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To the President of the Senate and the
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This is our report on the examination of financial statements
' of the Government National Mortgage Association, Department of
Housing and Urban Development, for the fiscal year ended June 30,
1969, and of the Federal National Mortgage Association, for the
2-month period ended August 31, 1968, during which time it was an
organizational component of the Department of Housing and Urban
Development. Our examination was made pursuant to the Govern-
ment Corporation Control Act (31 U,S.C, 841).

Copies of the report are being sent to the Director, Office of
Management and Budget; the Secretary of the Treasury; the Secre-
tary of Housing and Urban Development; and the President, Govern-~
ment National Mortgage Association,

s :

Comptroller General

BEST DGCUMENT AVAILABLE of the United States
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REPORT TO THE CONGRESS --THE GOVERNMENT NATIONAL MORTGAGE
ASSOCIATION FOR FISCAL YEAR 1969
--THE FEDERAL NATIONAL MORTGAGE ASSOCIATION
FOR THE 2-MONTH PERIOD ENDED
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DIGEST

WHY THE EXAMINATION WAS MADE

The Government Corporation Control Act requires the General Accounting

' Office (GAO) to examine the financial statements of the Government Na-
tional Mortgage Association {GNMA), Department of Housing and Urban De-
velopment (HUD), and of the trusts for which GNMA is trustee. The Fed-

- eral National Mortgage Association (FNMA) was an organizational compo-

" nent of HUD prior to its partitioning on August 31, 1968, and was subject
to the Government Corporation Control Act. Therefore, GAO examined the
FNMA financial statements covering secondary market operations for the
months of July and August 1968.

GAO's examination of GNMA and FNMA was made in accordance with generally

accepted auditing standards and included such tests of the accounting
records and other procedures as considered necessary.

FINDINGS AND CONCLUSIONS

In the opinion of GAO, the financial statements of the Government National
Mortgage Association present fairly its financial position at June 30,
1969, and the results of its operations and the source and application of
its funds for the year then ended, in conformity with generally accepted
accounting principies applied on a basis consistent with that of the pre-
ceding year and with applicable Federal laws.

In the opinion of GAO, the financial statements of GNMA as trustee for
the Government Mortgage Liquidation Trust, the Small Business Obligations
Trust, the Federal Assets Liquidation Trust, and the Federal Assets Fi-
nancing Trust--except for the manner of presentation in the trusts' in-
come and expense statements of interest on participation certificates and
the omission in the statements of commissions on the sale of participation
certificates (see p. 22)--present fairly the financial position of the
respective trusts at June 30, 1969, and the results of their operations
and the sources and application of their funds for the period then ended,
in conformity with generally accepted accounting principles applied on a
bas%s]consistent with that of the preceding year and with applicable Fed-
eral laws.

Tear Sheet



BEST DOCUMENT AVAILABLE

FNMA adjusted its accounting records in August 1968 to give effect to a
change in the accounting treatment of purchase and marketing fees coi-
lected from sellers of mortgages. The change provided for the fees to
be taken into income over the life of the related mortgages and for the
Federal income tax equivalent to be paid on such income as earned.

The change in the accounting treatment for the fees affected the Secon-
dary Market Operations Balance Sheet at August 31, 1968, as follows:

(1) the assets were decreased by $32.9 million, the amount of the un-
amortized purchase and marketing fees (schedule 12, p. 47), (2) the 1i-
abilities were reduced by the elimination of the Federal income tax
equivalent liability of $16.4 million for the fiscal year ended June 30,
1968, and of $0.1 million for July and August 1968, and (3) the retained
earnings of the stockholders were reduced by $16.4 miilion (see pp. 15
through 17).

The Internal Revenue Service disagreed with FNMA's treatment of the pur-
chase and marketing fees and, the Secretary of the Treasury disagreed
with FNMA's action on the Tiability for the Federal income tax equiva-
lent. On January 30, 1970, Senate bill 3207 was passed requiring the
new FNMA, which assumed the assets and liabilities of the old FNMA, to
pay the Federal income tax equivalent of $16.5 million to the Secretary
of the Treasury. Action on that matter is pending in the House of Rep-
resentatives (see pp. 15 through 17).

