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

This is our report on the examination of the financial
statements of the Federal Home Loan Bank Board, the Federal
home loan banks, and the Federal Savings and Loan Insurance
Cororation for the year ended December 31, 1974.

wWwe made our examination pursuant to the Budget and
Aceounting Act, 1921 {31 U.S8.C. 53}; the Accounting znd
Auditing Act of 1950 (31 U.s.C. 67); the Government Corpora-
tion Control Act, as amended {31 U.S5.C. 850 and 857): and
the Federal Home Loan Bank &ct, as amended (12 U.S.C. 1431(3)).

We are sending coples of this repurt to the Director,
Office of Management and Budget; the Secretary of the Treasury:;
and the Acting Chairman of the Federal Home Loan Bank Board.

< g,

Comptroller General
of the United States
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COMPTROLLER GENERAL'S EXAHINATION OF PFINAHCIAL STATEMHENRTS
REPORT TO THE CONGRESS FOR THE YEAR ENDED DECEMBER 31, 1974
Federal Home Loan Bank Board
Federal tome Loan Banks
Federal Savings and Loan Insurance
Corporation

DPIGEST

The Government Corporation Control Act and the
Federal home Loan Bank Act require the Comp-
tro.ler General to examine the financial
transactions of the FPederal home loan banks
and the Federal Savings and Loan Insurance
Corporation.

The Federal Home Loan Bank Board supervises
the activities of the banks and the Corpora-
tion; therefore, GAO included the Board's fi-~-
nancial statements in its examination.

In GAO's opinion, the accompanving financial
statements presgent fairly the financial posi-
tion of the Board, banks, and Corporation st
December 31, 1974, and their income and ex~
penses and their changes in financial posi~
tions for the year then ended, in conformity
with the vrinciples and standards of account-
ing prescribed by the Comptroller General of
the United States.

The public accounting firms audited the 12
banks' financial statements for the year
ended December 31, 1974. (See p. 15.)

The Board, through its Office of. Examinations
and Supervision, supervises the insured insti-
tutions~-Federal savings and loan associa-
tions; building and loan, savings and lioan,

or homesteadé associatlons; and cooperative
banks whose accousts ‘are insured by the Cor-
poration.

The Boardis supervisory objectives are to ob-
tain insured irstitutions' compliance with
applicable laws and regulations and to avoid
the development or continuance of unsafe or

Joar Shael. Upon remova;, the report i FOD-76-4
cover dsle shou'd be noted hereon.



unsound financial practices by the institu-
fodpm oo Bigemrird airn des b, U SV F VI Ta
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obtained primarily through the Board's ex-~
aminations of the insured institutions and
the companies which have a controlling inter~
“est in-the institutions and through independ
ent accountants' audits.

During czlends sar 1
aminations and Supervi
ings and loan institut
the information to iden
tiong, The most seriou
as category I, financially critical, ard the
next most serious cases are classitried as

the Cffice of Za-

VELALLS

The Board used
problem institu-
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category II, not financially critical but re-

quiring aggressive superviso.y attention.

At December 31, 1974, there were 9 categorv I
and 42 category II preblem institutions wich
estimated insured deposits of $425 miliion
and $2,018 million, respectlvely. (5ee p.

11.)

This report containg no recommendations to
the Board.

ii

examined 3,327 sav~

gses are claggified

W aheern.
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CHAPTER 1

INTQODUCTION

Prepest e g

In the early 1930s, the Congress established three
separate but interrelated organizations~-the Federal Home 4ol
Loan Bank Board, the Federal home loan banks, and the Federal )
2 Savings and Loan Insurance Corporation--to provide economical® - ¥~
home financing and to encourage thrift.

FEDERAL HOH

ex)

LOAN BANK BOARD

The Board, an independent supervisory and regulatory
agency, {1} regulates and supervises the operations of Federal

S home loan banks and the Federal Home Loan Mortgage Corporation,&‘ﬂ"’f‘

- {2) direzts the operations of the Federal Savings and Loan
Insurance Corporation, {3) charters Federal savinags and loan

asscciations, and {4} regulates and examines institutions
insured by the Federal Savings and Loan Insurance Corporation.

PR L. 5 3
The Board is 4

7
D n-a-
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by a three~man board appointed by

the Pregident of th ! 2d 8 es with the advice and consent

(» ©f the Senate. {See yyCﬂle. These Board members also con-
stitute the Board of Directors of the Federal Home Loan Mortgaqe

Corporation, which provides a secondary market for residential
mortgages.

o B
[
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FEDERAL HOME LOAN BAKKS

The 12 banks, corporations chartered under the Federal
Home Loan Bank Act, 12 U.8.C. 1421, 2t seq. (1970), provide
recerve banking facilities to their member institutions-~-which
may comprice gavings and loan associations, savings banks,
insurance companies, and others~-and to certali.. nonmember
borrowerss. Since inception, Federal h 'me loan banks have
provided many services to their member .nstitutions, such as
receiving deposits and providing checking accounts, invest-
ment and safekeeping services, and on-line computer gervices.

The Federsl Home Loan Bank Board may create new Federal
home loan banks--not more than 12, nor less than 8--and
liquidate or reorganize any Federal home loan hank, The
locations of the headquarters for the 12 bank districts are:

may
7

Boston, Massachusetts Chicago, Illing

New York, New York Des Moines, Ioud

Pittsburgh, Pennsylvania Little Rock, Arkansas
Atlanta, Georgia . Topeka, Kansas
Cincinnati, Ohio San Francisco, California
Indianapeolis, Indiana Seattle, Washington




fach bank is operated under the directicn of a Board
of Directors, of which six members are apvointed by the
Board and the remainder, ranging from eight to nine, are
elected by member institutions. The operating responsi-
bility of each bank is vested in a oresident who is elected
by the bank's Board of Directors subject to the approval
of the Federal Home Loan Rank Board.

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATICH

The Corporation, a wholly owned Government corporation,
insures withdrawable share and deposit accounts up to
$40,000 for each insured member in all federally chartered
savings and loan associations and similar institutions upon
their request and upon arproval by the Federal Home Loan
Bank Board,

The Board carries cut certain functions of the Corpora-
on such as processing applications for insurance and examin-
insured institutions. Other op2rating responsibilitios,

s receiversnip activities and liguidation of assets,
sted in a Director who is appointed by the Boargd.
P

FCONOMIC IMPACT ON TFE SAVINGS
AND HOME FYNANCING InDUSTRY

At the end of "973 a maijor concern of the Boa-d was the
prospect of a major profits sqgueeze in the savings and loan
industry which became a reality in 1374. Also, an economic
downturn during the last half of 1974 brought into focus
scme questionable loan underwriting that had taken place in
the three preceding years, particularly in land- and income-
producing properties. This, compounded with the earninags
squeeze, created the likelihood that a number of instituctions
would face major difficulty in 1975.

