruption, confusion, and heavy losses which usually
follow a bank receivership are avoided, and banking services in the
community are maintained without interruption.

During the early days of Federal deposit insurance, most of the banks
in financial difficulty were closed and placed in receivership, and in
such cases the Corporation made cash payments directly to depositors
up to the insured maximum. As time went by, the disruptive effects of
receivership were more clearly perceived when compared with the
advantages of the merger method of depositor protection. Consequently,
the Corporation, the State banking authorities, and the Comptroller of
the Currency sought to avoid receiverships of banks in difficulty and to

3
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4 FEDERAL DEPOSIT INSURANCE CORPORATION

assist such institutions in making application to the Corporation for
advances of cash to facilitate mergers. This development gained mo-
mentum as cooperative working arrangements were established between
the State authorities and the Corporation. The fact that no insured
bank has been placed in receivership since 1944 testifies to the vast
improvement in these relationships and to the effectiveness of the co-
operation between the Corporation and the other bank supervising
authorities, State and national.

The Federal Deposit Insurance Corporation by adopting the policy
of making advances to banks in financial difficulties to facilitate a merger
has achieved a major advance in the stabilization of the banking system.
The results of this policy have had a strong, continuing reciprocal effect—
the stability inspiring confidence and the confidence producing stability.

At first when advances were made by the Corporation to facilitate
merger transactions, they were in the form of loans secured by the assets
of the distressed bank not acceptable for acquisition by the assuming
bank. These assets were liquidated by the Corporation in an orderly
manner and over such period of time as was required to realize the maxi-
mum recovery. Up until the early part of 1940, practically all of the
advances in aid of mergers were in the form of loans secured by unac-
ceptable assets. Since the Corporation did not have title to the assets
received as security for these loans, it became necessary in some cases to
engage in considerable legal process to effect their liquidation. The results
were added costs of liquidation and many delays. Because of these
undesirable features in the loan arrangement, much study was devoted
to alternative plans for making such advances.

This led to the third development in the evolution of the Federal
Deposit Insurance Corporation’s program for protecting bank deposi-
tors—the making of an advance to a bank in difficulties in the form of a
purchase of assets. The only difference between the loan and asset
purchase methods is the nature of the Corporation’s title to the assets
it receives from the bank in connection with the advance. In the case
of a loan, such assets are held as collateral security. In an asset purchase,
the Corporation becomes the owner of such assets. The asset purchase
method is arranged so that if the assets purchased are liquidated for an
amount in excess of the advance, expenses incident to liquidation, and
a return equivalent to 4 percent on the advance, the excess recovery is
paid to the selling bank as an additional cash purchase price. By this
means the Corporation obtains absolute and unqualified title to the
assets it receives from the distressed bank. Accordingly, liquidation of
such assets is less cumbersome and more economical. Moreover, since
the net cash excess recoveries are paid to the bank as an additional cash
purchase price, the lower cost of liquidation of the assets under the asset
purchase method redounds to the benefit of the bank’s stockholders.
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DEPOSIT INSURANCE PROTECTION 5

A fourth development in depositor protection provided by the Federal
Deposit Insurance Corporation is in fact an outgrowth of the success
of the Corporation in stabilizing the banking system and engendering
the confidence of the depositors in banks. Because this confidence is
universal, banks in financial difficulties in recent years are spared the
pressures resulting from panic behavior of depositors. In this favorable
atmosphere the Corporation and the other bank supervisory agencies are
now able to assist a bank in financial difficulties to negotiate a merger or
sale to another bank or to effect a recapitalization or rehabilitation with
the assistance of its stockholders or other interested persons in the
community. When such negotiations are successful, depositors are pro-
tected in full without financial assistance from the Corporation and
part or all of the stockholders’ equity in the bank may be preserved.

This newest method of protecting depositors represents a far-reaching
improvement. Its importance is highlighted by the fact that it is basically
a mutual self-help arrangement which is so vital to the preservation of
the American free enterprise dual banking system. By encouraging and
sponsoring the use of this method of protecting depositors, the Corporation
believes it is fulfilling in the highest degree the ultimate purposes of
Federal deposit insurance.

Aid to insured banks for protection of depositors, 1949, The four
banks merged in 1949 had 5,660 accounts with deposits aggregating
$4,977,235. To protect these deposits the Corporation disbursed
$2,551,685, exclusive of expenses of $80,104 incurred in handling and
protecting the assets acquired by the Corporation.

The financial difficulties of all four banks aided during 1949 were
directly attributable to defalcations by officers or employees of the
banks. The sum of the defalcations was over $900,000, of which only
about one-fourth was covered by fidelity insurance. The Federal Deposit
Insurance Corporation continues to stress strongly the need for adequate
safeguards and constant vigilance on the part of bank directors to prevent
defalcations.

In another case the Corporation assisted in arrangements whereby
an insured bank which was in financial difficulties was taken over by a
stronger insured bank without direct financial aid by the Corporation.
The absorbed bank, which had deposits of $1,200,000, has been converted
into a branch of the absorbing bank. This procedure prevented any loss
or delay in banking services to the depositors.

Aid to insured banks for protection of depositors, 1934-1949,
During the 16-year period of its operation the Corporation has made
disbursements in 411 insured banks. These banks had 1,348,000 deposit
accounts, totaling $528 million. Disbursements amounted to $270 million,
exclusive of advances for the protection and maintenance of collateral,
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6 FEDERAL DEPOSIT INSURANCE CORPORATION

liquidation expenses, and the cost of assets purchased from receivers of
closed banks. Including such advances and expenses, the Corporation’s
disbursements were $315 million. The number of depositors and their
losses, together with the estimated loss of the Corporation, during each
of the 16 years, are given in Table 1.

Table 1.

LosseEs 70 DEPOSITORS AND TO THE FEDERAL DEPOSIT INSURANCE

CorPORATION IN INsURED BANKS IN FINANcCIAL DIFFICULTIES,
BY YEARS, 1934-1949

Number Number Amount Losses Losses
Year ¥ o deposit depostorst FDICH
itors! eposits epositors

banks depositors (in thousands) | (in thousands) | (in thousands)

411 1,347,948 $527,655 $1,870 $25,490

4 5,660 4977 . ..o 505

3 18,311 10455 ). ... 75

5 10,618 6,966 |.............. 114

1 1,404 316 ... ooviiini e

1 12,484 65,695 ). ... e

2 5,488 1,915 3 37

27,372 12,535 18 123

20 60,602 19,011 5 683

15 73,046 29,721 69 621

43 256,373 142,389 31 3,785

60 392,765 157,790 989 7,483

74 203,970 59,724 40 2,431

75 130,409 33,345 110 8,579

69 89,024 27,528 11 2,415

256 44,655 13,320 415 2,732

9 15,767 1,968 19 207

1 Number of depositors in receivership cases; number of deposit accounts in merger cases.

2 Excludes unclaimed deposits on which insurance has been terminated or the claims barred by
statute of limitations.

3 Sum of losses in the cases in which the disbursement by the Corporation to protect depositors was
not repaid in full, Excludes interest or gains in cases in which the disbursement by the Corporation was
fully recovered and gains or losses on assets purchased by the Corporation from receivers of closed
banks. For the net loss of the Corporation, see the item, ‘“‘Losses incurred and reserves for losses,’” in
note 1 to Table 12, p. 20.

Detailed data: see Tables 120-123, pp. 188-92.

During this period, 245 insured banks were placed in receivership and
166 insured banks were merged with other insured banks with the aid
of the Corporation. In the receiverships, 325,460 out of 382,764 depositors
were paid in full. In the mergers, none of the 965,184 depositors ex-
perienced any loss, as all deposit liabilities were assumed by the absorbing
banks. The depositors in the banks merged comprised 72 percent of all
depositors in insured banks aided by the Corporation. Together with
depositors in receiverships who were paid in full, 96 percent of all de-
positors will suffer no loss. In amounts, recoveries to depositors are
estimated to be $107,285,000 in receiverships and $418,052,000 in mergers,
or a total of 99.6 percent of all deposits in those banks. Further details
are given in Table 2.

The Corporation’s disbursements to insured depositors in receiverships
were $87,044,000; in addition, $21,000 has been set aside for unproven
claims. This figure is slightly less than was previously reported due to
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DEPOSIT INSURANCE PROTECTION 7

final determination of unproven depositors’ claims, which had been
carried as insured deposits by the Corporation pending such determina-
tion. In mergers, the Corporation has made principal disbursements of
$182,917,000.

Table 2. NuMBER oF DEPoSITORS, AMOUNT OF DErosITS, RECOVERIES, AND
LossEs 1N INSURED Banks PrLacep IN RECEIVERsHIP OR MERGED WITH
THE FINaNcIAL Armp oF THE CoORPORATION, 1934-1949

Banks placed | Banks merged
Item Total in with financial
receivership aid of FDIC

Number of banks. . ......oovvn i, 411 245 166
Number of depositors.......................... 1,347,948 382,764! 965,184
Estimated number withnoloss.................. 1,290,644 325,460 965,184
Estimated number with some loss?............... 2,509 2,609 (... .00t
Estimated number with claims barred by termina-
tion of insurance or receivership?.............. 54,795 54,795 1. ivine i
Amount of deposits (in thousands)............... $527,655 $109,603 $418,052
Estimated recovery by depositors...... . 525,337 107,285 418,052
Estimated loss by depositors........ . , 1,870 ...
Insurance terminated or claims barred. 448
Disbursement by FDIC (in thousands)t........... $269,961 $ 87,044 $182,917
Estimated loss to FDIC (in thousands)s........... $ 25,490 $ 14,454 $ 11,036

1 During the year 2 claims previously unsettled were found to be invalid.

21,502 depositors will lose an estimated $1,828,000 in accounts which exceeded the limit of $5,000
insurance and were not otherwise protected, and 1,007 depositors will lose about $42,000 in accounts
which had heen restricted or deferred prior to 1934, or were otherwige ineligible for insurance protection.

2 Of these 54,795 claims, it is estimated that 4,110 will be fully paid or held in trust, and 4,578 will
be partially paid.

¢ Excludes advances for the protection and maintenance of collateral, liquidation expenses, and
the cost of assets purchased from receivers of closed banks. Also excluded is $21,000 set aside for pay-
ment of degositor’s claims not yet proven in the receivership cases. For the amount of disbursements
including these items, see note 1 to Table 12, p. 20.

& See note 3 to Table 1.

Detailed data: see Table 120-123, pp. 188-92.

Receiverships. Of the 245 insured banks placed in receivership, all
but 15 have been fully liquidated. The Corporation is receiver for two
of the banks still in process of liquidation. These are national banks
which had total deposits of $5 million. It is estimated that no loss will
be suffered by depositors or by the Corporation in these two cases. In
the 13 State banks still in receivership, the Corporation is not the receiver.
These banks had deposits aggregating $36 million at the time of failuie.
Through the State banking authorities, the Corporation obtains informa-
tion on the results of liquidation of these banks from periodic reports
by the receivers or liquidators. It is now estimated that losses to depositors
in these banks will amount to $1 million and to the Corporation nearly
$5 million.

Three receiverships were terminated during the year. Deposits in
these were $3 million, of which only $20,000 were lost by depositors who
had accounts in excess of $5,000. The loss to the Corporation in these
cases was $312,000.
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8 FEDERAL DEPOSIT INSURANCE CORPORATION

Since 1934, the Corporation has disbursed $87,044,000 to insured
depositors, and there remains $21,000 in unproven claims. Losses to the
Corporation are expected to amount to $14,454,000 or 17 percent of
disbursements. Those to depositors will be only 2 percent of their deposits.
Details of deposits are presented in Table 3.

Table 3. PaYMENT or DEprosiTs BY THE CORPORATION AND BY RECEIVERS
iN INsuURED Banks Pracep 1N REeceiversHip, 1934-1949

(In thousands)

Paid by Unpaid on
Status of deposits Total Deec. 31, Deec. 31,
1949 1949
Deposits—total .. ...... .. ... .. ... ... .. oo $109,603 $107,263 $2,340
Insured. . ... ... i 87,065 87,044 21
Secured, preferred, and subject to offset................ 11,419 11,418 1
In excess of $5,000, not otherwise protected. .. ......... 9,685 7,857 1,828
Otheruninsured. ..., ........ ... ... ... ... .cocinun. 936 894 42
Insurance terminated or claims barred!................. 498 50 448
Deposits, terminated receiverships, (230 banks)—total 68,466 67,449 1,017
Insured. . ...ttt e e 54,299 54,299 |............
Secured, preferred, and subject to offset................ 8,348 WB48 1. L
In excess of $5,000, not otherwise protected....... .. ... 4,708 3,858 850
Other uninsured.. ... ............... . ... il 936 894 42
Insurance terminated or claims barred?. ................ 175 50 125
Deposits, active receiverships, (15 banks)—total.. 41,137 39,814 1,323
Insured. . ....... ... .. ... ittt 32,766 32,745
Secured, preferred, and subject to offset...... 3,071 3,070
In excess of $5,000, not otherwise protected. . . .. 4,977 3,999 978
Otheruninsured..... ... ... .. .. o i oinnian s
Insurance terminated or claims barred. . ............ ... 328 ... 323

1 In a few cases payments have been made by receivers on deposits on which insurance hqd termi-
nated either directly or into a trust to meet claims presented after termination or receivership.