In GAO's opinion, subject to the effect of the final resolution of the
matters concerning the amortization of the purchase and marketing fees
and the 1iability for the Federal income tax equivalent, the balance
sheet and statement of earnings of the secondary market operations
present fairly the financial position of FNMA at August 31, 1968, and
the results of operations Tor the 2-month period then ended, in confor-
mity with generally accepted accounting principles applied on a basis
consistent with that of the fiscal year ended June 30, 1968, except for
the change in reporting income from purchase and marketing fees, and
with applicable Federal laws.

The GAO report discusses also, the payment of $52 million by the new
FNMA to the Secretary of the Treasury on September 30, 1968, for the
generail surplus applicable to his stockholdings in FNMA at the time of
its partitioning. The Board of Directors of the new FNMA adopted a res-
olution on December 11, 1968, to establish a reserve for valuation of
the mortgages acquired in the partitioning of the old FNMA.

Inasmuch as the valuation reserve was to consist of the new FNMA's total
general surplus at September 30, 1968, including the $52 million appli-
cable to the stockholdings of the Secretary of the Treasury, the Board

of Directors requested the Secretary of the Treasury to refund the

$52 million. The Secretary of the Treasury disagreed with the actions of
the Board of Directors of the new FNMA and refused to make the refund but
agreed to hold the $52 million in a special status account pending resolu-
tion of the matter. The GAO report points out that the Senate passed



legislation (S. 3207) on January 30, 1970, that would have the effect of
removing the $52 million from the special status account in which it has
been on deposit since September 30, 1968, and transferring the amount to
miscellaneous receipts of the Government by requiring the new FNMA to pay
the Secretary of the Treasury the $52 million. Action on the matter is
pending in the House of Representatives (see pp. 15 through 17).

RECOMMENDATIONS OR SUGGESTIONS

GAO is not making any recommendation to GNMA, as trustee for the various
trusts, on the treatment of interest and commission expenses in the trust
income and expense statements because the Vice President, Fiscal Manage-
ment of GNMA, informed GAO that beginning with the fiscal year 1970 state-
ments, those items will be shown as costs of trust operations in accor-
dance with GAQ's prior recommendations.

AGENCY ACTIONS AND UNRESOLVED ISSUES

None.

MATTERS FOR CONSIDERATION BY THE CONGRESS

The report contains no recommendations or suggestions requiring action by
the Congress. It is submitted to the Congress, as required by the Gov-
ernment Corporation Control Act, to disclose the results of GAQ's annual
examination of GNMA's and FNMA's financial statements and the financial
statements prepared by GNMA as trustee for the Government Mortgage Lig-
uidation Trust, the Small Business Obligations Trust, the Federal Assets
Liquidation Trust, and the Federal Assets Financing Trust, and such other
information deemed necessary to keep the Congress informed of the opera-
tions and financial conditions of GNMA, FNMA, and the trusts.

Tear Sheet
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DHC
FAFT
FALT
FHA
FHDA

FNMA
new FNMA

GAO

GMLT
GNMA
GNMA-M&L

GNMA-SAF

HUD
P&M
RFC
SBA
VA

Principal officials responsible for the ac-

tivities discussed in this report 55
ABBREVIATIONS

Defense Homes Corporation

Federal Assets Financing Trust

Federal Assets Liquidation Trust

Federal Housing Administration

Farmers Home Administration of the Department of
Agriculture

Federal National Mortgage Association

Federal National Mortgage Association (after par-
titioning, a Government-sponsored private cor-
poration)