The Board knows that tihe current econsmic climate in-
dicates the need for its field examiners to make more fre-
guent examinations and more indepth reviews of savings and
loan operations. The examinations interval was reduced in
1974 but the examination time is expected to increase in
1975 as examination efforts intensify. The Congress author-
ized and funded additional examiners during the vear which
should permit the Office of Examinations and Supervision
to meet its workload regquirements,



BOARD, BANKS, AND CORPORATION

o
n\.,\.uuru. 1.11d DXD.I.LND

The Accounting and Auditing Act of 1830, 31 U.5.C.
sec. 66{a) (1970) places responsibility for establishing and
maintaining adeguate systems of accounting and internal con-
trzl with the head of each executive agency. There systems

are reguiced to meet the Count;ng pllnclpleb, standards,
ar related regulrements p:es ribed by vhe Comr.oioller Gen-
eral,

inires that the Comptroller General ap-
q ems when they ars deemed sdegquate and
conform to his pres ibed principlesg, standards, and related
reguirements, However, this approval ic not required of Gov-
ernment corporations subiect to the Government Corporation
Control Act (31 U.S.C. B4l) and certein guasi-governmental
entities that, by law, are subject to that act. The Comp~
troller Coneral approves the accounting system in two
stages~~-the agency’s statement of principles and standards
and tha design of the accounting system,

Under of the Executive Assistant to the
Chairman of the peuezdl Home Loan Bank Board, the Director,
Financial Management Division, designs, installs, and nmain-

tains all Board accounting svstems and is responsible for
the related financial reporting functions and budget activ-
ities, The Board's fiscal and accounting services are
carried out by about 3% employees at its office in Washing-
ton, D.C,

The C.mptroller CGeneral approved the Board's principles
and standards for its accounting system in June 13872. The
Boazrd estimaces that the accounting system design will be
completed and informally submitted for GAOQ evaluation i

July 1976. The previous estimated dete was December 19374.

The accounting systerms of the 12 Federal Home Loan
Banks, corporations chartered under the Federal Home Loan
Bank Act, 12 U.S.C. 1421, et. sog., and the Federal Savings
and Loan Insurance Corporation, a wholly owned Government
corporation, do not require approval by the Comptroller
General.

L
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CHAPTER 2

FEDERAL HOME LOAN BANK BOARD

.
d supervises

The Board establishes policies for, an
ions.

the operation of, the following organiza

Total assets as of

Organization Number December 31, 1974
(billions)
Federal home loan banks 12 $ 25.5
Federal Savings and Lean .
Insurance Corporation 1 3.8
Federal savings and loan
associations 2,060 167.7

Insured State-chartered
savings and loan in-
stitutions 2,081 . 120.6

Federal Home Loan Mortqgaqge
Corporation 3 =

Total 4,153 $322.5

The Board's operations are JYinanced by charging savings
and lecan institutions for examinations and by ascessing the
banks and the Federal Savings and Loan Insurance Corporation
for administrative cxpenses and exvenses incurred in supervi
ing insured institutlons,. The Congress placed limits on the
amounts the Board could spend in fiscal year 1974--$6,772,58
for administrative cxpenses and $14,702,023 for nonadministr
tive expenses., The Board's expenses were within the prescri
limits.

SUPERVISION AND EXAMINATION

' OF INSURED INSTITUTIONS

The Board's cupnrvisory objectives for insured institu-
‘ions are to obtain compliance with applicable laws and
regulations and to avold the development or continuance of
unsafe or unsound [inancial practices. Supervision is based
on information obtained primarily throuah the Board's examin
tions of insured institutions and companies which have a con
trolling interest in them and through audits by State ex-
aminers and independent accountants,

Through its Office of Examinations and Supervision, the
Board supervises and oxamines insured institutions, which
includes Federal savings and loan associations; building and

o
~
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loan, savings and loan, or homestead associationg: and
epoperative banks whosge accounts are insured. Tt also reviews
othor matters of supervisory interest, such as resercve poli-
cies, potential losses, lending and loan collection policies,
character of mortgage loans, 9acninqg and . expenses, and con-

sistcncy of CumyuL1L1V€ prabtluku wilh ganLdL standards of
the szavings and leoan business., In supervising State-chartered
inastitutions, the Board coordinates these activities with
respective State auathorities,

To carry out its responsibilities, the Office of
Bxaminations and Supervision had 723 professionals ap of
December 31, 1974. This staff is assigned to 12 district
cffices throughout the country and to the Bcard's headguarters
in Washington, D.C.

During calendar year 1974, the Office of Examinations
and Sumervision examined 3,327 savings and loan institutions.
fhe Board used the examination data to identify problem in-
stitutions discussed on pages 11 and 12. The Offlice also
made 1,285 other bnaminutlonu for such purposes as approving
mergars of assgociationg, approving iﬂsurancq eligibility re-
quirements, and insuring compliance with applicable laws and
requlations,.

Th2 examinaticns were made st intervals which averaged
15 months during 1974, a reduction from the previous year's
average of 15.95 months., The Board's goal, however, is to
achieve an examination interval of 12 months,

Lo part of our review of the Offjice of Examinations and
Bupervision, we analyzed and reviewed reports and related
documents nertaining to assor'ations the Board classified
as problem and nonproblem asscclations, and we discussed the
results with appropriate fficials. On the basis of our
reviow, we found that problem asegociations were being
recognized, the classification of problem and nonproblem
aagoclations appeared reasonable, and =dditional supervisory
attention was given those as&oriat*onu experiencing problems.



CHAPTER 3

it

FEDERAL HOME LOAN BANKS

The primary function of the 12 Federal home loan banks
is to provide a credit reservolr for thrift and homefinancing
institutions. Any savings and lcan association, savings bank,
or bullding and loan association is eligible to beccame a
member of & Federa. home loan bank if such institution makes
long~term home mottgage loans and meets the other requirements
of the Bosrd. All institutions whose accounts are insured
by the Corporation are members of a Federal home loan bank.

SOQURCE OF FUNDS

The Pederal home loan banks ob%ain fund . for their lend-
ing activitics primarily from three main sources.

1, Censolidar-u obligations--Bonds and discount notes,
issued with the approval of the Federal Home Loan Bank Bcard,
are the joint and several obligations of all the banks.