In order to reduce liquidation expenses and expedite payment of
creditors’ claims in receiverships, the Federal Deposit Insurance Cor-
poration in several cases has purchased at public sale the residue of
assets in the hands of receivers. By the end of 1949 the Corporation had
disbursed $1.2 million to purchase such assets from 71 banks in re-
ceivership.

Mergers. In all four cases which required the financial aid of the
Corporation during 1949, other insured banks were interested in assuming
their deposit liabilities and acquiring a part of their assets. The remaining
assets were purchased by the Corporation. Many of these may subse-
quently prove to be sound with full recovery, but at the time of the
merger were considered undesirable for bank investment.

By the end of 1949, 166 insured banks with deposits of $418,052,000
were merged with the aid of the Corporation. Disbursements amounted
to $182,917,000. The assets acquired from these banks have been liqui-
dated in 122 cases; liquidation was still in progress in the remaining
44 cases.
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DEPOSIT INSURANCE PROTECTION 9

Assets acquired by the Corporation, in the case of an insured bank
merged with the aid of the Corporation, are those not acceptable to the
absorbing bank. Such assets, which are purchased or taken as collateral
for a loan by the Corporation, are liquidated in such a manner and during
such period as may be required, as determined by the Corporation, to
provide the largest recovery. In this way liquidation losses have been
substantially smaller than would have been the case with rapid liquida-
tion. In cases where the Corporation recovers more than the full amount
of its investment plus advances, expenses, and an allowable return on
its investment, the excess is delivered to the banks’ legal equityholders.

Recoveries and losses to the Corporation. By December 31, 1949,
the Corporation had recovered nearly $242 million of its $270 million
disbursements in receiverships and mergers, and expected to recover an
additional $3 million from liquidations not yet terminated. Table 4
summarizes the Corporation’s disbursements and its recoveries and losses
in the two groups of cases.

Table 4. DisBURSEMENTS T0 ProTECT DEPOSITORS, RECOVERIES, AND
LosseEs By THE CORPORATION FROM INSURED Banks Pracep 1N
RECEIVERSHIP OR MERGED WITH ITs FINANCIAL AIp, 1934-1949

Ttem Total Liquidation | Liquidation
terminated active
Numberof banks..................ciiiviiiinnaneaas 411 352 59
Receiverships. . . 245 230 15
BT 023 ) ¢ 166 122 44
Disbursements (in thousands)!. . ....................... $269,961 $120,362 $149,599
Receiverships. ... ... ... ... . .. ... ... , ,299 y
B 3 = ¢ T N 182,917 66,063 116,854
Estimated additional disbursements in recelverships
(in thousands)?........... ... ... ... .o, 21 21
Recoveries (inthousands).............................. 241,737 107,829 133,908
Receiverships............ ... ... ... ... ..o i 72,424 44,582 27,842
Mergers. . ..ottt s 169,313 63,247 106,066
Estimated additional recoveries (in thousands)......... 2,755 ). ........... 2,755
Receiverships. .. .....c.ci i 18740 ........... 187
BT 023 =) . 2,568 0. ........... 2,568
Losses by FDIC (in thousands)3. 25,490 12,533 12,957
Receiverships................ 14,454 9,717 4,737
Mergers 11,036 2,816 8,220

1 Includes only principal disbursements; i.e., excludes expenses incident to the transaction, the
greater part of which has been recovered. See note 4 to Table 2.

2 Insured deposits which have not been paid. See Table 2.

8 Losses in principal disbursements: see note 3 to Table 1. Losses in terminated cases are the estab-
lished losses; those in active cases are estimated.

Detailed data: see Table 123, p. 192.

In 1949 the total estimated losses to the Corporation increased slightly.
This increase is due in part to the banks aided during the year and in
part to revised estimates for banks closed in prior years. The first estimate
of loss for any bank is necessarily subject to substantial revision, and
in some cases revised estimates are larger than previous estimates.
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10 FEDERAL DEPOSIT INSURANCE CORPORATION

For several years prior to 1949 estimated losses of the Corporation
declined despite the increase in the number of banks aided. This was the
result of the rise in prices and high level of prosperity which made
possible larger recoveries on many assets than had been originally esti-
mated. Table 5 gives the figures of total losses to the Corporation as
estimated at the end of each of the past six years. Prior data are not
available in exactly comparable form.

Table 5. EstiMATED Losses COMPARED WITH DISBURSEMENTS, AND AVERAGE
Estimatep Loss PER BANK AIDED, BY YEAR oF EsTiMATE, 1944-1949

Number Disbursements Losses as Estimated losses Average
Period of d ;."0 iod eséim;xted 'afl as percent of 1 estima:)ed k
end of perio end of perio i oss per ban

banks (in thousands)?! (in thousands)? disbursements (in thousands)
1934-1949 .. ... 411 $269,961 $25,490 9.4% $62
1934-1948. . ... 407 266,976 24,930 9.3 61
1984-1947. . ... 404 264,184 26,014 9.8 64
1934-1946. . ... 399 262,133 28,896 11.0 72
1934-1945. . ... 398 261,717 31,111 11.9 18
1934-1944. . ... 397 259,696 38,810 14.9 98

! Principal disbursements. See note 4 to Table 2.
2 Losses on principal disbursements. See note 8 to Table 1.

SUPERVISORY ACTIVITIES

Bank examinations. During 1949 the Corporation conducted 6,248
regular examinations. In addition, it made 392 other examinations and
investigations. The latter figure includes 94 special examinations, 53
entrance examinations of operating banks, 90 new bank investigations,
48 branch investigations, and 107 miscellaneous investigations. The
regular examinations involved examinations of over 800 branches and
more than 600 trust departments operated by the 6,248 banks examined.

During the year the Corporation, the two other Federal examining
agencies, and the executive Committee of the National Association of
Supervisors of State Banks adopted minor changes in the bank examina-
tion and reporting procedure which has been followed by these agencies
since July 1938.! The revision provided for abandonment of the use of
Roman numerals II, III and IV in the examiners’ classification of bank
assets, and substitution of the terms ‘‘substandard”, “doubtful”’, and
“loss”, and for discontinuance of the practice of appraising Group 2
(subinvestment quality) securities on the basis of the 18-month average
of market value. Such securities are now appraised at current market
value. There was no change with respect to evaluation of United States
Government and other Group 1 (investment quality) seeurities.

The revision involves no fundamental change in the present procedure
nor does it signify any intention on the part of the examining authorities

1 For a description of the uniform examination procedure adopted in 1938, see the Annual Report of
the Corporation for 1938, pp. 61-78,
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SUPERVISORY ACTIVITIES 11

to become more severe in the classification of bank assets. Its purpose is
clarification and simplification of procedure in the interest of more
uniform application. It also recognizes the fact that use of the 18-month
average price for Group 2 securities is no longer of practical significance
since the banks of the country have only a nominal investment in such
securities.

In conjunction with its examining activities, the Corporation was
instrumental in effecting capital changes during the year in more than
600 insured banks not members of the Federal Reserve System. Those
changes include both cash increases in capital and decreases in Recon-
struction Finance Corporation and other preferred capital. The net
decrease in the latter amounted approximately to $1 million about evenly
divided between the Reconstruction Finance Corporation and local
interests. Cash increases totaled $4.5 million in common stock, and $2
million in other capital account segregations. In addition, common
capital accounts of this group of banks were increased by approximately
$16.5 million through the medium of dividends in common stock.

Another constructive development occurring in 1949, and for which
the Corporation was largely responsible, is the substantial increase in
the number of insured banks carrying fidelity bond coverage equal to
or in excess of the “minimum” and ‘“fair’ amounts recommended by the
Insurance and Protective Committee of the American Bankers Associa-
tion. On the basis of the recommended “minimum”, this increase per-
centagewise was from 77 percent in 1948 to 93 percent in 1949. The
improvement in the number of banks with “fair’” coverage or more was
from 33 to 49 percent, due primarily to an increase from 31 to 60 percent
in insured banks not members of the Federal Reserve System carrying
“fair”’ coverage or better.

In 1949, the Division of Examination was successful in maintaining
its field examining force at a point closely approximating full required
numerical strength for the first time since before the war. New appoint-
ments were sufficient in number to offset the separations oceurring during
the year and to fill many of the previously existing vacancies. It was
necessary to make most of the new appointments on a temporary in-
definite basis because adequate Civil Service registers of eligibles were
not available. The examiners so appointed will be given an opportunity
to qualify for permanent status through open competitive examinations.

The Corporation is continuing its educational program for examiners
and assistants. This program, which was started in 1946, is designed to
fit the particular needs of each participant and to supplement the training
he receives on the job. Usually the program consists of correspondence
study in courses given by the American Institute of Banking. In other
cases, examiners or assistants are enrolled in residence courses offered
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12 FEDERAL DEPOSIT INSURANCE CORPORATION

through a college or university or by a local chapter of the American
Institute of Banking. In the latter group are included enrollees in the
American Bankers Association Graduate School of Banking held at
Rutgers University, and in the Central States School of Banking at the
University of Wisconsin. Approximately 75 percent of the examining
staff were either enrolled or had completed courses under the program by
the end of 1949. The entire cost of the program is paid by the Corporation.
The Corporation believes that it is definitely to its own financial interest
and to the interest of the banking system to keep its examiners abreast
of the times and in step with the educational advancement of the bankers
with whom they must deal directly.

Unsafe and unsound banking practices and violations of law
or regulations. During 1949, proceedings were initiated against one
insured bank for engaging in unsafe and unsound banking practices and
were continued against five other banks. Corrections were made by the
banks in two cases; the proceedings were pending at the end of the year
in the other four cases. The unsafe and unsound practices and violations
of law and regulations with which one bank was charged in 1949 are
listed below.

Capital:
Continued operation of the bank with an inadequate capital and with its surplus
impaired.
Management and general practices:

Continued operation of the bank with a weak and hazardous management.

Fqilurebpo observe and comply with laws, rules, and regulations to which the bank
18 subject.

Failure of bank’s officers properly to exercise their functions.

Continued dissipation and conversion of bank’s assets to personal use of its officers
and directors.

Making of improper and misleading entries upon the bank’s books and records.

Failure to mamntain adequate credit data and information.

Cash shortages in undue amounts.

Improper handling of inactive accounts.

Loan and investment practices:

Lax, hazardous, and reckless lending policies.

Extensions of credit exceeding the limitations prescribed by law.
Unwarranted extension of credit by means of overdrafts and cash items.
Excessive amount of substandard and past due loans.

Maintenance of lax collection policies.

Since 1935, a total of 142 banks have been charged with unsafe and
unsound practices. The disposition of these cases is given in Table 6.

Approval of banks for insurance. During 1949 the Corporation
approved the applications of 90 banks for admission to insurance. Of
these, 39 were new banks, 36 were operating as noninsured banks at the
beginning of the year or were successors to such banks, 4 were financial
institutions which had not been engaged previously in deposit banking,
and 11 were insured banks which obtained new charters or withdrew
from the Federal Reserve System. In addition, the Corporation approved
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SUPERVISORY ACTIVITIES 13

applications of five insured banks to exercise trust powers. Twelve
applications for admission to insurance were disapproved because, in
the opinion of the Board of Directors, the factors enumerated in the
deposit insurance law were not met. One application was approved and
later rescinded because the bank did not meet the capital requirements
specified.