General Accounting Office

Government Mortgage Liquidation Trust

Government National Mortgage Association

Government National Mortgage Association--manage-
ment and liquidating functions

Government National Mortgage Association--special
assistance functions

Department of Health, Education, and Welfare

Department of Housing and Urban Development

Purchase and marketing

Reconstruction Finance Corporation

Small Business Administration

Veterans Administration
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DIGEST

WHY THE EXAMINATION WAS MADE

The Government Corporation Control Act requires the General Accounting
Office (GAO) to examine the financial statements of the Government Na-
tional Mortgage Association (GNMA), Department of Housing and Urban De-
velopment (HUD), and of the trusts for which GNMA is trustee. The Fed-
eral National Mortgage Association (FNMA) was an organizational compo-
nent of HUD prior to its partitioning on August 31, 1968, and was subject
to the Government Corporation Control Act. Therefore, GAO examined the
FNMA financial statements covering secondary market operations for the

months of July and August 1968.
GAO's examination of GNMA and FNMA was made in accordance with generally

accepted auditing standards and included such tests of the accounting
records and other procedures as considered necessary.

FINDINGS AND CONCLUSIONS

In the opinion of GAO, the financial statements of the Government National
Mortgage Association present fairly its financial position at June 30,
1969, and the results of its operations and the source and application of
its funds for the year then ended, in conformity with generally accepted
accounting principles applied on a basis consistent with that of the pre-
ceding year and with applicable Federal laws.

In the opinion of GAO, the financial statements of GNMA as trustee for
the Government Mortgage Liquidation Trust, the Small Business Obligations
Trust, the Federal Assets Liquidation Trust, and the Federal Assets Fi-
nancing Trust--except for the manner of presentation in the trusts' in-
come and expense statements of interest on participation certificates and
the omission in the statements of commissions on the sale of participation
certificates (see p. 22)--present fairly the financial position of the
respective trusts at June 30, 1969, and the results of their operations
and the sources and application of their funds for the period then ended,
in conformity with generally accepted accounting principles applied on a
basis consistent with that of the preceding year and with applicable Fed-
eral laws.



FNMA adjusted its accounting records in August 1968 to give effect to a
change in the accounting treatment of purchase and marketing fees col-
lected from sellers of mortgages. The change provided for the fees to
be taken into income over the 1ife of the related mortgages and for the
Federal income tax equivalent to be paid on such income as earned.

The change in the accounting treatment for the fees affected the Secon-
dary Market Operations Balance Sheet at August 31, 1968, as folliows:

(1) the assets were decreased by $32.9 milljon, the amount of the un-
amortized purchase and marketing fees (schedule 12, p. 47), (2) the 1i-
abilities were reduced by the elimination of the Federal income tax
equivalent 1iabitity of $16.4 million for the fiscal year ended June 30,
1968, and of $0.1 million for July and August 1968, and (3) the retained
earnings of the stockholders were reduced by $16.4 million (see pp. 15
through 17).

The Internal Revenue Service disagreed with FNMA's treatment of the pur-
chase and marketing fees and, the Secretary of the Treasury disagreed
with FNMA's action on the 1liability for the Federal income tax equiva-
lent. On Jdanuary 30, 1970, Senate bill 3207 was passed requiring the
new FNMA, which assumed the assets and liabilities of the old FNMA, to
pay the Federal income tax equivalent of $16.5 million to the Secretary
of the Treasury. Action on that matter is pending in the House of Rep-
resentatives (see pp. 15 through 17).

In GAO's opinion, subject to the effect of the final resolution of the
matters concerning the amortization of the purchase and marketing fees
and the liability for the Federal income tax equivalent, the balance
sheet and statement of earnings of the secondary market operations
present fairly the financial position of FNMA at August 31, 1968, and
the results of operations for the 2-month period then ended, in confor-
mity with generally accepted accounting principles applied on a basis
consistent with that of the fiscal year ended June 30, 1968, except for
the change in reporting income from purchase and marketing fees, and
with applicable Federal laws.