According to requlations, the Board may not issue con-
golidated obliqations in excess of 12 times the total paid-~in
capital and reserves of all banks. The banks must maintain a
total amount of unpledged assets consisting of cash, obliga-
tions of, or fully gearanteed by, the United States; Federal
funda; secured advances; and federally insured or guaranteed
mortygadqoes at least eqgual to the cutstanding obligations.,

. In contrast to the traditional long-term bond issues,
the banks began a new discount note program in May 1974,

This new program, congisting of obligations of 30~ to 270-day

maturities, serves as a means of interim financing between

bond nales, thus ecxpanding the banks' financing flexibility

and enhancing their capacity to raise short-term funds.

The hanks' Office of Finance acts as a coordinator and
issuct these consolidated obligations.,

2. HMember deposits--The banks' members provide another
source of funds  The banks accept both demand and time
deposites., Members are not required to maintain cash halances
with the hanks; however, the time deposit facilities of the
banks enable members with excess funds to earn interes*, hold
liquid assets, and place funds in the sycstem for redistribu-
tion throuah member advances. A portion of member depcsits
may he uced by the banks for making advances. This means
that remaining deposits must be held in a deposit liquidity
reserve,

-

U



3. Cap1ta1 stock--The hanks' capital stock serves
several purposes. It supplies funds f{or making advzances to
memhers or for obtaining other earning assets. To the ex-
tent that it is used for member advances, the capital stock
outstanding redistriputes funds within each bank district.
Each member institution must purchase capital stock to bring
its holdings equal to 1 percent of their resicential mortgage
portfolio at the end of the preceding year. The act
stipulates that indebtedness o a member to its bank cannot

exceed 12 times the amount of stock held by the member.

Also the banks can obtain funds through the S«cretary
of the Treasury who has authority to purchase bank obliga-
tions up to $6 billion. Througit calendar year 1974 the
Secretary has exercised his authority in the amount of
$695 million.

USE_OF FUNDS

The major uses of hank fr.ds are advances to memuors
and holdings of cash and investments.

1. Federal homc loan bank advances--A major purpose of
the bank system 1S to serve as an emergency source of iiquidity
for its members. The basic functions of the member institutions
are to receive deposits from various savers and to lnvest
these funds in long-term mortgages. It is neither econcmizally
feasible nor desirable for these institutions to carry enqugh
liquid assets to guard against such contingencies, as smoothing
imbalances in savings receipts and mortgage loan disbursements.
Thus, the banks provide the funds necessary to meet such con-
tingencies when “he liguid assets carried for this purpose
are not sufficient. A basic vpremise of the bank system is that
system credit should supplement, not supplant, the saver as
the major source of funds for member institutions.

2. Cash and investments--The cash and deposit balances
and secur ity investments of the banks represent their operat-
ing funds and liquidity reserves. Reserves also are used to
meet the members' demands for advances. The deposit liguidity
reserves provide funds to members who withdraw their deposit
balances at the banks. 0Only a small part of the banks!
liguidity is maintained i1 tne form of cash on deposit in com-
mescial banks or with the Federal Reserve Bank of New York,
The most important source of liquidity is the investments
and marketable government obligations which also provide the
banks with earning assets. Under the law the banks can only
invest in obligations of the United States, the Federal
National Mortgage Association, and the Government National

Mortgage Association, and other securities that are eligible



for investment by fidvciary and trust funds under the lawsz
of the State in which the banks are located. Since invesg-
ments serve the purpose to provide ligquidity, a vast amount
of them have always been maintained in relatively short-term
chligations.

EARNINGS AND DIVIDENDS

The banks' retained earnings are placed in two accounts:
undivided profits and a legal re=zrve. Each bank must semi-
annially transfer 20 percent o its net earnings to the legal
reserve until the account egquaisg 100 percent of paid-in
capital. Thereafter, 5 percent of its net earnings must be
allocated for this purpose semiannually. The capital stock
of the banks has grown so rapidly that earnings are still
being allocated at the 20-percent rate. The banks also pay
dividends to their members out of earnings.

OPERATIONS

During 1Y74, bank advences increased $6.7 billion over
the previocus 1972 record uLigh of $7.2 billion. The banks
made loans of $12.8 billiion and $10 hillion and repayments
of loans were $6.1 billion and $2.8 billion during 1974 and
1973, respectively. Of the $21.8 billion in outstanding
advances as of Decembey 31, 1974, $21 billion were secured
by pledges of collateral comprising home mortgages, United
States obligations, and other authorized collateral and
capivral stock of the banks owned by Jorrowing membders with
a totul face value of $24.6 billion,

in May of 1974 the banks undertook a special advance
program to assist housing., The below-market interest rate
program was a commitmerit to make $4 billlion availakle to
savings and loans at about one-~half of 1 percent below
the cost of funds :to the banks. iIn 1974, the entire $4 bil=-
lion was raised in the capital market and more than $3.5 bil-
lion was advanced or committed to memher institutions at a
1974 subsidized cost of about §5.2 million to the 12 banks.

Following is a 5-year graphic presgentation of bank
advances made during the year and the outstanding yearend
advances.

The banks in 1274 surpassed consolidated cbligations
records that had been set only a yvear carlier. During the
year, the banks issued a record $1..6 billion in consolidated
bonds and retired maturing obligations of $5.2 billion for
a net increase in lendable funds of $6 billion of consolidated

R




bondg, Also during the year, the bankes cbteined an additional
$2.3 billion in funds through the newly established discount
note program.

The banks' participation in consolidated obligations
stood at $19.4 billion on December 31, 1974, a record from
the previous yearend balance of $14.4 billion.

Bank profits were also the highest in history in 1974,
The banke earned $304 million, of which $139 million was
returned to members as dividends. For the first time the
12 banks' net worth esxceeded the $3 biilion level.
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CHAPTER &

FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

The Corporation insures sithdruawable share and deposit
accounts in all federally insured irstitutions, assesses and
colliects insurance premiumg, and invests surplus funds. In
eddition, it may be appointed recelver of defaulted insured
institutions. The Corporation also acts to prevent a de-
fault of an insured institution or to restore an institution
in default to normal operation by maging loans to, purchas-
ing the assets of, or making a contribution to such an
institution.

The Congress placed a limir of $747,473 on the amount
the Corporation could spend in fiscal year 1974 for adminis-
trative expenses, excluding supervisory and other services
provided py the Board. The Corporation's administrative
eXxpenses were within the limit,

PROBLEN INSTITUTIONS

TGc sce that insured federally chartsred savings and
loan associations and similar institutiras receive appropriate
supervisory attention when needed, the Board's Office of
Examinations and Supervision has developed procedures for
yating each insured institution and for identifying those
showing signs of weakness and trends which could later involve
the Corporation.