Table 6. ActioNs TO TERMINATE INSURED STATUs OF Banks CHARGED
wITH ENGacINGg IN UNSAFE oR UNSOUND PRACTICES OR VIOLATIONS
or Law or RrcuraTIONS, 1936-1949

X Total Pending Started
Disposition or status cases beginning during
1936-19491 of 1949 1949
Total banks against which action was taken.......... 142 5 1

Cases closed:
Correctionsmade. ... iiriinn v n i iasnanas 31 2
Insured status terminated, or date for such termination

set by Corporation, for failure to make corrections:
Banks suspended prior to or on date of termination of

insured status.......... o0 v viiiiiii i O P
Banks continued in operation?....................... 2
Banks suspended prior to setting of date of termination
of insured status by Corporation.................. 2 R P
Banks absorbed or succeeded by other banks:
With financial aid of the Corporation................ [ 3 2 R
Without financial aid of the Corporation............. L S P

Cases pending Decemkber 31, 1949:
Correction period notexpired............o ovviin | viiiiniaeei]ovniieiin i
Action deferred pending outcome of recapitalization plans 2 1 1
Action deferred pending reexamination................. 2

1 No action to terminate the insured status of any bank was taken before 1936. In 5 cases where
initial action was replaced by action based upon additional charges, only the later action is included.
2 One of these suspended 4 months after its insured status was terminated.

Back data: See the Annual Report of the Corporation for 1948, p. 18, and earlier reports.

The number of applications for admission to insurance acted upon by
the Corporation during each year since the beginning of the permanent
plan of deposit insurance on August 23, 1935, together with the final
action of the Corporation on these cases is given in Table 7.

The number of banks approved for insurance in a year differs from the
number admitted. Some new banks approved for insurance are not
opened, or the effective date of insurance is delayed for other reasons,
until the subsequent year. In a few cases banks alter their plans or do
not meet conditions specified by the Corporation. Banks which are
chartered as national banks, and State banks which are admitted to the
Federal Reserve System, become insured without action by the Corpora-
tion. For changes in the number of insured banks during 1949, see page
126.

Approval of establishment of branches. During 1949 the Cor-
poration approved the establishment of 53 branches by insured banks
not members of the Federal Reserve System. Of these, 40 were for the
establishment of new banking offices, 10 were banks to be absorbed and
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14 FEDERAL DEPOSIT INSURANCE CORPORATION

converted into branches, and 3 were branches to be established at former
locations of head offices after the relocation of such offices. The Cor-
poration also approved continuation of operation of seven branches
previously operated by absorbed banks, banks admitted to insurance,
or banks approved for continuance of insurance upon withdrawal from
the Federal Reserve System. The Corporation disapproved four ap-
plications for permission to establish branches.

Table 7. Actions BY THE FEDERAL DEerosiT INsURANCE CORPORATION ON
APPLICATIONS FROM BANKS FOR ADMISSION TO INSURANCE, 1935-1949

Number of applications!
Year
Acted Approved? %ﬁlt)rl‘z)z:(g? Dis-
upon rescinded approved

1,713 1,470 53 190
108 95 1 12

104 84 2 18

155 135 3 17

175 158 6 11

124 116 3 5

108 105 2 1

198 190 4 4

51 42 2 7

81 78 2 1

67 58 3 6

85 72 3 10

82 67 3 12

133 111 8 14

165 114 10 41

77 45 1 31

1 Figures for years prior to 1949 may differ slightly from those given in previous Annual Reports
of the Corporation, because of later recisions of cases approved or revision of the data.

2 Includes approvals of change in type of business conducted. Excludes cases where approval was
later rescinded.

Table 8 gives the number of applications received each year from banks
not members of the Federal Reserve System for approval of the estab-
lishment of branches, continued operation of branches of banks which
had been absorbed or operated prior to admission to insurance, or re-
location of branches, together with their final disposition.

The number of branches established by insured banks in a year differs
from the number approved by the Corporation. Approval by the Cor-
poration is not required for the establishment of branches by national
banks or by State banks members of the Federal Reserve System. Some
branches approved are opened in a subsequent year, and in a few cases
the banks change their plans or fail to meet conditions specified by the
Corporation. In 1946 the Corporation established a policy under which
approval of a branch is automatically abrogated if the branch is not in
operation within six months after date of approval, unless the bank
receives an extension of time. For changes in the number of branches of
insured banks in 1949, see page 127.

.org/
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Table 8. AcTioNs BY THE FEDERAL DrPoSIT INSURANCE CORPORATION ON
APPLICATIONS FOR APPROVAL OF ESTABLISHMENT OR CONTINUED OPERATION
oF BraNcHES, 1935-1949

Number of applicationst
Year
Acted Approved? %ggxiz\t'g;i Dis-
upon rescinded? approved
1935-1949. ... ...l 983 887 38 58
1949, ... 64 58 2 4
1948. ... e 61 55 1 5
1947, ..o 83 72 3 8
1946. ... oo 91 84 3 4
1945, ..o e 61 58 1 2
1944, .. 49 46 | ... e 3
1943 . e 105 101 2 2
1942, ... 36 32 2 2
1941, ... 49 46 2
1940, . ot i e e 44 40 2 2
1939, ..o 61 53 3 5
1938, . 82 71 6 5
1987 o 89 82 5 2
1986. . ...t e 93 80 5 8
1986, .. 15 L N 6

1 Figures for years prior to 1949 may differ slightly from those given in previous Annual Report of
the Corporation, because of later recisions of cases approved or revision of the data.

2 Excludes cases where approval was later rescinded.

3 Includes cases where commitments expired under the 6-month limitation period.

Reports from banks. Semi-annual statements of average deposit
liabilities were submitted by each insured bank as required by law for the
purpose of determining the amount of the insurance assessment. Each
insured bank was requested to submit as of September 30, 1949, a report
showing the number of its deposit accounts and the amount of its deposit
liabilities classified by type of deposit account and in the following size
groups; $5,000 or less, $5,000 to $10,000, $10,000 to $25,000, and more
than $25,000. Tabulations from these reports are given in Part Three,
pages 57-113, of this report.

The Corporation called for reports of assets, liabilities, and capital
accounts as of June 30 and December 31, 1949, and for a report of earn-
ings, expenses, and disposition of profits for the calendar year 1949, from
each insured bank required by law to submit such reports to the Cor-
poration. These reports are required from all insured State banks not
members of the Federal Reserve System except those in the District
of Columbia. As of June 30, 1949, the Corporation also called for reports
of assets and labilities of each office, in the case of banks operating more
than one office.

Summaries of the tabulations from the reports of assets, liabilities,
and capital accounts for June 30 and December 31, 1949, are given in
the pamphlets published by the Corporation, “Assets and Liabilities,
Operating Insured Commercial and Mutual Savings Banks,” Reports
No. 31 and 32, and in Table 107 of this report, pages 146-49. Summaries
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16 FEDERAL DEPOSIT INSURANCE CORPORATION

of the reports of earnings, expenses, and disposition of profits are given
in Tables 113-119, pages 164-85, of this report.

Through the cooperation of State banking authorities and of officials
of banking institutions not under State or Federal supervision (mostly
unincorporated banks), the Corporation obtained reports of assets and
liabilities of noninsured banks and trust companies which do not file
reports with a Federal Government agency. Tabulations from these
reports, and tabulations for all banks and trust companies obtained by
combining the data for insured and noninsured banks, are given in
Tables 103-106, pages 136-45, of this report.

LecaL DEVELOPMENTS

Federal legislation. Very little legislation directly affecting deposit
insurance or the banking system in general was enacted during the first
session of the 81st Congress. Public Law 359, approved October 15, 1949,
increased the salary of members of the Board of Directors of the Federal
Deposit Insurance Corporation from $15,000 to $16,000.

Public Law 109, approved June 20, 1949, authorized the President to
send to Congress plans for the reorganization of the agencies in the
Executive Department of the Government. Under this authorization the
President may, among other things, transfer all or any part of any
agency or all or any part of its functions to another agency. Such a plan
would take effect upon the expiration of the first period of sixty days of
continuous session of Congress following the date on which the plan is
transmitted to it, unless within such sixty-day period either the House
of Representatives or the Senate by an affirmative vote of a majority
of its authorized membership passes a resolution disapproving the plan.

State legislation. A summary of State banking legislation enacted
in 1949 is given on pages 117-22,

ORGANIZATION AND FINANCIAL STATEMENTS OF THE CORPORATION

Directors and employees. Mr. Maple T. Harl, Mr. Preston Delano,
and Mr. H. Earl Cook continued to serve as members of the Board of
Directors throughout the year.

On December 31, 1949, the personnel of the Corporation consisted of
1,088 officers and employees as compared with 1,033 at the beginning of
the year. The change was primarily due to an increase in the field ex-
amining force. The decrease in liquidation personnel was due to continued
reduction in the volume of assets remaining in the process of liquidation.
The number of employees in each Division of the Corporation at the
end of 1949 is given in Table 9.
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Table 9. OrricERS AND EMPLOYEES OF THE FEDERAL DEPOSIT INSURANCE
CorpPorATION, DECEMBER 31, 1049

Division and office Number

B 00 ¥ 1,088
Washinglon office. . . ..o vt e i e e e e e 335
Field offices. . ..ottt e e e e 753
IO OTa. .. e it it it e v e e e e e e 3
Executive Division. .. ... it e e 24
Legal Division. . ... ot e it i it e e 26
Division of Examination. . .. .....ouiuiiiiniinn ittt 719
Washington office. ........... - 41
Districtand field. . ................... 678
Division of Liquidation....... . .. 100
Washington office. . . ............... 26
Field 74
Division of Research and Statisties. ........... ..o i it 47
Washington office .. 46
Field.................. e e e e e e ce. 1
Personnel Division 19
Division of Accounts. ...t e 47
Audit DIVISION. .. .. o e e e e 25
Service Division.. .. ... . e e 78

Organization. Descriptions of the duties of each Division of the
Corporation and of the Corporation’s standing committees, and of other
aspects of the organization of the Corporation, are given in Subchapter
A of Chapter 3, Title 12 of the Code of Federal Regulations. This chapter
of the Code of Federal Regulations, which comprises the rules and
regulations of the Federal Deposit Insuranee Corporation, was reprinted
by the Corporation as of August 15, 1948. Copies may be obtained upon
request to the Secretary of the Corporation. A chart with a brief desecrip-
tion of the duties of each Division is given on page iv of this report.

Income and expenses. The total income of the Corporation in 1949
was $145.5 million. Of this amount, $120 million represented assessments;
$25 million interest on investments; and $0.5 million interest on loans
and other income.

Total losses and expenses of the Corporation in 1949 amounted to
$6.5 million, of which $0.5 million were insurance losses and expenses
and $6 million administrative expenses.

The surplus of the Corporation was increased by $138 million during
the year, reflecting income of $139 million in excess of expenses and
losses, minus $1 million of adjustments to surplus applicable to prior
periods.

A statement of the income and expenses of the Corporation for the
year 1949 is given in Table 10.
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18 FEDERAL DEPOSIT INSURANCE CORPORATION

Table 10. INcoms aAND ExpENsEs oF THE FEDERAL DEPOSIT INSURANCE
CorporATION, CALENDAR YEAR 1949

Income or expense item Amount
Income:
Deposit insurance assessments. . . ......oiurerieinenrn e $ 119,866,878.57
Interest earned on government obligations........... ..., 25,122,803.19
Other interest received. . ... ... .. .o ittt iiaeio e cnaenaanacans 470,261.94
Other income. . ...t ir ittt iananaenanns e 16,355.55
Totalincome., ......... ..ttt ine it ineans $ 145,476,299.25
Expenses:
Deposit insurance losses and expense.................. $ 431,429.23
Administrative expenses (see below).................... 5,994,766.44
Furniture, fixtures, and equipment purchased and charged 95,945.90
TOtal @XPENSES. ... v vttt ittt et iiener e e $ 6,522,141.57
Net income added tosurplus...............cooiririinnaans $ 138,954,157.68
Surplus:
As previously reported for December 31, 1948.........coviiivnronennenn, $1,065,850,900.91
Less—Net adjustments applicable to periods prior to January 1, 1949........ 862,370.83
Surplus December 31, 1948, as adjusted..................... $1,064,988,530.08
Surplus December 31, 1949. ... .. ... ... ... i it _51‘203,942,687.76
DISTRIBUTION OF ADMINISTRATIVE EXPENSES
R E21 - o (=T P $ 4,364,918.59
Professional 8ervices. .. ... . i i i e e 5,998.91
Services of other governmental agencies.............iiiiiiiiiiiiiiiiieenn. 4,352.04
Transportation. .. ... e i i e e i et 206,577.21
Subsistence. ... .. e e, 815,068.64
Officerental .. ... ... i i s . 341,627.23
Printing, stationery, and supplies. . . .. . 126,193.52
Postage, telephone, and telegraph..... 40,795.99
Insurance and fidelity bond premiums 6,203.16
Subscriptions. . .... 14,909.12
Equipment rental. . 21,759.97
Repairs and alteration . 22,760.35
Transportation of things. . . ... . ... . i i i i i 15,412.94
Miseellaneous. . . ...t i i e et i 47,557.83
7 - g $ 6,034,135.50
Less:
Inter-departmental expense transfers..........c..veiuninrnearinenenaiannn 39,369.06
Administrative expenses for the year ended December 31, 1949.......... $ 5,994,766.44

A summary statement of the income and expenses of the Corporation
for each year since its organization is given in Table 11.