The GAO report discusses also, the payment of $52 million by the new
FNMA to the Secretary of the Treasury on September 30, 1968, for the
general surplus applicable to his stockholdings in FNMA at the time of
its partitioning. The Board of Directors of the new FNMA adopted a res-
olution on December 11, 1968, to establish a reserve for valuation of
the mortgages acquired in the partitioning of the old FNMA.

Inasmuch as the valuation reserve was to consist of the new FNMA's total
general surplus at September 30, 1968, including the $52 million appli-
cable to the stockholdings of the Secretary of the Treasury, the Board

of Directors requested the Secretary of the Treasury to refund the

$52 million. The Secretary of the Treasury disagreed with the actions of
the Board of Directors of the new FNMA and refused to make the refund but
agreed to hold the $52 million in a special status account pending resolu-
tion of the matter. The GAO report points out that the Senate passed



“legislation (S. 3207) on January 30, 1970, that would have the effect of
removing the $52 million from the special status account in which it has
been on deposit since September 30, 1968, and transferring the amount to
miscellaneous receipts of the Government by requiring the new FNMA to pay
the Secretary of the Treasury the $52 million. Action on the matter is
pending in the House of Representatives (see pp. 15 through 17).

RECOMMENDATIONS OR SUGGESTIONS

GAO is not making any recommendation to GNMA, as trustee for the various
trusts, on the treatment of interest and commission expenses in the trust
income and expense statements because the Vice President, Fiscal Manage-
ment of GNMA, informed GAO that beginning with the fiscal year 1970 state-
ments, those items will be shown as costs of trust operations in accor-
dance with GAO's prior recommendations.

AGENCY ACTIONS AND UNRESOLVED ISSUES

None.

MATTERS FOR CONSIDERATION BY THE CONGRESS

The report contains no recommendations or suggestions requiring action by
the Congress. It is submitted to the Congress, as required by the Gov-
ernment Corporation Control Act, to disclose the results of GAQ's annual
examination of GNMA's and FNMA's financial statements and the financial
statements prepared by GNMA as trustee for the Government Mortgage Lig-
uidation Trust, the Small Business Obligations Trust, the Federal Assets
Liquidation Trust, and the Federal Assets Financing Trust, and such other
information deemed necessary to keep the Congress informed of the opera-
tions and financial conditions of GNMA, FNMA, and the trusts.



CHAPTER 1

INTRODUCTION

The General Accounting Office has examined the finan-
cial statements of the Government National Mortgage Associ-
ation (GNMA), Department of Housing and Urban Development
(HUD) for the fiscal year ended June 30, 1969, and of the
Federal National Mortgage Association (FNMA) for the 2-month
period ended August 31, 1968, during which time it was an
organizational component of HUD, The scope of our examina-
tion is described in chapter 8 (see p. 26) of this report.

FNMA was created as a wholly owned Government corpora-
tion in 1938 and was rechartered by the Congress as a
mixed-ownership corporation in 1954, As a mixed-ownership
corporation, FNMA's preferred stock was held by the Federal
Government (Secretary of the Treasury) and its common stock
was privately held.

The FNMA Charter Act (12 U.S.C. 1716, et seq.) segre-
gated FNMA's activities into secondary market operations,
special assistance functions, and management and liquidat-
ing functions., Under these three functions, FNMA engaged
in (1) the purchase of residential mortgages insured by the
Federal Housing Administration (FHA) or guaranteed by the
Veterans Administration (VA) and of certain other
Government-held mortgages resulting from the Federal hous-
ing programs, (2) the administration of the portfolios of
these mortgages, and (3) the sale of these mortgages to the
public at such times as there was a market demand. Each
function is discussed in subsequent chapters of this
report.