The moust serious cases are classified as category I,
financially critical; cller serious cases are classified as
category II, not financially critical but reguiring aggressive
supervisory attention. The number of problem institutions
classified as categories 1 and II, which the Board follows
closely, and the related estimated insured deposits are as
follows;

Number of Egstimated insured
institutiins deposits
Dzc. 31, Dec. 31, Dac. 31, Dec. 31,
Category 1974 1973 1974 197

{000 omitted)

1 9 6 $ 424,682 § 303,109
11 42 44 2,017,866 2,009,894
51 50 $2,442,548  $2,313,003

l
I
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The Corporation's records showed that financial
difficulties of institutions requiring its assistance during
the year ended December 31, 1974, had been caused by unsafe
and unsound operating practices, such as:

~-Excessive compensation of association management,

~~Concentration of lending on substandard security

properties.

~=Excegsive loans made on the basis of inflated

appraisals.

-~Concentration of loans to a few speculative

borrowers.

The Board and Corporation encourage insured institutions
to correct unsound operating practices and to aid institu-

tions regquiring financial asvistance

through contribution or

are negotiated between
specific contract life,
to the Corporatior, they
receiverchip or voluntary

merger agreements., These agreements
the participating parties and have a
Although they are financially costly
are less costly than the alternative
liguidation.

buring 1974 preventive actions were taken for two
asgociations which were in critical financi~ conditiep, One
of the «ssociations was merged; one received financial assist-
lman and an infusion

WIS .

ance through a

financial assistance agreement.

k third assoriation and the

Corporation entered into an assistance acreement.

ASGETS ACQUIRED THROUGH TEE

CORPORATIONYS THSUDARND

oA

~r E

CTIVITIES

AND RELATED ALLOWANCE FOR LOSSES

At December 31, 1974, the Corporation held assets acquired

in discharging its insurance indemnity liability to insured
institutions and establiched an allowance for losses on these

assets as follows:

12




Allowance
Asset Book value for losgses Net value

Assets acqguired

from Lnsured

institutions $.61,388,640 $ 8,959,076 §$ 52,429,564
Loans to insured

institutions and

accrued interest 62,048,803 5,000,000 57,048,803
Subrogated accounts

in insured institu-

tions in liquida~

tion and related

interest 56,941,742 1,500,000 55,441,742

Total $180,379,185 515,459,076 $164,920,109

The allowance for losses is based on (1) the evaluations
and judgments of Corporation officials who consider such data
z8 actual losses experienced by the Forporar}on, (?) the latesnt
financial data available cn insured institutions in ligquida-
ticn, and (3) resulte of independent appraisals maede by con-
tract appraisers.

The book value of assets acguirzd from insured institu-
tions represents unpaid balanceg of mortgage lvans at the
time of acquzsition, the acguisition cost of roal estite and
other agsets, and capitalized expenditureg--such as waxes and
insurance~~less amounts received on the principal of the
loans. The net value of assets acquired at December 3., 1974,
wags $32 million.

The loans to insured institutions and accrued interest,
net of $5 million allowance for logmses, is $57 million. The
intereast~bearing loans consisted of $61 million to associa~
tions that reguired financlel assistance and accrued Lntere t
of 81 million.

Subrogated accounts of .554 million represent the rights
of depositors acquired by the Corporation through payment to
the depositors of their insured accounts. Thus the Corpora-
tion, in place of the criginal depositors, has acquired
claims against the assvts of the association.

RESERVES AND RORROWING AUTHORIwY

The Corporation's primary and secondary reserves are
avallabls: to protect the savings ¢f insured account holders
in insured institutions. Reserves of about $378 billion
were available to protect insured savings of about $236.,7

billion in 4,141 institutions at December 31, 1974,

13 ‘



Public Law 93-100 (87 Stat., 346), approved Auqust 16,
1973, diacontinued all payments to the sccondary reserve.
Public Law §3-493 (88 Stat. 1503), approved Oc;obﬁr 28, 1974,
_provided for the l0-year phassout of the secondary reserve
through partial premfium charges a actual cash refunds to
the industry. It is anti sted

i at a subsgtantial amount
o the housing market
fit of the consumer and

>

[
3

et

n
£
of these funds will be funneled in
over the next few years to the bent
the industry ag well.

The Corporation's primary and ssconﬁar} fﬁqéfvea are
available to meet future losses These res.cves, tab~
liched pursuant to 12 -U.5.C. 172? and to adminivrr~t‘v~
action, do not necessarily ropresent & ireasure of the in-
surance risk which is imposed on the Corworation by pertinent
legislation. In our opinion, the reserves were adequate
to meet potential losses that might result from problem
conditions known to exist in specific insured institutions
et Decemper 31, 1974, under existing economic condiitions.
Whether these reserves would be adequate during perisds of
severely adverse cconomic conditions is currently nout deter-
minable,

The Corporation may draw on three other sources, in
additien to its reserves, for insurance purpeses. The
Board may regquire insured institutions t4 deposit with the
Corporation up to 1 percvent of their withdrawable deposits.
The exercise of this ‘authority as of December 31, 1974,
would have provided funds of about $2.4 billion to the Cor-
poration. ({12 U.S.C. 1727(h)) The Corporation may:

-assess additional premiums against insured institu-
tions equal to accumulated losses and expenses of
the Corporation. Such assessments8 against an insti-
tution in any one year may not exceed one-eighth of
1 percent of the total amount of the insured members!
accounts., (12 U.8.C. 1727(c))

~=borrow up *o $750 million from the Department of the
Treasury. {12 U.8.C. 1725(i))

The Corporation hdd not drawn on any of these sources through
calendar year 1974.

14
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CBAPTER 5

SCOPE OF EXAMINATION AND

OPINION ON FINANCIAL STATEMENTS

We have examined the statements of condition of the
Federal Home Loan Bank Board, the Federal home loan banks,
and the Federal Savings and Loan Insurance Corporation as
nf December 31, 1%74 and 1973; and their related statements
of income, expensgses, retained earnings, primary reserve for
the yearsg then ended; and their statements of changes in
financial position for the year ended December 31, 1974. Our
examination of the accompanying financial statemerts was
made in accordance with generally accepted suditing standards
and included such tests of the accounting records and such
auditing procedures as w2 considered necessary in the circum=
stances,

We used, to the exten’. possgible, the work of the Board's
internal uditorc on their cxzmination of the Federzl Home
Loan Bank Board and the Tederal Savirags and Loan Insurance

Corporation and the public accounting firms' reports on their
audits of the banks, thus reducing the scope of our audits.

and

The Board's statement of acccunting pringc e
ently re-

~d
standards was approved in June 1972. We are cu
viewing the Board's accounting system design

pl
rr

In our opinion, the accompanying financial statements
(schs. 1 through 9) present fairly the financial positions
of tho Board, banks, and Corporation at Decemper 31, 1974 and
1973; and the results of their operations for the years then
ended; and the changes in their financial positions fcr the
year ended December 31, 1974, in conformity with princioles
and standards of accounting prescrzibed by the Comptroller
General of the United Stectes.