Assets and liabilities. From the beginning of deposit insurance to
December 31, 1949, the Corporation disbursed $315 million to pay
depositors in closed insured banks or to assist in the merger of banks
in difficulty, thereby acquiring subrogated depositors’ claims or other
assets from the closed banks. The Corporation has recovered $287 million
from these assets. Additional recoveries are estimated at $3 million, and
the Corporation’s losses at $25 million.

Of the total assets acquired from closed banks, the portion held by
the Corporation at the close of 1948 had cost nearly $16 million. These
assets were carried on the books of the Corporation at the amount of
the estimated additional recovery, or appraised value, of $3 million.
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Table 11. IncoME aND EXPENSES OF THE FEDERAL DEroSIT INSURANCE
CORPORATION SINCE BEGINNING OPERATIONS!

(In millions)

Income Expenses
. Net
. . income
Year Deposit |1nvegtment Deposit | Adminis- | added to
Total | Insurance | gnd other | Total | [NSUrance | grative surplus
assess- income losses and | oxpengest

ments? expenses?
$1,294.2 | $1,024.2 $270.0 $90.3 $26.5 $63.8 $1,203.9
145.5 119.9 25.6 6.6 b 6.1 138.9
146.8 119.2 27.6 6.8 T 6.1 140.0
157.7 114.4 43.3 5.6 d 5.5 152.1
130.9 107.1 23.8 4.6 Bt 4.5 126.3
121.2 93.7 27.5 4.0 a1 3.9 117.2
99.5 80.9 18.6 3.9 .1 3.8 95.6
86.7 70.0 16.7 4.5 2 4.3 82.2
69.4 56.5 12.9 4.4 5 3.9 65.0
62.0 51.4 10.6 4.3 6 3.7 57.7
55.9 46.2 9.7 7.8 4.2 3.6 48.1
51.2 40.7 10.5 11.0 7.6 3.4 40.2
47.8 38.3 9.5 5.5 2.5 3.0 42.3
48.1 38.8 9.3 6.3 3.6 2.7 41.8
43.8 35.6 8.2 5.1 2.6 2.5 38.7
20.7 11.5 9.2 5.5 2.8 2.7 15.2
TO0. ceeivnnt. 7.0 4.4 .3 4.17 2.6

1 Figures of total expenses, deposit insurance losses and expenses, and net income added to surplus
for years prior to 1949 differ from those shown in previous Annual Reports because of revisions in esti-
mates of losses allocated to the different years.

2 Assessments collected from insured banks, members of the temporary insurance funds, were
credited to their accounts in total at the termination of the temporary funds, being applied toward
subsequent assessments under the permanent insurance fund, and resulting in no income to the Cor-
poration from assessments for the term of the temporary insurance funds.

3 Includes nonrecoverable expenses in connection with payment of insured deposits of banks placed
in receivership. Total deposit insurance losses and expenses are therefore larger than the losses incurred
and reserve for losses, as given in note 1 to Table 12,

4 Includes furniture, fixtures, and equipment purchased and charged off.

5 Revised. Includes $0.7 million representing retroactive adjustment of administrative expenses
to take into the accounts for the first time the value of annual leave of employees which had acerued
through December 81, 1948.

6 Includes expenses from date of organization, September 11, 1933, to December 31, 1934,

7 After deducting portion of expenses and losses charged to banks withdrawing from the temporary
funds on June 30, 1934,

United States Government obligations held by the Corporation at
the close of 1949 amounted to $1,207 million, valued at cost and accrued
interest receivable. Cash amounted to $1.4 million and other assets to
$0.2 million.

The capital of the Corporation at the close of 1949 consisted of its
accumulated surplus, which amounted to $1,204 million, after repayment
of its original capital. Pursuant to Public Laws 363 and 813, 80th Con-
gress, approved August 5, 1947 and June 29, 1948, respectively, the
Corporation has retired and cancelled all the capital stock originally
issued to the United States and to the Federal Reserve banks. This
retirement was completed on August 30, 1948.

A statement of the assets and liabilities of the Corporation at the
beginning and end of 1949 is given in Table 12. A summary of the assets
and liabilities of the Corporation at the close of each year since its or-
ganization is given in Table 13.
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20 FEDERAL DEPOSIT INSURANCE CORPORATION

Table 12. AsseTs AND LiABILITIES OF THE FEDERAL DErosiT INSURANCE

CorPoORATION, DECEMBER 31, 1948, ANp DECEMBER 31,

1949

Asset, liability, or capital item Dec. 31, 1949

Dec. 31, 1948

ASSETS
Assets acquired through suspensions and mergers:
Subrogated claims of depositors against closed insured banks.| $ 4,901,991.92
Net balances of depositors in closed insured banks pending
settlement or not claimed, to be subrogated when paid—|

L7001 - 21,449.60
YL.oans to merging insured banks, to avert deposit insurance
losses, and recoverable liquidation expensges.............. 3,618,214.64

Asgsets purchased from merging insured banks, to avert deposit
insurance losses, under agreements to return any excess

$ 5,414,439.64

27,959.30
4,009,535.29

6,982,842.68
58,366.12

$ 16,493,143.03
12,896,663.08

$  3,596,479.95
2,285,883.81

1,066,056,021.46
147.68

4,324.06

1.00

84,244.10

$1,072,027,102.06

867,325.01
438,398.16

27,959.30
4,530,476.87

790,000.00
22,042.31

$ 6,176,201.15

$1,065,850,900.91

recovery tosgellingbanks. ................ ... .. . 0.l 7,100,358.45

Assets purchased from merging insured banks and receivers of
closed insured banks to avert deposit insurance losses. .... 44,080.44
Totalatfacevalue.......................... $ 15,686,095.05
Less: Reserve for 108888, .. ovtsvninnniiereonanenanunens 12,824,989.98
Totalat book valuel................cco0uunn $ 2,861,105.07
Cashonhandandondeposit........................... 1,402,294.65

United States Governient obligations at cost (purchased
at face value) and accrued interest receivable........... 1,207,289,098.42
Due from Governmentalagencies. .............cciivevvee|ierinenenennnnens
Miscellaneous receivables. ..................c..coovviln 1,708.42
Furniture, fixtures, and equipment...................... 1.00
Deferred charges...........cocviiiiiiiiiiinriennnenennns 169,286.66
Total assets. .. ....ouvvtiieniineieenneeninns $1,211,723,494.22

LIABILITIES
Current liabilities:

Accrued annual leave of employees. . .........000vinienn.. $ 857,066.95
Accounts payable and assessment credits............... . 472,353.19
Earnest money deposits and collections in suspense 476,117.72

Net balances of depositors in closed insured banks pending
settlement or not claimed—eontra.........oovvuiveneenan 21,449.60
Deferred credits. . . ......... i ittt 5,162,339.57

Special reserve for undetermined losses in purchases of
assets from merging insured banks.................... 790,000.00
Reserve for deposit insurance expense............ PP 11,489.43
Total Habilities..................ovi $  7,780,806.46

CAPITAL

Surplus—(see Table 10)............... P e $1,203,942,687.76
Total liabilities and capital................. $1,211,723,494.22

$1,072,027,102.06

1 Assets acquired through bank suspensions and mergers:
Disbursements (principal and recoverable liquidation expenses)
RECOVEITEB. ..ottt ittt et e

Remaining assets. ... ... it i e,
Less: Losses incurred and reserves for losses. ...............ooouin,

Net book value, December 81, 1949 .................ccn.uns
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Table 13. AssSETS AND LiABILITIES OoF THE FEDERAL DEposIT
INsuraNCcE CoRPORATION, 1934-1949

(Amounts in miilions)

Total | FDBIC
ota
Glg",g,h_ In- Other ;I‘s:z:; Lia- Capital deposits |capital and
Dec.81| Cash [ont ob-| Surance | gecets || or lia- || bilities and . in surplus to
ligations| assets bilities surplus insured |deposits in
banks insured
banks
1949. $ 1.4 ($1,207.3 $28 $.2 $1,211.7 $ 7.8| $1,203.9($156,786.0 7%
1948. 2.3 | 1,066.0 3.6 14 1,072.0 6.1 1,065.9| 153,454.0 .69
1947, 4.6 | 1,022.5 3.6 1] 1,030.8 24.7 1,006.1] 154,095.6 .65
1946. 7.3 | 1,047.7 5.6 1} 1,060.7 2.2 1,058.5 | 148,457.0 71
1945. 15.7 900.0 15.1 3 931.1 1.9 929.2 1 158,174.1 .59
1944. 17.8 762.0 26.1 3 806.2 1.9 804.3 | 134,662.1 .60
1943, 20.0 638.8 46.2 5 705.5 2.4 703.1] 111,649.8 .63
1942, 19.4 536.8 62.0 5 618.7 1.8 616.9| 89,868.7 .69
1941 20.0 453.9 81.7 1 555.7 2.2 5563.5| 71,209.3 .78
1940. 20.4 384.5 92.2 1 497.2 1.2 496.0| 65,2874 .76
1939. 28.3 363.5 64.2 1 456.1 3.4 452.7] 57,485.8 .79
1938. 22.2 372.8 26.5 1 421.6 1.1 420.5] 50,790.2 .83
1937, 20.6 348.5 16.1 1 385.3 2.2 383.1| 48,227.8 .79
1936. 9.1 332.6 11.4 1 353.2 9.8 343.41 50,2809 .68
1935. 33.5 298.2 5.4 1 337.2 31.2 806.0| 45,125.1 .68
1934. 16.0 316.7 5 1 333.8 41.6 291.7| 40,059.9 73

Audit. The audit of the Corporation for the year ended June 30, 1949,
was made under the direction of the Comptroller General of the United
States. The financial statements from the audit report have been fur-
nished to the Corporation by the Comptroller General and are given in
Table 14. The auditors’ opinion is shown below.

CoMPTROLLER GENERAL OF THE UNITED STATES
WASHINGTON 25
August 17, 1950

Board of Directors,
Federal Deposit Insurance Corporation,
Washington 25, D. C.

Gentlemen:

An audit of the affairs of Federal Deposit Insurance Corporation for the fiscal
year ended June 30, 1949, has been made by the General Accounting Office. The
complete retirement on August 30, 1948, of the Government’s capital stock investment
terminated application of the audit provisions of the Government Corporation Control
Act (31 U.8.C. 841) at the end of the minimum accounting period involved. In view
of your request, dated December 31, 1949, that the Comptroller General make an
audit for the entire year ended June 30, 1949, and because of other practical con-
siderations, it was determined that the minimum aceounting period would be the
entire fiscal year. However, our audit was limited by the fact that you did not make
available to us the reports on the examination of insured banks and other records
of the Examination Division. This situation did not exist in connection with our
audits covering previous years. In view of the denial of access to the records of the
Examination Division, the audit report for the fiscal year 1949 was not complete
and necessarily contained qualifications as to the transactions and undertakings of
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the Examination Division and as to the financial position of the Corporation at
June 30, 1949.

At your request, there are transmitted herewith, for inclusion in the Corporation’s
annual report, statements of financial position and operations, together with ex-
planatory notes and the auditors’ opinion, all of which are included in the detailed
report submitted by the Comptroller General to the Congress July 5, 1950.

Very truly yours,

Linpsay C. WARREN
Comptroller General
of the United States

AUDITORS’ OPINION

We have examined the balance sheet of Federal Deposit Insurance Corporation
as of June 30, 1949, and the related statement of income and deposit insurance reserve
for the year then ended, have reviewed the system of internal control and accounting
procedures of the Corporation, and, without making a detailed audit of the trans-
actions, have examined or tested accounting records and other supporting evidence,
by methods and to the extent (except as noted below) we deemed appropriate. Our
examination was made in accordance with generally accepted auditing standards
and included all procedures which we considered necessary under the circumstances,
except as to a review of the reports and records of the Examination Division of the
Corporation.

We were not afforded access to the reports and records of the Examination Division
covering examination of insured banks. We consider this to be so significant that we
are unable to render an independent opinion as to the adequacy or inadequacy of the
deposit insurance reserve to meet current needs.

However, in all other respects, in our opinion the accompanying balance sheet and
the related statement of income (including explanatory notes) fairly present the
financial position of Federal Deposit Insurance Corporation at June 30, 1949, and
the results of its operations for the year then ended, in conformity with generally
accepted accounting principles applied on a basis consistent with that of the preceding
year, except that prior to the fiscal year 1949 no accrual for employees’ annual leave
had been provided.