The Housing and Urban Development Act of 1968

(12 U.s.C, 1717), partitioned FNMA into two Separate corpo-
rations, effective September 1, 1968, One, a Government-
sponsored private corporation, known as the Federal National
Mortgage Association (new FNMA), was established for the
purpose of conducting the predecessor FNMA's secondary mar-
ket operations. The second corporation, known as the Gov-
ernment National Mortgage Association, was established as

a Government-owned corporation to conduct the predecessor



FNMA's special assistance and management and liquidating
functions, and to act as trustee for a number of financing
trusts for which FNMA was trustee., The trusts had been
created under authority of the Housing Act of 1964 and the
Participation Sales Act of 1966 (12 U.S.C. 1717).

Prior to the partitioning, FNMA operated for 2 months
in fiscal year 1969, and prepared financial statements for
the secondary market operations, The statements consisted
of a balance sheet as of August 31, 1968, and a statement
of earnings for the 2Z2-month period ended August 31, 1968,
(See schedules 12 and 13.)

FNMA did not prepare financial statements as of Au-
gust 31, 1968, for the special assistance functions, for
the management and liquidating functions, or for the trusts
for which it was trustee, because it transferred the assets
and liabilities of these functions and the trusts to GNMA
with balances cumulative from the beginning of the fiscal
year--July 1, 1968, Accordingly, GNMA's financial state-
ments at June 30, 1969, covered the operations of the
special assistance and management and liquidating functions
and for the trusts for the entire fiscal year. (See sched-
ules 1 through 11.)

The new FNMA commenced to operate as a privately owned
corporation on September 1, 1968, but did not retire the
investment of the Secretary of the Treasury in the corpora-
tion until September 30, 1968. As a consequence, the Sec-
retary in conformity with a provision in the FNMA Charter
Act shared in the general surplus earned by the new FNMA
during the month of September 1968.

The new FNMA as a privately owned corporation, is not
subject to audit by us in the future except in the event
that it incurs obligations which are guaranteed as to prin-
cipal or interest by GNMA, then under authority of the
Housing and Urban Development Act of 1968, we will audit
the new FNMA's records related to the GNMA guaranteed ob-
ligations, to the extent deemed necessary to protect the
Government's contingent liability. No such obligations
were outstanding during any part of fiscal year 1969.
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CHAPTER 2

MANAGEMENT

All the powers and duties of GNMA are vested in the
Secretary of HUD. GNMA is administered under his direction,
and within the limitations of law he determines the general
policies which govern the operations of the organization,
The Secretary is empowered to appoint the president, vice
president, and all other executive officers of GNMA, A
list of the officers of GNMA is shown in the appendix.

Prior to its partitioning, FNMA's general policies
were determined within limitations of the law, by a five-
member Board of Directors. The Secretary, who was Chairman
of the Board, appointed the four other members, the presi-
dent, and all executive officers of FNMA, The tenure of
the four board members and the president of FNMA ended on
August 31, 1968.

The Housing and Urban Development Act of 1968 gives
the Secretary of HUD general regulatory powers over the new
FNMA and empowers the Secretary to promulgate rules and
regulations as necessary to insure that the purposes of the
act are accomplished. In addition, the act provides that
the Secretary may require that a reasonable portion of the
new FNMA's mortgage purchases be related to the national
goal of providing adequate housing for low and moderate in-
come families, but with reasonable economic return to the
new FNMA,

The act established a transitional period during which
control of the new FNMA was to pass to the common stock-
holders. The transitional period,which began on the date
that the new FNMA became operative, was to continue until
such time that not less than one third of the common stock
was owned by persons or institutions in the mortgage lend-
ing, homebuilding, real estate, or related businesses. 1In



"any event, however, the transitional period was not to end
sooner than May 1, 1970, nor later than May 1, 1973,1

The act specified that during the transitional period
the Board of Directors of the new FNMA was to consist of
nine members and the Secretary was to appoint all members
from the beginning of the transitional period until the
first annual meeting of the stockholders., At the first an-
nual meeting, the Secretary, in accordance with the act,
appointed seven members and the stockholders elected two
members. The act specified also, that at every subsequent
annual meeting prior to the termination of the transitional
period the Secretary was to appoint five members and the
stockholders were to elect four members., After the transi-
tional period, the new FNMA is to have a 15-member Board of
Directors, one third of which will be appointed annually by
the President of the United States. The Board of Directors
shall appoint the president, vice president, and such other
officers as provided for in the by-laws.