15
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SCHEDULE 1

FEPERAL HOME LOAN BANK BOARL

AVAILABLE

) COMP#RRTIVEVSTATEEENT OF FINANCIAL CONDITION

AT DECEMBER 31, 1974 AND 1973

ASSETS

Cash with U.S., Treasury (note 2)
Accounts receivable
Land and building {note 3)
rurniture, [ixiures and equipment, n2t (note 1}
Other

Total Agse .s

LIABILITIES AND CAPITAL

Accounts payable and accrued liabilities
tmplogees’ accrued annual loave
Deferred credit - FHLBB cost of quartezs (note 4)
Loans payable to Federal home loan banks (note d)

Total liabilities

Capital, retained earnings

Total liabillties and capital

SCHEDULE 1

1974 1973
§ 591,567 $ 346,230
6,650,934 5,228,503
11,189,044 10,207,445
1,551,855 949,999
210,039 121,162
$20,49¢€ ,4339 $16,853,339

$ 3,428,339

1,846,141

10,189,680
-0-

$ 3,042,672
1,611,538
L=

8,849,651

15,464,160

5,032,279

13,523,890

3,379,449

820,495,439

§in, 857,399

The notes following scncdule 3 arce an fntegral part of these stalements.

19



07ST DOTLMENT AVAILABLE

PPTAINED EARNINGS AT END OF YEAR

§ 5,032,279

SCHEDULE 2 SCHEDULE 2
FEDERAL HOML LOAN BANX BOARD
COMPARATIVE STATEMENT OF INCOME, EXPENSE, AND RETAINED EARNINGS
FOR THE YEARS ENDED DECEMBER 31, 1974 AND 1973
INCOMF : 1974 1973
Feos from examinations of savings and lean
institutions $12,631,198 §12,340,516
Assoessmoents :
federal lLome loan banks 6,825,863 6,170,170
Federal Savings and Loan Insurance Corporation 15,041,256 11,382,764
kejmbursements for services performed 172,53C 229,733
Miscellaneous 17,542 28,190
Total Income 34,688,389 30,151,373
PXPENSES :
l'ersonnel compensation 21,973,300 19,371,750
i rsonnel benefits 1,376,577 1,953,911
Travel and transportation of persons 3,739,742 2,713,750
Funt, communication, and uvtilities 2,062,076 1,739,307
Interest on Federal home loan bank loans 453,491 292,438
Impreciation of furniture, fixtures and oqufpment 439,600 395,328
Other services 1,291,987 1,259,359
irinting and reproduction 405,343 429,827
supplies and materials 321,191 200,600
Miscel laneous 322,252 196,192
Total Expenses 32,985,559 28,552,462
INJOME IN EXCESS O " EXPENSES 1,702,830 1,598,911
. RITAINED EARNINGS AT BEGINNING OF YEAR 3,329,449 1,730,538

$ 3,329,449

the notes follawing schedule 3 are an inteqral part of these statements.

20



SCHEDULE 3

FEDERAL HOME LOAN BANK BOARD

STATENENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1974

FINANCIAL RESOQURCES WERE PROVIDED FROM:
Operations - Income
Examination fees and charges
Assesgmants :
Federal home lcan banks
Federal Savings and Loan Insurance Corporntinn
Relmbursement for services performed to other agencles
Miscellancous

Less =~ Pxpenses
pPersonnel compensation and benefits
Traved and transportation of persons
Rent, communication, and utilities
Other services
Printing and reproduction
Supplics and materials
Interest vn Federal home loan bank loans

Miscellancous (other than amortization of leasehold improvements

totaling $170,035)

Total resources provided by cperations

Increase in: .
Accountz payable and accrued liabilities
Deferred credit - FHLBB oost of quarters
Imployoas' accrued annual leave

Total

FINANCIAL RESOURCES WERE APPLIED TC:
Purchase of furniture, fixtures and equipment
Acquisition of land and building
Loans paysble to Federal home loan banks
Increas. In:
Accounts receivable
Other assots
Cash

Total

21

e
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SCHEDULE 3

512,631,198

6,825,803
15,081,256
172,530
17,542
14,688,387

21,949,877
1,739,742
2,062,076
1,291,287

405,343
321,191
453,491

o024 217

1Y, 170,904
2,312,465

385,667
10,189,680
234,603

$11,122,415

& 1,344,456
981,599
8,869,680

1,422,431
258,917
245,337
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FEDERAL HOME LOAN BANX BOARD

NOTES ™ FINANCIAL STATENENTS

=3

DECEMBER 31, 1874 AND 1973

&

L.

Summary of siqn'“icant accounting policies:

a) Furniture, Fixtures, and Equipment - These assets are stated at cost less
accumulated depreciation of §1,233,867 and §1,132,260 at December 31, 1974
and 1973, respectively. Depreciaticn is computed on *he stralght-1ine methoed
over the estimated useful lives of the property.

b} Leagehold Improvements - Thege ascets are stated at cost less acrumilared
amortization, and they are amortized on the straight-line method over tha
estimated useful life of the lease. The aet balance of this account Is {a-
significan* and is included in other assets.

¢} Reclassifications - Certain reclassifications have been rude in 1973 tlian-
cial statements to conform to the classifications used in 1974,

An additional §7,673,299 is available in a separate fund providwd by appropriations
pursuant to the provisions of the Lmergency Home Fipnance Act of 1970. Use of such
funds is for the purpose of adjusting the effective interest charyed by the Hanha
on ghort and long-term borrawing in order to pruwmwte an ord:rly flow of tunds [n-
to residentidal construction.

Includes about $2.5 million which is the cost of the remaining portion of the
original site for the new building.

The Board rece ived advances from the Banks under authority of Sertion 18 of tha
Federal Home Loan Bank Act for the purpose of constructing an wftice building In
Washington, D.C. The advances represented aa unsecured obligition which way balng
repaid in annual installments over a 25-yea: reriod with interest at $-1/2%.