StepHEN B. Ives
Director
Corporation Audits Division
General Accounting Office
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Table 14.
CORPORATION—FROM AUDITORS’

Exhibit 1—Barance SHEer—JUNE 30, 1949

FINANCIAL STATEMENTS OF THE FEDERAL DEPOSIT INSURANCE
RerorT ror YEArR EnxpEp JUNE 30, 1949

ASSETS
Cash . i e i it e it $ 1,856,848
United States Government securities owned, at cost—market
value $1,138,449,988. ... ... . ittt e e $1,133,789,500

Accrued interest receivabie . 1,258
Assets acquired through mergers and receiverships of
insured banks:
Subrogated claims of depositors against banks in recelvershlp
(including $21,450 of pending and unpaid claims) (note 1).. 4,927,354
Equity in collateral assets (notes 2 and 4):
Under loan agreements. .. ........covivenrerncnvnnenennnn. 3,721,484
Under asset purchase agreements...............c0cveen.. 7,812,178
16,461,016
Less estimate for losses and expenses..............ccevuennn 12,894,154
3,566,862
Assets purchased outright (note 8).............0vvviii it 80,072

Deferred charges and sundry assets.......................
Furniture, fixtures, and equipment, at nominal value.......

1,136,090,758

3,646,934
164,95111

$1,141,759,494

LIABILITIES

Accounts payable and accrued labilitles......................
Earnest money, escrow funds, and collections held for others. ...

Depositors’ claims pending settlement—contra
Employees’ accrued annual leave................
Deferred credits (note 4).

Deposit insurance reserve, repi-ééentmg cumulatlve earmngs from mceptlon to
June 30, 1949, available for future losses and related expenses (notes 5 and 8,

and exhibit 3 SN

$ 383,795
503,620

21,450

894,247
4,953,166

1,135,003,216

$1,141,759,494

Notes 1 through 9 following exhibit 2 are an integral part of this statement.

Exhibit 2—STATEMENT oF INcoME AND Drrosit INSURANCE RESERVE

FOR THE YEAR EnpED JUNE 30, 1949
Deposit insurance assessments. ............ $ 119,763,735
Interest earned on Government securities. . 23,771,256
Income from bank mergers and receiverships:
Interest and allowablereturn (note 4)....................... $ 1,461,265
Net income from assets purchased outright (note 3)........... ,
Receivership supervision fees..............ooooiii i 6,191
1,507,404
Less estimated loss on assets purchased under agreement cases
opened during the year....... et 1,125,850 381,554
Total INCOME. . . .oeviriiiierrnnenrerennnnnnan 143,916,545
Administrative and operating expenses .................... 5,496,130
Net income for the year transferred to deposit insurance|
T@BEIVE . . . vvtsuneno v oanenensnsoionnonoasesanonensans 138,420,415
Deposit insurance reserve, June 30, 1948. .. ................ 996,089,996
Net adjustment of prior years’ estimate of losses and ex-
pensesrestored tOreServe. ... ... .civeuieaiiiinaaaian. 1,263,692
1,185,774,103
Less employees’ accrued annual leave earned in prior years 770,887

Deposit insurance reserve, June 30, 1949 (notes 5 and 8 and
exhibit 1

$1,135,003,216

Notes 1 through 9 following exhibit 2 are an integral part of this statement.
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Table 14. FiNaNcIAL STATEMENTS OF THE FEDERAL DEPosIT INSURANCE
CORPORATION—FROM AUDITORS’ REPORT FOR YEAR ENDED
June 30, 1949—Continued

NOTES TO THE FINANCIAL STATEMENTS—JUNE 30, 1949

1. Subrogated claims represent the amounts of insured deposits in closed banks paid to depositors
for which amounts the depositors transferred their claims against the bank receiverships to FDIC.
The balance of subrogated claims at June 30, 1949, represents claims paid and uncollected on seven
receiverships not terminated at that date. Any recoveries made on these claims are in the nature of
liquidating dividends paid by the receiverships from funds realized in disposition of bank assets.

At June 30, 1949, the Corporation was receiver for two closed insured banks, the remaining assets
of which, as evidenced in the records maintained by the Corporation, were undistributed cash of $97,006
and unliquidated assets having a book value of $472,694. The Corporation properly does not show in
its balance sheet the assets of these two closed insured banks for which it was receiver.

2. Loans to merged insured banks are supported by collateral and are evidenced by demand notes
bearing interest at the rate of 4 percent per annum on the principal and any subsequent amounts ex-
pended by the Corporation. Under this arrangement, notes are dishonored immediately by the closed
bank and the Corporation acquires and proceeds to liquidate the collateral assets until it has collected
the principal and any subsequent amounts expended plus interest. Any excess recoveries and residual
unliquidated assets are returned to the stockholders of the closed bank.

Assets purchased under agreements with merged insured banks are evidenced by purchase agree-
ments allowing a return at the rate of 4 percent per annum on the principal purchase price and any
subsequent amounts expended by the Corporation. Under this arrangement the Corporation acquires
1t)itl(-}kto the assets, which it liquidates, returning any excess recoveries to the stockholders of the selling

ank.

8. Assets purchased outright represent collateral assets which have been purchased by the Cor-
poration from receivership and merger cases in order to facilitate the termination of the liquidations.
These asgsets are the absolute property of the Corporation and are not subjeet to any 2greements with
the closed banks from which the assets were originally obtained. The Corporation records a profit on
the sale of assets purchased outright when the total collections from sale of assets exceed the purchase
price and advances for the assets in a specific case. Losses, if any, are recorded when a specific case is
closed. Related dividends, rents, interest, and operating expenses are recorded by the Corporation on
a current basis,

4, The Corporation follows the practice of taking into income only such amounts of interest or
allowable return as are realized after recovery in full of its investments (including recoverable expenses)
in the respective loan and assets-purchased-under-agreement cases which have been closed. For those
cases not yet closed in which the Corporation has recovered in full its investment, the additional re-
coveries representing interest of $4,647,019 and allowable return of $292,088, a total of $4,939,107 at
June 80, 1949, are included in deferred credits.

5. Insured deposits in all banks at June 30, 1949, were estimated by the Corporation at approxi-
mately 78.2 billion dollars. The ratio of the deposit insurance reserve balance to the estimated insured
deposits was 1.6 percent.

As an added source of funds to supplement the reserve, the Corporation may, in accordance with
section 12B(0) of the Federal Reserve Act, borrow from the Treasury, on such terms as may be fixed
by the Corporation and the Secretary, such funds as in the judgment of the board of directors of the
Corporation are required from time to time for insurance purposes, not exceeding, in the aggregate,
8 billion dollars outstanding at any time. The Corporation has never used this borrowing power.

6. The original capital investment of the Corporation, amounting to $289,299,557, consisted of
nonvoting and non-dividend-bearing capital stock. The Treasury of the United States purchased
$150,000,000 of this stock, and the twelve Federal Reserve banks purchased the balance of $139,299,557
in amounts equal to one-half of their surplus on January 1, 1933.

The act of August 5, 1947 (12 U.S.C. 264 supp.), repealed section 12B(d) of the Federal Reserve
Act, pertaining to the capitalization of the Corporation, and directed the Corporation to retire its capital
stock by paying the amount received for it (whether received from the United States Treasury or the
Federal Reserve banks) to the Secretary of the Treasury. In accordance with the act, the Corporation
paid to the Secretary, periodieally, as much of its capital and surplus as was in excess of $1,000,000,000.
Fin:;{l settlement was made with the Treasury on August 30, 1948, completing the retirement of capital
stock.

7. By Executive Order 9148, dated April 27, 1942, the Corporation was assigned the responsibility
of supervising the operations of Federal credit unions. This activity was operated at a loss of $1,302,049
to July 29, 1948, including $24,780 for the period July 1-29, 1948. Pursuant to the act of June 29, 1948
(12 U.8.C. 1751a note), the administration of the Federal Credit Union Act was transferred to the
Federal Security Agency, effective July 29, 1948. In accordance with provisions of the law, the Cor-
poration effected recovery on (1) the deficit of $1,302,049 resulting from FCU activities, and (2) the
unobligated FCU 1949 budget allocation of $624,668, Which was transferred to the Bureau of Federal
Credit Unions, FSA, by deducting $1,926,717 from the final payment required to complete the retire-
ment of the Corporation’s capital stock.

8. The Federal deposit insurance law (section 12B of the Federal Reserve Act) and other Federal
laws do not provide for Federal Deposit Insurance Corporation to pay certain costs incurred by other
Federal agencies for the benefit of the Corporation, and consequently such costs are not accounted for
in the Corporation’s financial statements. These costs include (1) Government’s share of the cost of
carrying out provisions of the civil service retirement acts applicable to the Corporation’s civil service
employees, (2) payment of claims by the Bureau of Employees’ Compensation and the related cost of
administration, and (3) interest cost on Government's investment in capital stock.

The payment of interest on the Government’s investment from inception of the Corporation to
August 30, 1948 (date of final retirement of capital stock), would have a material effect on the balance
sheet and statement of deposit insurance reserve.

9. We did not inspect the collateral under loans to merged insured banks, the documents evidencing
ownership of assets purchased from merged insured banks and insured banks in receivership, or the
assets held by the Corporation as receiver of closed insured banks, The collateral and assets, for the most
part, are held by liquidating agents of the Corporation at various locations throughout the country.
We reviewed the reports of the Corporation’s internal auditors on their examination of such collateral
and assets; we consider their examination to be adequate.
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BaNks AND BRANCHES

For many years the proportion of all banks participating in Federal
deposit insurance has gradually increased. This trend continued in 1949.
At the close of the year 93 percent of all banks of deposit in the United
States and possessions were insured. These banks held 95 percent of
total deposits of all banks.

Participation in deposit insurance by State. All banks regularly
engaged in deposit banking were insured in nine States and the District
of Columbia. Seven of the States were in the West—Arizona, Montana,
Nevada, New Mexico, South Dakota, Utah, and Wyoming—and two
in the East—Vermont and Virginia.

Participation in deposit insurance was virtually complete in many
other States. In each of five States—Alabama, Idaho, Louisiana, New
Jersey, and Oregon—there was only one noninsured bank of deposit at
the end of 1949; in each of three States—California, Florida, and North
Carolina—there were only two.!

The percentages of banks insured and deposits held by insured banks
in each State are shown in Chart A. These compilations exclude trust
companies not regularly engaged in deposit banking. The number and
deposits of all banks grouped by type of bank and insurance status are
given in Table 15.

Table 15. NuMmBER AND DEPosITS OF OPERATING BANKS IN THE UNITED STATES
AND PossEssions, DECEMBER 31, 1949

Number of banks Deposits
Type of bank and insurance status
Percentage Amount Percentage
Number distribution § (in millions) | distribution
All banks and trust companies—total. .. 14,736 100.0%, $165,244 100.0%,
Banks of deposit—total 14,665 100.0 165,168 100.0
Insured............... . 13,622 92.9 156,785 94.9
Noninsured.........coovvvivnnnnn.n. 1,043 7.1 8,383 5.1
Commercialbanks.................... 14,134 100.0 145,875 100.0
Insured.............c.ccoiia, 13,430 95.0 143,194 98.2
Noninsured.......................... 704 5.0 2,681 1.8
Mutual savings banks................. 531 100.0 19,293 100.0
Imsured..............co il 192 36.2 13,5691 704
Noninsured............ccvvieeean. 339 63.8 5,702 29.6
Trust companies not regularly engaged
in deposit banking................ 71 100.0 761 100.0
Insured............. . 6 8.5 1 0.8
Noninsured 65 91.5 75 99.2

1 Uninvested trust funds and special accounts.
Detailed data: see Table 103, pp. 186-37.

1 The remaining noninsured bank in Alabama was admitted to insurance in 1950.
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28 FEDERAL DEPOSIT INSURANCE CORPORATION

Chart A. Dgrosit INSURANCE COVERAGE

BANKS OF DEPOSIT, DECEMBER 31, 1949
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BANKS AND BRANCHES 29

In five States—Maine, New Hampshire, Massachusetts, Rhode Island,
and Connecticut—deposits of insured banks amounted to less than
two-thirds of total deposits in each State. The low percentage of deposits
in insured banks in New England primarily reflects the prevalence in
that area of mutual savings banks not participating in deposit insurance.

Rhode Island and North Dakota were the only States where non-
insured commercial banks had more than 10 percent of total bank
deposits. Deposits of the noninsured commercial banks in each of these
States were held by only five banks. In North Dakota, a bank owned by
the State accounted for a large portion of the deposits of noninsured banks.