The act specified also that, during the transitional
period, the President of the United States, with the advice
and consent of the Senate, was to appoint the president of
the new FNMA and could remove him from office for good
cause,

RELATIONSHIP BETWEEN GNMA AND NEW FNMA

Under authority provided by the Housing and Urban De-
velopment Act of 1968, the new FNMA and GNMA entered into
an Intercorporate Functional Agreement effective Septem-
ber 1, 1968, whereby GNMA generally agreed, subject to the
new FNMA's direction to conduct the operations of the new
FNMA, until such time as the latter would be able to con-
duct both organizations' operations, On December 1, 1968,

1The transitional period was ended by the Secretary at the
annual meeting of the new FNMA stockholders on May 21,
1970, at which time he approved the determination that not
less than one third of the common stock of the new FNMA
was owned by persons or institutions in the mortgage lend-
ing, homebuilding, resl estate, or related businesses,



the new FNMA commenced conducting its own operations; it
also commenced conducting substantially all of the opera-
tions related to the special assistance and management and
liquidating functions of GNMA, subject to GNMA's direction,

The Agreement provided that prior to December 31,
1968, the corporation conducting the operations would be
reimbursed by the other for the direct and allocated ex-
penses incurred on its behalf. The expenses incurred
through December 31, 1968, were settled,

The new FNMA continued to conduct GNMA's special as-
sistance functions and management and liquidating functions
after January 1, 1969. Reimbursement for this service was
based on a memorandum agreement between the new FNMA and
GNMA dated March 4, 1970, made retroactive to January 1,
1969. Under the terms of the memorandum agreement, the new
FNMA was to receive an agreed-upon fee in addition to being
reimbursed for direct and allocated expenses,

GNMA's headquarters office is in Washington, D.C. 1Its
mortgage activities are conducted by the new FNMA through
five regional offices located in Atlanta, Georgia; Chicago,
I1linois; Dallas, Texas; Los Angeles, California; Philadel-
phia, Pennsylvania; and a fiscal agent office in New York
City.



CHAPTER 3
SPECTIAL ASSISTANCE FUNCTIONS

The special assistance functions were conducted by
FNMA in July and August 1968, and by GNMA for the remainder
of fiscal year 1969, under authority of sections 301(b) and
305 of the FNMA Charter Act, as amended. These sections
provide that upon specific authorization by the President
of the United States or by the Congress, GNMA is to pur-
chase (1) selected types of home mortgages originated under
special housing programs designed to provide housing of ac-
ceptable standards for segments of the national population
which are unable to obtain housing under established home-
financing programs and (2) home mortgages generally as a
means of retarding or stopping a decline in mortgage-lending
and home-building activities which threatens materially the
stability of a high level national economy.

At June 30, 1969, the combined statutory limitation
for mortgage purchases and commitments, subject to specific
authorizations by the President and by the Congress,
amounted to $5,004 million. The statutory limitation for the
Presidential authorization was $3,504.9 million and was for
the purpose of conducting mortgage purchase programs re-
lated to (1) below-market interest rate housing, (2) urban
renewal housing, (3) rent supplement housing, and (4) mis-
cellaneous other programs. The statutory limitation for
the congressional authorization was $1,499.1 million and
was for the purpose of conducting mortgage purchase programs
related to low- and morderate-cost housing, cooperative
housing, and armed services housing.

Funds required for financing the special assistance
functions may be obtained through borrowings from the Trea-
sury, from operations, and from repayment of mortgages in
GNMA's special assistance portfolio.