Oon December 19, 1974, the Board assessed the ianks $40,000,000, tha total catimatod
cost of constructing the building. The advance of $10,189,680, which includas
58,869,680 charged against the loans payable, is shown as "Deferred Crodit~ruLen
Cost of Quarters." The Board will request paymeat of the remaining $29,810, 1M al
such times and in such amounts as deemed nuceecary to meet anticipated copitiuction
expaenditures.

When the Board occupics the new building, this deferred credit will he systemalt s
cally amortized t¢ incom aver 25 years.

22
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SCHEDULE

Cash {note 2)

il

FEDERAL HOMNE LOAN BANKS

COMPARATIVE STATEMENT OF FINANCIAL CONDITION

AT DECEMBER 31, 1974 AND 1973

ASSETS

Investments, atv cost {(note 3)
Auvances to members (note 4)

Other loang:

Guaranteed by AID, net (note 5)
Other FHL Banks

Other FHL Banks =~ special serieg
FHLBE for office building (note 12}

Total other loans

ACCru~yg Interest receivahle
Accounts receivable

Bank premises and egquipment

Less: accumulated depreciation and amort.zation

Net bock value

Other assots:

Invegtment in FHLMC (note 6)

Discount on consolidated obligations - bonds
. Concesslong on consolidated obligations - bonds
Propald expense ~ FHL3ID cost of quarters (note 12)

Other prepa:d expenses
Total other acsets

The notes follawing schedule 6 are an integral pert of these s*tatements.

Total assets

(In thousands}

23

1974
s 144,392
3,097,415
21,874,462

34,44
20,007
70,752

175,190

126,387
1,527

22,339
(6,433)
15,906

100,000
144
21,862
10,190
1,260
133,456

SCHEDULE 4

1973

$ 156,659
3,437,495
15,147,143

25,620
57,009
15,200

(4,532

14,311

100,000
272
14,559

519,066,054




SCHEDULE 4

LIABILITIES ALD CAPITAL

Deposits and botrowings:
domberg - Lige
Mopdoers - demand
Qther FHI Hanks
Other FHL Banks - special series

Total deposits and borrewings

Accrund interest payable
Consnlidsted obliyations: (note 7}
Honds
Dizcount notes
Lesgt  Pana throughs to FHLNC

FHLB's participations
Other liabilities:
Accounts payable
Accaunts payable -~ FLB3 assessment
Oter

otal other llabilltles

Total liabili*aers

1974

¢ 1,820,241
573,291
20,000
70,750

SCHEDULE 4

s 1,215,092
528,637
57,000
15,200

2,484,282

1,815,932

361,541

21,299,350
583,468
(2,437,600}

272,218

15,362,280

(213,n00)

19,445,218

14,449,280

Contingancies and commiteents (notes 8, 11, 12,

11, and td)
Capltal atock odtstanding (note 9)

Retalned oarninga:
Logal resorva
Undivided profits
Total rotained carnlngs

Total capital

“Total lirabilities and capital

1,802 4,841

472 -

42,097 27,479
44,371 32,320
$22,335,412 $16,5%9,750
2,624,306 2,122,344
304,€19 244,071
234,413 __.122.899
339,032 273,970
3,163,238 2,496,304
§25,408,750 $19,266,054
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SCHEDULE 5
FEDERAL HOME LOAN BAVKS
CUMBINED STATEMENT OF INCOME AND
FOR THE YEARS ENDED DECEHBER 31, 1574
7 (In thousands)
INCOME ¢

Interest on gdvances to msmbherg

Incumes from lnvestmants

Intareat on advances te othor FHL Banks
Interast and fees on AID loans (note 5)
Intarest on FHLBB office . '11ding loan
Larnsd cormltment feen

Income from data processing sei .78
Othor income

Total Income

SXPENSES:

Interost and othei costs:
Intsrest and conceanions-congolidated oblijations
Agzussments « FHLD Board
Assesdmants - OFffice of Finance
Inteiest on memnvar doeposits
Intereat on deposites from FHLNC
Interest on other FHL Banks deposits
Othar Intaraat

Yotal Interast and Other Costs
Other oparating expanses:

Salartes and benefits (note 10)

Ford and prolessicnal scrvices

Travel eXpanie

Telephune and transsission costs
Statlonery snd supplies

Cosl of quairteory

Iwpreoclarion - furniture and equipment
Laquipmint rantal and cxpense

Other

Total other operating expenses
Total Exponses

Net Income

CXFENSE

AND 1373

1974

81,456,871
230,982
9,482
4,737

450

16,429
£,946

2,610

1,728,507

1,222,984
6,602
1,949

145,590
12
9,513
3,556

1,390,213

17,266
1,755
1,218
2,061
2,792
3,292
1,341
3,106
1.523

33,654
1,423,867

s 304,640

T AVAILABLE

SCHEDULE 5

1973

i

§ 814,084
183,379
5,643
2,026

292

8,143

1,323,558

741,479
6,441
1,482

62,484
5.712

817,598

23,07
543
353

1,924
1,943
2,619
1,324
1,837
2,215

27,630

845,228

s 178,330

Tho notey fellowing schedule 6 are an Integral part of these statements.

25



SCHEDULE 6

F "DERAL HOME LOAN RANKS

CONEINED STATEMENT OF CHANGES IN FIKANCLAL POSITION

t. AR LNDED DLCEMBER 31, 19'4

{In thousands)

FINANCIAL RLSQURCES WERE PROVIDID FROM:

Operat:ons:
Net :ncome
Add (deduct) - Noncash chargea {(credits)
to income:
cpreciation and amortizavion of fixed
assets
amortization vl conceszoni on consolidated
obligations-bonds
gcroer

Totai funds provided from cperations

Net proceeds {rom :ssuance 9: consolidated
obligations
Procecds from salv of capital utwck
increase 1n:
Deposits
Accrued interest payable
Other liabilitiecs

Total

FINAVJIAL RESQURCES WERE USEL FOR:

Faymenzs on maturing consolidated obhligations
Fedomption of capital stock
Dividuri oo capltal stoch
Lot adert.ons to bank premses and equipment
Tncrease (decrease) in o investnents
Jnerzase ini

Chdvances to mombord

JAccrie: anterest receivakble
Jothe s sots

dhaoets

Lecrezse 10 cash

26

$ 304,670

1,764

9,281
2

11,777,868
523,202

049,802
93,822
25,173

$13,385,554

S 6,73¢,747
21,230
130,008
3,:%8
(30,170}

€,r07,320
h1,622
€R,286

YD S6GY
{4 e

202}

2.679

t,852

_ (1,815)

186,046

@,648,157
409,102

163,035
157,128
42,433

$10.605,976

S 1,946,993
42,83¢F .

in1,244

HF

L.245,700

"Lled,ie?
40 ,42"
46,355
{1,829}

$10,605,976




FUDEPAL HOME LOAN BANKS

ekl

NOTES 20 FINANCIAL STATEMENTS
DECEMBER 31, 1974 AND 1973

1, Summary of significant accounting policies:

Investments - Investmen+t securities are stated at cost, adjusted for aror-
tization »f premiums and accretion of discounts using the stralght-line
method ov'r the lives of the related securities.