Changes in the number of banks and branches. The trend
toward branch banking continued during 1949. Branches opened for
business accounted for all of the net growth in the number of banking
offices during 1949. The number of all operating banks declined by 17
while the number of branches increased by 251. The total number of
banking offices increased during the year by about 1 percent, as in each
of the two previous years. Changes in the number of banks and branches
during 1949 are given in Table 101, pages 126-27.

AssErs, DeposiTs, AND CAPITAL ACCOUNTS

Assets and liabilities of all operating banks. Total assets of all
banks in the United States and possessions contracted $4 billion during
the first half of 1949. During the second half of the year they expanded
by $8 billion to reach an all-time peak of $180 billion. The net change
in total assets for the year as a whole was a moderate growth of $4 billion,
or 3 percent.

Expansion of earning assets accounted for all of the 1949 growth in
bank assets. Non-earning assets declined both absolutely and relatively.
Total cash and funds due from banks were reduced $3 billion during the
year, as reserve requirements were successively lowered between May 1
and September 1. Reserves with Federal Reserve banks dropped $4
billion. Small increases in balances with other banks and in cash items
in the process of collection offset part of this decline.

Most of the earning assets acquired by banks consisted of securities.
Holdings of United States Government obligations expanded $4 billion
to a total of $79 billion, and investments in obligations of States and
political subdivisions rose $1 billion to nearly $7 billion. Total loans and
discounts also expanded, reaching almost $50 billion at the year end.

‘As a result of these changes, cash and funds due from banks declined
in 1949 from 23 percent to 20 percent of total assets. United States
Government obligations increased from 42 percent to 44 percent relative
to total assets. The relative amount of loans remained at 28 percent.
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30 FEDERAL DEPOSIT INSURANCE CORPORATION

Changes in the composition of bank assets in 1949 contrasted sharply
with earlier postwar developments. For the four-year period 1945 to
1949 the amount of United States Government obligations held declined
substantially, while loans and securities other than United States Govern-
ment obligations expanded rapidly. Cash and reserves accounted for
approximately the same proportion of total assets on December 31, 1945,
and December 31, 1949.

Data showing the amount and percentage distribution of bank assets
and liabilities at the close of 1949, 1948, and 1945 are presented in Table
16.

Table 16. AssETs AND LiaBrurTies oF ALL BaANKs IN THE UNITED STATES AND
Possessions, DEcEMBER 31, 1949, 1948 anp 1945

Amount (in millions) Percentage distribution

Asset, liability, or capital
account item

Dec. 31, | Dec. 81, | Dec. 81, [Dec. 31,/Dec. 31,{Dec. 31,

1949 1948 1945 1949 1948 1945
Totalassets...............vvvunnnn $180,043 | $176,075 | $178,203 | 100.09, | 100.09, | 100.09,
Cash and funds due from banks...... 36,676 39,635 85,585 20.4 22.5 20.0

United States Government obhgatlons 78,754 74,462 | 101,822 43.7 42.8 57.1
Obligations of States and pohtlcal

subdivisions. .. ................ 6,657 5,754 4,064 3.7 3.3 2.3
Other securities.............. . 5,717 4,531 3.3 3.2 2.5
Loans and discounts—net 48,453 30,473 | 27.7 27.5 17.1
Miscellaneous assets. ........... e 2,054 1,728 1.2 1.2 1.0

‘Total liabilities and capital accounts| 180,043 | 176,075 178,203 | 100.0 100.0 100.0
Total deposits 165,244 | 162,041 ] 166,474 1 91.8 92.0 93.4
Miscellaneous liabilities. 1,633 1,48 1,203 0.9 0.9 0.7
Total capital accounts. 13,166 12,554 10,526 7.3 71 5.9

Number of banks!.................... 14,736 14,753 14,725 . oooo e ool

1 Asset and liability data were not avallable for 31 banks on December 31, 1949, 18 banks on Decem-
ber 31, 1948, and 104 banks on December 31,

Detailed data for 1949: see Tables 104-106, pp 140-145

Changes in total deposits of all banks during 1949 were similar to
changes in total assets. After a decline of nearly $5 billion early in the
year, an expansion of $8 billion brought total deposits to $165 billion
at the year end. This represented a net growth of 2 percent for the entire
year, but was still $1 billion below the record total set in 1945.

Total capital accounts of all operating banks continued to grow,
exceeding $13 billion on December 31, 1949. Since December 31, 1945,
the growth of bank capital has been greater than the expansion of total
assets. Accordingly, the eapital ratio has improved from 5.9 percent to
7.3 percent of total assets.

Postwar changes in deposits. While total deposits declined after
1945, business and personal deposits rose. Demand deposits of businesses
and individuals have risen from $74 billion to $83 billion between 1945
and 1949. This expansion has been successively interrupted during the
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first six months of 1947, 1948, and 1949, but in each year substantial
recovery has followed. Savings and time deposits of businesses and
individuals have grown throughout the period from $45 billion to more
than $54 billion. Deposits of States and their political subdivisions have
also grown continuously, reaching $9 billion at the close of 1949. Postwar
data for the principal types of deposits are given in Table 17.

Table 17. DerosiTs oF ALL BANks IN THE UNITED STATEs AND PossEssIOns,
BY TYPE oF DEPOSIT, JUNE AND DECEMEBER, 1945-1949

(In millions)

Business and personal

Total Statdes U.8
ota - an .8, Inter-
Call dates deposits De- i tci;f:d subdi- | Gov't | bank!
Total mand | Time | checls, | Visions
ete.
Dec. 31,1949........ $165,244 || $140,241 | $83,454  $54,416 | $2,371 | $8,956 | $ 3,318 | $12,729

157,239 | 135,003 | 78,399 | 54,216 2,388 8,912 2,373 | 10,951

Deec. 31, 1948 162,041 1 138,674 | 83,167 | 53,355 2,152 8,561 2,615 | 12,291
June 80, 1948 167,177 134,961 | 79,723 | 53,181 2,057 8,511 2,249 | 11,456
Dec. 31, 1947 162,729 || 140,357 | 85,303 | 52,4564 2,600 7,788 1,634 | 13,050
June 30, 1947 154,191 || 133,475 | 79,5651 | 51,775 2,149 7,520 1,423 | 11,773
Dec. 31, 1946 156,753 § 133,956 | 81,276 | 50,284 2,396 6,895 3,164 | 12,738
June 29, 1946 169,990 § 127,469 76,693 | 48,423 2,353 6,619 | 13,515 | 12,387
Dec. 31,1945........ 166,474 | 121,776 § 73,876 | 45,285 2,615 5,786 | 24,770 | 14,142

1 Includes postal savings deposits; prior to Deec. 31, 1947, includes unclassified deposits.

The abnormally large wartime deposit balance of the United States
Government was reduced from a total of $25 billion to $3 billion during
1946. Since that time it has fluctuated between $1.5 billion and $3 billion.
Interbank deposits also declined in 1946 and have shown little growth
since then. Seasonal fluctuations of interbank deposits have roughly
paralleled those of business and personal demand deposits.

Business and personal deposits provide a better basis than total
deposits for analysis of regional economic developments. Between 1945
and 1949 business and personal deposits expanded by 15 percent. Changes
in these deposits are shown by State in Chart B. All States participated
in this expansion. States with the largest relative growth include North
and South Dakota, Illinois, and Texas, and most other States in the
Middle West and Southwest. Deposit expansion was smallest in Washing-
ton, Oregon, and Alabama, and was typically smaller than average in
the Far West and Southeast.

Postwar changes in loans. The rapid postwar expansion of bank
loans moderated substantially during 1949. Commercial and industrial
loans outstanding declined by about $2 billion during the year. Real
estate, consumer, and other types of loans expanded, however, so that
all loans showed a net expansion of about 1 percent during 1949, compared
with 12 percent during 1948.
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Chart B. PERCENTAGE ExpaNsioN oF BusinEss AND PersonNAL DrrosiTs
ALL BANKS, DECEMBER 31, 1945-1949
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Total bank loans, amounting to $50 billion at the close of 1949, were
approximately $20 billion above the total outstanding shortly after the
war ended. Banks in all States shared in this growth, but loan expansion
has been particularly rapid in States west of the Mississippi. In contrast,
the aggregate expansion of loans lagged behind the rest of the country
in New York, Massachusetts, and Illinois, where the large financial
centers of the country are located. Postwar changes in total loans of all
banks, by States, are shown in Chart C.

Marked changes have occurred in the composition of bank loans since
1945. At the close of 1945 commercial and industrial loans accounted
for about one-third of all loans. This proportion rose to 42 percent at
the end of 1947 but declined again during 1948 and 1949. Loans for
purchasing or carrying securities dropped from 22 percent to 5 percent
of all loans during 1946 and 1947, remaining at about the same proportion
during 1948 and 1949. These two groups of loans are the principal types
granted by large banks in the financial centers of the country.

Real estate loans, on the other hand, have grown from 30 percent to
36 percent of all loans between 1945 and 1949. Other loans to individuals
have risen from 8 percent to 16 percent of the total. Agricultural loans
have also increased more than proportionately, but not as spectacularly
as real estate or consumer loans. These three groups of loans are rela-
tively important in the portfolios of banks outside financial centers.
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Chart C. PercENTAGE Expransion or TortaL Loans

ALL BANKS, DECEMBER 31, 1945-1949
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The distribution of loans of all banks by principal type of loan at the
close of each year since 1945 is given in Table 18. Table 19 shows the
amount of agricultural and real estate loans, by type, during the same
period.

Table 18. Princirar Tyres orF LoaNS oF ALL BAnNks IN THE UNITED STATES AND
Possessions, DECEMBER 31, 1945-1949

Com- Agri- For pur- Other
All mercial | cultural Real chasing or [ loans Al
Dee. 31 loans, an (ex- estate carrying | to indi- other
net industrial | cluding securities | viduals
real estate)
Amount
(in millions)
19491, .. ...... $49,828 $17,195 $3,075 $18,350 $2,658 $8,159 $1,178
.. 48,453 19,055 2,893 16,704 2,332 6,960 1,147
43,231 18,295 1,678 14,302 2,075 5,791 1,090
35,823 14,237 1,412 11,675 3,164 4,109 1,226
30,467 9,600 1,361 8,980 6,827 2,419 1,280
100.09%, 34.09%, 6.19, 36.3% 5.29, 16.19, 2.3%
100.0 . 5.9 34.0 4.8 14.2 2.3
100.0 42.3 3.9 33.1 4.8 13.4 2.5
100.0 89.8 8.9 32.6 8.8 11.5 3.4
100.0 31.5 4.5 29.5 22.4 7.9 4.2

1 Individual loan items reported gross; valuation reserves for all loans amounted to $787 million
in 1949 and $638 million in 1948,
2 Data from Annual Report of the Comptroller of the Currency.
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Table 19. AcGrRicULTURAL AND REAL EsTATE LoaNs or ALL BanNks IN THE
Un1TED STATES AND PossEssions, DEcEMBER 31, 1945-1949

(In millions)
Agricultural
(excluding real estate) Real estate loans
Dee. 31 Directly On
Total Zuar- | Other Total | OB farm | residential| Other
by CCC properties
1949............. $3,075 $1,004 $2,071 $18,350 $946 $14,245 $3,159
1948............. 2,893 915 1,978 16,704 912 12,820 2,972
1947, ... 1,678 68 1,610 14,302 850 10,869 2,583
19461, .. ......... 1,412 105 1,307 11,675 710 9,542 1,423
19451, .. ... 1,361 308 1,053 8,980 529 7,560 891

1 Data from Annual Report of the Comptroller of the Currency.

At the end of 1949 real estate loans constituted the largest category
of loans. Loans on residential properties constitute the largest part of real
estate loans of all banks. This segment has expanded more rapidly
than loans on farm land. Loans on farm land have risen by less than
one-half billion dollars since 1945, loans on residential properties nearly
$7 billion. The relatively small growth of loans on farm land contrasts
sharply with developments during the real estate boom associated with
World War 1.

A substantial portion of the real estate loans held by banks is guar-
anteed or insured by agencies of the Federal Government. Some idea
of the relative amount of guaranteed or insured real estate loans held by
banks can be gained from data published by agencies conducting these
programs. These data, however, are not entirely comparable with banking
data showing the total amount of real estate loans held by banks. Esti-
mates of the amounts of real estate and other loans guaranteed or insured
by agencies of the United States Government and held by commercial
banks on December 31, 1947, 1948, and 1949, are presented in Table 20.