The FNMA Charter Act, as amended, authorized the spe-
cial assistance functions to participate in the creation of
trusts for the purpose of providing financing by the sale
of participation certificates in mortgages conveyed to the
trusts by participating trustors. When authorized by the



Congress to do so, the special assistance functions may ob-
tain funds through the sale of participation certificates
by the trusts in which it participates, The special assis-
tance functions did not participate in the sale of partici-
pation certificates in fiscal year 1969. Financing through
the sale of participation certificates is discussed on
pages 18 to 21 of this report.

During fiscal year 1969, borrowings from the Treasury
totaled $785.8 million and borrowings repaid to the Trea-
sury totaled $292.7 million. At June 30, 1969, notes pay-
able to the Treasury totaled $1,398.9 million. The inter-
est rates on funds borrowed from the Treasury during fiscal
year 1969 ranged from 5.5 to 6.375 percent,

In fiscal year 1969, the special assistance functions
sustained a loss of $10.4 million from its own operations
and realized a profit of $0.,2 million from trust activi-
ties, Net income from trust operations amounted to
$0.7 million offset by amortization of direct trust charges
of $0.5 million. Our analysis of the special assistance
functions records showed that the loss of $10.4 million was
attributable largely to the difference between interest
paid on borrowed funds and interest earned on below-market
interest rate mortgages in GNMA's portfolio--1 to 3,875 per-
cent, Our analysis showed also that the $0.2 million
profit realized on the special assistance functions trust
operations in fiscal year 1969 was attributable to the dif-
ference between the interest earned on some of the mort-
gages assigned to the trusts to back outstanding participa-
tion certificates and interest paid on these certificates,

Significant data for the fiscal years ended June 30,
1969, and 1968, summarized from the special assistance
functions mortgage records follow:

1969 1968
Amount Amount
Number (millions) HNumber (millions)

Number and unpaid principal of:
Mortgages purchased under combined
Presidential and congressional authori-

zation 9,303 § 522.0 26,982 $634,7
Mortgages sold 1 .2 32 1.3
Mortgages repaid, foreclosed and assigned 397 24.3 781 11.3
Mortgages in the portfolio at June 30 37,243 1,320,2 28,338 822,7

10



The special assistance functions purchased 17,679
fewer mortgages in fiscal year 1969, than in fiscal year
1968. 1In fiscal year 1968, a large number of mortgages
were acquired principally in liquidation of contracts exe-
cuted in fiscal year 1967, in connection with a program au-
thorized by the Congress in fiscal year 1967, for the pur-
chase of mortgages on moderate- and low-cost housing. The
decrease of 17,679 in fiscal year 1969, is the net effect
of the reduction in volume of small home mortgage purchases
and the increase in volume of multifamily project mortgage
purchases. 1In fiscal year 1969, 8,966 small home mortgages
were purchased--a decrease of 17,848 from the preceding
fiscal year--and 337 multifamily project mortgages were
purchased--an increase of 169 from the preceding fiscal
year.

At June 30, 1969, the unpaid principal of 73,311 mort-
gages of the special assistance functions which had been
conveyed to the trusts in which these functions had partici-
pated totaled $1,212.3 million and the outstanding partici-
pation certificates related to these mortgages totaled
$1,076.9 million. The conveyed mortgages are shown as a
deduction from mortgages on hand on the special assistance
functions balance sheet. During fiscal year 1969, partici-
pation certificates totaling $46.5 million matured and were
redeemed by the trusts. In addition to the remittance of
principal and interest collected on mortgages conveyed to
the trusts, the special assistance functions at the trust-
ee's request remitted $12.2 million to the trustee during
fiscal year 1969 to cover the difference between the amount
of interest collected on the mortgages conveyed to the
trusts, and the interest paid on the participation certifi-
cates collateralized by the mortgages.
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CHAPTER 4

MANAGEMENT AND LIQUIDATING FUNCTIONS

The management and liquidating functions were conducted
by FNMA in July and August 1968, and by GNMA for the re-
mainder of fiscal year 1969, under authority of secti