4 a)l

b} Advanres to Federal Home Loan Mortgage Corporation - Procoeds from cortain

con ciidated obligations snd the promissory note pavable to the U'.S. Treasury
have been advanced to the Federal Home Loan Mortdaze Corrnvation at th. gamnn
Interest rate as che related consolidated obligations anl the promissore nste.
Since the Federal Home .can Mortgage Corporation I3 effectivelu re:mh *9ino
ths Bank for the interest, the Interest expense and tha related 1atcerst 0=
oome of the advances have been net:ed and are nch reflected in tha st-tement

4 1
of 1ncome.

S

¢} Cloncessions sn Conz~ 1dated obligations - The amounts gl.owed Aecalers *n oon-
nection witn the ss.. wf consolidated obligat:cn bends are deferred a- " 2mor-
Yy *

13
: tized on the straight-lino methed to the mitu-i . of the cbliacions,  1he
i amounts applicohble to the sale of consolidated ~blfzat digrount pates ar
3 .
: charged directly to ¢xpense as incurred.
!
i 1} Unearned Commitment Foes - Nen-refundahle advance comm! tmon* feos are rocvived
i at the time the agreement 1s made and are amrrtlzed to Jncome oyver the roriod
; of the commitment on a straight~line basis. iKeltundablo ool thont fees are
; deforred until the commitment expires or the loan 1s fundod,
: .
H ¢}  Furniture, kquipment, and Leasehold Improvermcnts = Theus guuela are ctated ac
i cost less accumulated deprecration and amortizat:on, ULepreciation and amor*:-
E zation are computed on the straight-line method Over the estimated useful lives
| of the property or the life of the leasa.
i
1 £y EReclassilfications - Certailn reclassifications nave beern male tn 973 Ve Lal
; Stdtements ty conform to the class:fications used tn (775,
i py Compensating Balances - The barks have agrocZ to malintarn esverags ccllocten cash
f balarces with cormerclal banks in considerztion ' v var, us e puvpToe- T oy
arrangements are 1nformal and there are no le~al ro=1prst, - ne as 'r the oW, -
E drawal of funds. The recuired compensat:ing Lalanlses afe arprogirat«le s20,44.°,M0
i a3 of December 32, 1974,
i
H
{
!
H
H
]
i
H
E
!.
}
{
:
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3. Investtents - The investments which approx ' mate markef valun are comprissd of
the fnllwwing as of December 31, 1974:

securities fun $1,021,458,000

feucial funds sold 5};,9;17 ,OJO

Bunke - acceptances 567,588,000

Torm funds sold 2i8,40¢,000

Other 298,019,000

. § 3,037,415,000

Farticipation :n consolidated
d
1

Ther Fasdeerdi Home Loan Banks Consolidated Securities Fund was established by

the Fedaral lome Loan Rank Board to ofi~r a centralfzed portfolio management
system fur securities of tne Federal home loan banks. The Fund is managed by
tho Offico of Finance of the Federal howme loan banks. Tho Fund fnvests primari-
ly In short-term money market instruments. As of December 31, 1974 five of the
twalve banks were members of the Furd.

4. Advances to Members - As of December 31, 1974, the banks had advances out-
reandinyg to membors wrth interest rates renging from 5,76% ¢o 12%, maruring
at various dates, as summatized belar:

Years of
MHaturity Amourt
1975 § 6,055,554,000
1976 6,092,649 ,000
1377-1379 7,696,159 ,000
1387 or after 1,362,100,000

$21,804,462,000

Outstanding advances aggregating $21,031,346,000 are cvollateralized by pledgod
lnvegtmer & odecursties and first mortgage loans of ‘he meabers having a loan
valuz aastygned by the banks of about §24,565,596,0.°0,

Thee bankys are participatinhg in @ below-market interest rate pogram fnjtiated

'n Maw 1374, teo support the housing industry. Advances of about $3,084,718,007
have coon made cnder this program for a poriod of five years ar rates ranging
from .5% 1o .71% Lelow the Federal liome Loan Bank Systam's cost of relaced five-
year consolidated chiigations. The advances may be prepaid without penalty, but
oly by tendering the related consolidated obligations sold to support this pro-
gram. The subsidized cost of this program amounted to approximately $5,246,290
for 1974,

5. Loans Guarantend by the Agency for International Development — The Agency for
International Development (A I.D.) was established by the Foraign Assistance Act
of 1761, as amondea. [nler sections 221 and 222 of the Act, A.I.D. Jssues quaran-
tecs banked by the full faith and credit of the Pe'~ral govornment to eligible
i1.5. fnventors jnsuring against loss 0.  investments, Including unpald accrued
interest, 1n self-liquidating housing projects. The banks qualify as an eligible
investor,
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Under contracts of gquarant,, the bapks may, without the apgcoval of A.I.D.,
sull particlpating interest to membors of any Federal home loan bank. Tre
outstanding loan balances are reported net of participat:ors totaling
8137,883,000 and S112,715,000 as of Decuember 31, 1974 ani 1371, respective.y.

The outstanding loan balances bear interest at rates rarging from 7.25% to
8.875%, and mature between 20 and 30 years.

The banks reccive service fees for thesc loans aya:nst which direct exporses
associated wic. the financing arrangements are nettcd. The balance s doterred
and amortized into incoms at 1% per month.

Investment in the Federal Home Losan Mortgage Corporation - The I[nvestmert in the
Federal Home Loan Mortgage Corporation, which is wholly-owned by the Federal
home loan banks, 1s stated at cost and consists of 100,000 shares on nonevutiug
capital stock, all of which is outstanding. These shares had an underlyirny
book value of about $126,307,000 and $121,315,000 as of becember 31, 1974 and
1973, respectively.