The most rapid expansion of any principal type of loan during the
postwar period has occurred in the group of loans called “other loans
to individuals.” Since most of these loans were made for the purpose of
purchasing consumer goods, the entire group has been frequently referred
to as “‘consumer loans.” The main classification, however, has been
according to terms of payment rather than purpose. This has posed a
serious problem in the case of single payment loans to individuals. Many
of these loans were too large to be considered as consumer loans. Ac-
cordingly, for December 31, 1949, insured commercial banks reported
single payment loans larger than $3,000 separately from those below
$3,000. On that date, single payment loans above $3,000 aggregated
$2 billion. Loans clagsified as ‘“other loans to individuals” amounted
to $8 billion, and “consumer loans” by insured commercial banks are
therefore estimated at $6 billion.
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Table 20. EsTiMaTEs oF CoMMERCIAL BaNK LoaNs GUARANTEED OR
INSURED BY AGENCIES OF THE UNITED STATES (GOVERNMENT,
DEecEMBER 31, 1047-1949

(In millions)

,Total guaranteed Guaranteed portion
in whole or in part
Type of loan and guarantor agency
1949 1948 1947 1949 1948 1947
AL types. . ....cooiiiiiniiinnnerannnnn, $8,114 | $7,124 | $5,283r] $5,857 | $5,023 | $3,512
Real estate—totall..................... 5,752 4,935 3,851 4,232 3,517 2,711
Federal Housing Administration......... 2,841 2,240 1,801 2,828 2,230 1,786
Veterans Administrations............... 2,911 2,695 2,050 1,404 1,287 925
Business loans—total . ................. 544 593 788 386 427 573
Veterans Administration®............... 127 140 183 48 56 71
Reconstruction Finance Corporation. ... . 315 328 409 236 246 307
Export-Import Bank................... 100 122 187 100 122 187
Federal Reserv213B3, .,............... 2 3 9 2 3 8
Farm loans—total..................... 1,126 956 134 1,064 919 98
Veterans Administration?............... 115 66 68 53 30 32
Commodity Credit Corporation......... 1,004 887 66 1,004 887 66
Farmer’s Home Administration......... 7 3 O] 7 2 [O)
Consumer loans—totals................ 692 640 510 175 160 130
Federal Housing Administration......... 692 640 510 175 160 130

1 Excludes farm real estate mortgage loans which are shown under farm loans.

2 Amortization estimated.

3 Includes loans approximating $1 million in 1948 and $2 million in 1947 which were guaranteed by
war agencies under Regulation V of the Board of Governors of the Federal Reserve System.

4 Less than $500,000.

5 Ifr{wh'ld? a small amount of Title I loans made by mutual savings banks not available separately.

r Revised.

NoOTE: Based on records and estimates of guarantor agencies.

The series for other loans to individuals by insured commercial banks,
by type, from 1945 to 1949 is presented in Table 21. This information is
available only for insured commercial banks.

Table 21. OtHER Loans To INpIvipuals (CoNsUMER LoOANS)
InsvrEp CoMMERCIAL Banks, DEceEMBER 31, 1945-1949

{In millions)

Instalment loans Single payment
Dec. 81 Total . Repair
Retail Other and Below Above
auto- retail | moderni- | Cash $3,000 | $3,000
mobile zation
1949............. $8,007 $1,955 $1,023 $923 $1,170 3 $2,003
1948. ...l 6,80 1,435 797 729 1,080 $2,766
1947 ... 5,656 966 551 558 944 2,637
1946............. 4,030 514 328 311 675 2,202
1945. ...t 2,361 225 $266 398 1,472

Maturities of investments in United States Government obliga-
tions. The average length of time to maturity of United States Govern-
ment obligations held by insured commercial banks was considerably
shortened during 1949. Holdings of Treasury bills, certificates, and
notes rose from $16 billion to $22 billion during the year. These acquisi-
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tions reflected primarily refunding operations by the Treasury. Even
though purchases of Treasury bonds were substantial, investments in
these bonds declined from $45 billion to $44 billion in 1949, as maturing
bonds were refunded into short-term issues.

The amount of bonds moving into the category of issues maturing
in 5 years or less during 1949 was considerably greater than the amount
of bonds refunded. This, together with net purchases, raised the propor-
tion of bonds maturing in five years or less from 32 percent to 41 percent
of total investments in United States Government securities. The amount
and percentage distribution by type and maturity of United States
Government obligations held by insured commercial banks during the
period 1941 to 1949 is given in Table 22.

Table 22. MATURITIES OF UNITED STATES GOVERNMENT OBLIGATIONS HELD
BY INSURED CoMMERCIAL Banks, DEcEMBER 31, 1941-1949

Marketable issues

Direct

v Non-
ear | motal mar-
end Bonds maturing in:? Guar- | ketable

anteed | issues?
Billst | Certif- | Notest issues
icates! 5 years | 5 to 10 | 10 to 20 | 20 years
or less | years years | or more

Amount (in millions):
1949 $65,847 | $3,692 [ $12,488 1% 5,812 | $27,278 | $ 7,692 | $4,461 | $2,409| $ 61 $2,009
1948| 61,407 2,822 |1 10,068 3,385 | 19,374 | 15,114 6,581 2,059 8 1,986
1947 67,960 2,124 7,655 5,920 | 18,341 | 22,202 7,534 2,654 14 1,616
1946 73,575 1,272 12,293 6,781 12,728 | 29,700 6,597 3,008 15 1,181
1945 88,933 2,456 | 19,075 16,047 9,080 | 32,230 6,092 2,787 22 1,194
1944 75,896 3,972 | 15,3031 15,781 5,918 | 25,467 5,796 1,917 978 764
1943 58,693 4,637 | 13,220 7,673 5,790 | 16,776 6,160 1,620 2,501 316
1942 40,712 4,462 6,729 5,800 2,865 10,047 6,470 1,337 2,718 284
1941| 21,047 988 )........ 3,159 1,551 3,970 5,930 1,347 4,102 [©)

Percentage

distribution
1949} 100.0% 5.6% | 19.0% 8.8% 1 41.49% | 11.7% 6.8% 3.6% * 3.19,
1948| 100.0 4.6 16.4 5.5 .6 24 10.7 3.4 (O] 3.2
1947| 100.0 3.1 11.1 8.7 27.0 32.7 11.1 3.9 %) 2.4
1946| 100.0 1.7 16.7 9.2 17.3 40.4 9.0 4.1 * 1.6
1945; 100.0 2.8 21.5 18.0 0.2 36.2 6.9 3.1 * 1.3
1944} 100.0 5.2 20.2 20.8 7.8 33.6 7.6 2.5 1.3 1.0
1943} 100.0 7.9 22.56 13.0 9.9 28.6 10.5 2.8 4.3 0.5
1942| 100.0 11.0 16.5 14.2 7.0 247 15.9 3.3 6.7 0.7
1941| 100.0 4.7 |, 15.0 7.4 18.8 28.2 6.4 19.5 @)

1 Treasury bills are generally issued with maturities of 91 days; certificates of indebtedness have
;inaturities of approximately one year; and Treasury notes are issued with maturities of from one to

ve years.

2 Based upon number of years to final maturity.

3 United States savings bonds, Treasury bonds (investment series A-1965), and depositary bonds.
Prior to December 31, 1947, this item included United States savings bonds only; depositary bonds
were included with other United States bonds according to maturity. Non-marketable issues were not
reported separately on December 31, 1941.

4 Less than 0.05 percent.

Capital accounts of commercial banks. Total capital accounts
of all commercial banks rose during 1949 to $11 billion at the year end.
Successive increases in commercial bank capital in each postwar year
have brought the total to a point more than $2 billion above the figure
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reported on December 31, 1945. Net additions to common stock, in-
cluding stock dividends, totaled $528 million during this period.

Table 23. CaprtaL AccounNTs oF ALL COMMERCIAL BANKS IN THE
UNIiTED STATES AND PossEssioNs, DECEMBER 31, 1945-1949

: . Ratio of total
Amount (in millions) capital accounts to:
Preferred Assets
Dec. 31 Total stock, Undivided other than
capital Common capital Surplus profits Total cash and
acoounts stock notes, and assets U. S.
and de- reserves Gov't
bentures obligations
1949, ... e $11,044 $3,431 $113 $4,948 $2,552 7.0% 19.9%
1948.......... ... 10,555 3,296 122 4,646 2,491 6.8 19.6
1947.. ... ... 10,107 3,192 145 4,450 2,320 6.5 20.6
1946............. 9,561 3,068! 1758 4,155 2,163 6.4 23.4
1945, ... ... 8,933 2,903! 227 3,873 1,930 5.5 25.5

1 Partly estimated.

Book values of capital accounts and capital ratios of all commercial
banks for December 31, 1945 to 1949, are given in Table 23. The distri-
bution of insured commercial banks according to their ratio of total
capital accounts to total assets on December 31, 1949, is shown in Chart
D. Insured commercial banks had 98 percent of total assets and 97
percent of total capital accounts of all commercial banks.

Chart D. Banks GrRourED BY RATIO oF ToraL CaPITAL ACCOUNTS TO TOTAL ASSETS

INSURED COMMERCIAL BANKS, DECEMBER 31, 1949
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The average ratio of total capital accounts to total assets of all com-
mercial banks has increased from 5.5 percent on December 31, 1945, to
7.0 percent on December 31, 1949. During the same period, the ratio
of total capital accounts to assets other than cash and United States
Government obligations has dropped from 25.5 percent to 19.9 percent.

The majority of insured commercial banks had capital ratios within
a few percentage points above or below the average of 6.9 percent for
all insured commercial banks. There were, however, 354 banks with
capital ratios below 4 percent. Another 1,193 banks had ratios from
4 percent to 4.9 percent. In other words, approximately 12 percent of
the 13,436 insured commercial banks had capital ratios below 5 percent.
At the other extreme, 2,011 banks, or 15 percent of the total, had capital
ratios of 10 percent or more.

Further progress has been made toward retirement of the remaining
preferred stock and other Reconstruction Finance Corporation invest-
ments remaining in bank capital. From 1945 to the end of 1949 the total
book wvalue of preferred stocks, capital notes, and debentures of all
commercial banks was reduced from $227 million to $113 million. The
retirable value of the amount outstanding at the end of 1949 was $175
million. The greater part of these accounts represents Reconstruction
Finance Corporation investments. As successive reductions were made,
however, two obstacles to early completion of the program became more
apparent: concentration in a few banks of the remaining amounts out-
standing, and the relatively low capital ratios of some of these banks.

Examiners’ appaisal of assets, liabilities, and capital, insured
commercial banks. One of the major tasks in the examination of a
bank is a review of the value of its assets, liabilities, and capital accounts.
In appraising assets examiners deduct from the value shown on the
bank’s books those which appear to be uncollectible and take into account
the value of assets which are not on the books. In recent years there has
been very little difference between the value of the assets of insured
commercial banks as carried on their own books and as appraised by
examiners. For each of the past five years, the examiners’ appraisal has
been about 1/100 of 1 percent below the book value. Ten years ago, the
examiners’ appraisal was 1/2 of 1 percent below the book value.

Examiners also classify some of the assets held by the banks as sub-
standard. These are assets which are believed to be unusually risky or
for other reasons are not suitable for ownership by the banks. During
1949 there was a small decline in the percentage of assets, included in
the examiners’ appraisal value, classified as substandard by bank ex-
aminers. This reduction of substandard assets was relatively evenly
distributed between loans and securities. During 1947 and 1948 the
proportion of substandard assets had turned upward.
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With continued growth in total capital accounts and reduction in the
amount of substandard assets, the ratio of substandard assets to adjusted
capital acecounts was considerably improved in 1949. Substandard assets
declined from $8.00 per $100 of total capital accounts in 1948 to $7.32
per $100 in 1949.

Amounts and percentages of substandard assets of insured commereial

banks are given in Table 24 for each year from 1939 to 1949.

Table 24. SuBsTANDARD AsSETS OF INsurRED CoMMERCIAL BAaNks
ExamiNations 1939 To 1949

Substandard
Substandard Substandard fixed and
Substandard assets loans securities! miscellaneous
assets

Year Percentage of Per-
Per- Per- centage
Amount Amount | centage | Amount | ¢entage | Amount | of total

(in Total (in of total in of total in fixed

millions)?| Total | capital |millions)| loans |millions)| ©Other Imillions)| 2and
assets ac- secu- miscel-
counts rities laneous

assets

788 | 0.53 8.00 5331 1.35 211 | 2.51 44

696 | 0.48 7.42 422 | 1.28 231} 2.92 44| 1.67

526 | 0.36 6.02 ®) Q) @) @ ® Ql

619 [ 0.45 7.58 263 1.23 259 | 4.17 971 4.07

8251 0.69 10.92 3591 1.84 302 ; 5.20 164 | 7.02
1,260 | 1.24 17.84 541 ( 2.96 4621 7.65 257 | 11.45
1,714 | 2.13 25.26 768 | 3.83 617 | 9.28 329 [ 15.13
2,031 | 2.84 31.12 849 | 4.36 K1 429 | 19.10
2,652 | 3.93 40.35 1,054 | 6.23 1,039 [........ 460 | 22,60
2,970 | 5.12 48.21 1,229 | 17.73 1,207 |........ 535 | 24.55

1 Amounts and percentages both refer to securities other than U. S. Government obligations.
Prior to 1942 no segregation was made between U. S. Government obligations and other securities,

2 Components do not necessarily add to the total because of rounding.

# Data not available separately.

Detailed data for 1941 lo 1949: see Table 108, pp. 152-53.

EarNINGs oF INSURED COMMERCIAL BANKS

Net profits after taxes of insured commercial banks turned upward
again in 1949 to exceed the levels of the two preceding years, and were
only 8 percent below the record 1945 level. Nearly three-fifths of these
net profits were retained in capital accounts. At the same time dividend
payments to stockholders increased to the highest rate since 1941.

The major sources of income of insured commercial banks and the
disposition of this income in 1949 are shown in Chart E. Most of the
income was derived from current operating earnings; the remainder
resulted from profits on the sale of securities, recoveries on assets pre-
viously charged off, and transfers from reserve accounts. About four-
fifths of this income went for current expenses, reserves and charge-offs
for losses, and income taxes; one-fifth remained as net profits.
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Chart E. Sources aND DisposiTioN oF ToTAL INCOME

INSURED COMMERCIAL BANKS, 1949

SOURCES DISPOSITION

TOTAL INCOME
$3,820 MILLION

The sources and disposition of total income of insured commercial
banks from 1945 to 1949 are summarized in Table 25.

Table 25. Sourcks AnD DisposiTioN oF TorarL Incom=
Insurep CoMMERCIAL Banks, 1945 To 1949

(In millions)

1949 1948 1947 1946 1945
Totalincome.............oiveiivnnnniinnaianons $3,820 | $3,670 | $3,360 | $3,271] $2,992
Sources
B 70T T 1,760 1,600 1,282 951 727
U. 8. Government obligations.................... 1,013 1,008 1,080 1,219 1,133
Other securities. . ........... ..o, 202 190 179 177
Service charges (on deposit accounts)............. 194 174 148 125 110
Other currentearnings. ...............civuiennn. 438 432 409 390 346
Recoveries (including transfers from reserve accounts
and profits on sale of securities)................ 213 266 262 409 509
Disposition
Salaries and wages........... .o iiiiiiiiiiian. 1,111 1,044 947 831 691
Interest ondeposits..........coovvnernannena.. 328 317 298 269 233
FDIC assessment...........cooiiiiiiinivnnnen.. 109 109 105 98 86
Other current expenses...........coviiivvnensaes 736 694 633 565 513
Charge-offs (including losses and transfers to reserve
ACCOUNLS) . ..o ii i e 380 486 294 283 264
Neome t2XES. . . ... e 325 275 302 323 299
Net profits (after taxes)..............ciivviven.. 831 745 781 902 906

Detailed daia: See Table 111, pp. 160-61.

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



EARNINGS OF INSURED COMMERCIAL BANKS 41

Total current operating earnings. In 1949 current operating
earnings totaled $3,607 million. This was larger than in any previous
year and represented an increase of 6 percent over 1948. A summary of
earnings, expense, and profit data of insured commercial banks for each
year since 1934 is given in Table 26.

Table 26. EarnINGs, EXPENsEs, AND ProriTs oF INsURED COMMERCIAL BANKS,
1934-1949

(In millions)

Charge- _Cash Net
Total Total Net offs in Net dividends | ofitg
current current current excess of [ 1neome profits declared | rotained
Year | gperating || operating | operating | recoveries taxes? after , and in
earnings || expensesl | earningst |and profits taxes interest capital
_on assets paid on accounts
sold? capital
1949, . $3,607 $2,284 $1,323 $167 $325 $831 $354 $477
1948. . 3,404 2,164 1,240 219 276 745 332 413
1947. . 3,098 1,982 1,116 32 302 782 315 467
1946. . 2,863 1,763 1,100 126* 323 903 299 604
1945. . 2,482 1,523 959 2454 299 . 905 274 631
1944 .. 2,215 1,357 858 964 203 751 253 498
1943. . 1,959 1,256 708 624 128 637 233 404
1942, . 1,790 1,222 568 48 79 441 228 213
1941. . 1,730 1,216 514 9 50 455 253 202
1940. . 1,631 1,170 461 37 23 401 237 164
1939 .. 1,605 1,148 457 57 12 388 232 156
1938.. 1,584 1,148 436 126 10 300 222 78
1987.. 1,634 1,156 478 86 11 381 226 155
1936. . 1,567 1,114 453 831 12 524 223 301
1935, . 1,486 1,078 408 195 5 208 208 .. .0iunnn
1934. . 1,518 1,114 404 T41 3 —3405 188 -5285

1 Figures for 1934-1941 are estimates and differ from reported figures by the amount of estimated
income taxes excluded from total current operating expenses. See note 8

2 Book value of assets charged off, and transfers to valuation reserves, minus recoveries on assets
previously charged off, transfers from valuation reserves, and profits on assets sold.

3 Includes surtax and excess profits tax. Figures for 1934-1941 are estimates, based upon Bureau
of Internal Revenue figures of income taxes paid by national banks for 1934-1937, and paid by “all
banks and trust companies’”’ for 1938-1941, Income taxes have been reported separately since 1936 for
insured banks not members of the Federal Reserve System, and since 1942 for banks members of the
Federal Reserve System.

4 Recoveries and profits on assets sold in excess of charge-offs.

5 Net loss.

Detailed data for 1941 to 1349: see Table 111, pp. 160-61.

Income from loans contributed almost half of total current operating
earnings in 1949. This source of income has risen steadily in importance
since 1945, when it constituted only 29 percent of current earnings. The
10 percent increase in income on loans in 1949 followed a 25 percent
growth in 1948, a 35 percent advance in 1947, and a 31 percent increase
in 1946. While the rate of increase has tapered off in recent years, it is
still fairly high.

The record $1,760 million income from loans in 1949 was almost
2-1/2 times as great as in 1945. This growth was due about equally to
the increase in the volume of loans outstanding and to the advance in
the average rate of income on loans. The latter rose from 3.09 percent in

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



42 FEDERAL DEPOSIT INSURANCE CORPORATION

1945 to 4.22 percent in 1949, due principally to a shift toward a greater
proportion of higher yielding types of loan, and partly to an increase
in rates of interest. The average rates of income on loans as well as other
operating ratios for the years 1945 to 1949 are given in Table 27.

Table 27, SeLECTED OPERATING RaTIOs OF INSURED CoMMERCIAL Banks, 1945-1949

Operating ratio 1949 1948 1947 1946 1945
Net current operating earnings to total assets........ 0.87% | 0.82% | 0.75% | 0.729, | 0.66%
Net profits after taxes to total capital accounts....... 7.98 7.49 8.20 10.01 10.87
Dividends and interest on capital to total capital
ACCOUNTS. . v vt iieee et iannnnns 3.40 3.33 3.31 3.32 3.29
Retained net profits to total capital acecounts........| 4.58 4.16 4.89 6.69 7.58
Average rate of incomeonloans.................... 4.22 4.04 3.79 3.43 3.09
Average rate of income on securities. ............... 1.68 1.64 1.60 1.56 1.46
Average interest paid on time and savings deposits....| 0.91 0.90 0.87 0.84 0.87
Average service charges to demand deposits.......... 0.18 0.17 0.14 0.11 0.10
Income taxes to net profits before income taxes......[ 28.11 26.98 27.89 26.38 24.80

Total income from securities of $1,215 million in 1949 was practically
the same as in 1948, and comprised one-third of total current operating
earnings. The average rate of income on securities increased for the
fourth successive year, and in 1949 averaged 1.68 percent. Income from
United States Government obligations, which constitute the major
portion of the securities portfolio, increased less than 1 percent. This
represented some stabilization of income from this source, following the
decline during 1947 and 1948 from the 1946 peak. Income from all other
securities advanced 6 percent in 1949.

Other current operating earnings amounted to $632 million or 18
percent of the total. Over a fourth of this amount came from service
charges on deposit accounts, which continued to grow in importance.
Another fourth was earned by the trust departments of banks. Miscel-
laneous earnings from commissions, fees, and rentals accounted for the
rest of current operating earnings.

Total current operating expenses. Current operating expenses of
insured commercial banks totaled $2,284 million in 1949, 6 percent
greater than in 1948. Almost half the total consisted of salaries and
wages. The number of bank employees totaled 365,747 at the end of
the year. Both the total and average compensation of bank employees
increased moderately during the year. The average amount paid to
bank officers was $5,993; the average paid to other employees was $2,380.

Interest paid on time and savings deposits amounted to $328 million
in 1949. This was an increase of 4 percent over the preceding year and
was the largest amount ever paid by insured commercial banks. Interest
paid on deposits constituted 14 percent of total expenses in 1949, com-
pared with 15 percent in 1945 and 27 percent in 1934. The decline in the
relative importance of interest payments since 1934 has been due to the
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fall in the average rate of interest paid on time and savings deposits;
the amount of such deposits has increased substantially. In 1949 interest
paid on such deposits averaged 0.91 percent, practically the same rate
as in 1948.

Other operating expenses were $845 million and comprised 37 percent
of total expenses in 1949. These include such varied items as taxes other
than on net income, rentals, depreciation on fixed assets, interest on
borrowed money, fidelity and other insurance premiums, advertising,
travel, office supplies, deposit insurance assessments, dues and contribu-
tions to various organizations, and other incidental items.

Net current operating earnings. Gross earnings exceeded gross
expenses by a record $1,323 million in 1949, an increase of 7 percent above
1948. The rate of net earnings on total assets advanced from 0.82 percent
in 1948 to 0.87 percent in 1949, the highest rate since 1934. This represents
a substantial advance from the war-time low of 0.66 percent in 1945.

Charge-offs, recoveries, and transfers to and from reserves.
The major element in the charge-offs of 1948 and 1949 was the transfer
of larger amounts to valuation reserves against loans. This practice was
stimulated by the December 8, 1947, ruling of the Commissioner of
Internal Revenue permitting banks to accumulate limited amounts of
tax-free reserves for bad-debt losses on loans. By the end of 1949 over
two-fifths of all insured commercial banks had added to their reserves
in accordance with this ruling, bringing total reserves in these accounts
to $464 million, as shown in Table 28. During the year $221 million were
added to all reserve accounts against loans, and only $28 million trans-
ferred from such accounts, leaving a total of $548 million in these ac-
counts at the end of 1949.

Table 28. Uske or RESERVE METHOD OF ACCOUNTING FOR Bap DertT
LosseEs oN Loans BY INSURED CoMMERCIAL Banks, 1948 anp 1949

Amount of reserves for
Banks using reserve method bad debt losses on loans
(in thousands)!

Number Percentage
Dec. 31, 1949|Dec. 31, 1948

1949 1948 1949 1948

Insured commercial banks in

the United States.......... 5,576 5,120 429, 38% $463,773 $320,6582
National banks................ 2,336 2,135 47 43 280,983 199,3632
State banks members of Federal

Reserve System . ............ 937 888 49 46 132,290 86,928
State banks not members of

Federal Reserve System. .. ... 2,303 2,097 35 32 50,500 34,367

tReserves for bad debt losses on loans comprise the major portion of valuation reserves against
loans; 1tihe latger totaled $548,034,000, on December 31, 1949.
2 Revised.
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Losses and charge-offs on loans slightly exceeded recoveries on loans

during the year. Similarly, losses, charge-offs, and transfers to reserve
accounts on securities exceeded recoveries and transfers from these
accounts, but were more than offset by profits on securities sold. Gross
charge-offs, recoveries and profits on securities sold, and net charge-offs
on total assets by insured commercial banks from 1934 to 1949 are shown
in Chart F.

[Chart F. Recoveries aND CHARGE-OFFs

INSURED COMMERCIAL BANKS, 1034-1949
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For all assets, losses, charge-offs, and transfers to reserve accounts
totaled $380 million in 1949. This amount was partly offset by recoveries
and transfers from reserve accounts of $140 million. A further offset
was the $73 million profits on the sale of securities. T