Consolidated Obligations - Consolidated Federal home lodan bank obligat.iwn: are

the joint and scveral obligaticns of all Federal home loan banks, The outstanding
obligations of the Federal home loan banks, including the pass through ¢! the
Fedoral Home Loan Mortgage Corporation, as of December 31, 1974 and 1972 was
$21,833,350,000 and $15,362,280,000, respectively.

Regulations require the banks to maimain unpledged qualifying assets in an
amount equal to the cinsolidated obligations outstanding. "Qualifying aunsects,
are defined as cash, obligations of or fully guaranteed by the United States,
gecured advancesg, and federally insured or guaranteed mortgages.,

"

The following is a surmary of the banks' participation In consolldated ohl:igations
as of December 31, 1974 (in thousands):

___Bonds Discount notes

Years of Ranqe of Book Par
maturjty crupon rates Qutstanding valu. value
1375 8.875 -~ 10.60 8 5,265,000 £4135,868 Sddz2,300

1376 7.20 - 9.5% 4,510,090 - -

1977 « 1879 6.75 ~ %.50 4,000,000 - --

1980 or after 6.60 - 8.75 1,234,350 - --
§19,009,350  Fa35,0f  SqI

The banks' participation, as shown obove, is reportnd net of advances to the

foderal Home Loan Mortgage Corporation in the ferm of ricg throwph of the proceods
of certaln consolidated obligations. The following s u wary of the jasys
through as of Dicember 31, 1974 (in thousands}):
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Bonds Discoun® ncteq

Seals © Pange of Bauk Far
matursty coupen rates Questanding valus ¥alue
175 - - - $145,81. $147,:79

1276 8.75 = 9.5 290,030 —- -

13,7 - 1979 6.95 =~ 9.45 500 ,000 - -

1780 or after 7,375 ~- 8,75 I,IQO,J’)C - -
$_2,230,000 $145,819 $137,677

Fromeavory Note Pagable to U.S. Treasury - On luqust 16, 1974, the Foderal Homse
Loan Hanux of San Fr. .cisco and the U.5 Triasury entered into on agreemant whetres
o Finds In an agireaatre cmunt nof o wxonad $3,000,000,000 may he advanced (o
1 Tan Francisco dank vader Cociion 11 (i) of the Federal Heme Loan Bank Act,

Theo san Francisco Fank las adreced to re-lend these funds to the Federal Ho= T-en
“orr rage Corporat:on as secured edvances to fipance a Special Commitment Progran
‘or the purchasc of cortairn home mortgages. The FHIMC's note to the San Francisco
foyek hoae hopn asgirgned to the Secrotary of the Treasury as coollsteral !or the

ok o rate.

= anaual principal repaynents tegether with (nterest at a rate of 7.875% on
the uny aad principal balince, hegons January 1, 1975 and continucs cach asub-
cojuent Jaly 1oand January 1 with the final payme,t dne on Jaruvary 1, 2006,

DL preiweSoly nulo Lo Lo U8, Tredeuwiy is the Jolnt ann scevesral woilgation o
s00 Pederal hore ioan Panks. As of December 31, 1974, $695,000 000 has boun
arracsed by the .S, Treasury. Proceeds from the note have been wdvanced to the

chetad Home Loan Mort juge .urporat:icn at the same i1nterest rate as tho aote pay-
dilae tu the Lo, Qrea. ury.

Capn tal = The capital stoek o7 cach federal Home Loan Bank has a par value of i)

Jor enare and mag oot bo o issued at a price less than par valve, The suoek 17 nine -
nojotiable and can only be redeemed at the banks, within legal lirits.
Losidonds are pard to mompers annually on the capital stock issucd end outstan:i:ry

1. Gl welenber 31, based on tle average shares ovwned duritng the vear.

vca v ! carmrngs of thae banks consists of undiviced profits and ¢ legal reserve,
dAnEG mUSt transter 20% of their net Incom» to the leqgal reserve sem-snpuilly

it tae reserve equals the capital stock amount. Thereafter, 5% of the banks'
e nome must be allocated for this purpose.

c1yeen Retirement Plan -~ The banks are participents In the Sevinys Awsooiat:on

trererent Funld and sebstapntially all of 1ty officers and erployecz are covere!
ry ot Plan,  The banks' contributions are derermined by the Fund and represent
e nokwmal cost and prio, service cost, Fersion o sts charged to operat.ony -r-
cnowere $1,715 000 ap 1974 anl 51,522,777 an 137?, which irncludes amortrzaitior
rop g ten-yoar period of runded past service costy,
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11, lezcs Prpanse « RPental exrenme of Ghout 38,FE,00Y (1974) ond 31,673,120 (1971
for premises and equipment has been charged t2 expunse., The total urfunded
iease bliqations as of Docemher 31, 1974, were aprroximately 303,47] 7 pas=
eble as folloest -
- i475 £ 1,843, Fn0 )
1274 1,825,700
1277 L.613,12
1378 1,228,612
1373 1,091,707
1385 ~ 1584 2,178,690
1985 - 13994 1,670,000
$13,471,200
The bank premiseq least agrocmnris provide for increase in hasic rowtals re-
sulting from Inpcreased property taXcs and ma:ntensnce expense,
12, Prepaid Expense, Federal Home Loan Bank Doard Cost of Quarters - The Lanks
r:ade advances to ths Federal Heme Loan Bank Board (Board) under suthority
cf Section 18 of the Act for the purpote of constructing an office by 1y neg
in Washington, D.C. The advances represented an unsecured obl:gation wheoh
woso ping repald In annuval installments over a 25~yeoar period with {rtesoct
Py r3 T 2
S T LS LG,

N Or Decorber 19, 1974, the Dourd asacsund the hasnkg 583,003,000, ¢ ene g
estimatel cost OF constructing the hutlding, The ourtstanding zdvan~e< of
§30,195,660 has boen credited against the assegsment and 15 <F an as “Propsid
Frpenge - FHLBB Cozt of luartere.” The Bouid will reques: paussnt 28 *he
remalaing §29,810,320 at such times and in wuek geounts 3 e = pesegsary
to me2t anticipatad constructiuh exprnditures,

When the Board takes occupancy of the new bullding, this prenasd caperge wil)
Le systemalicaliy amort:zed over 25 years,

13, Commitments - Commitments for advances to merrers and to forerign borrowers under
quaranteed loans totaled $448 28,1000 ag #f Laserber 31, 1074,

14, Contingency - Flve benks are a partu to a luawsult whirh challenges the autgsres

of the tederal Homeo Loan Bank System to provide on-!ine data processing cervicens
to members.  The ujtimate outccme of this lit:gation 16 not determinable, Minaso-
ment 1% vigorously contesting this ratter - .1 legal counsel 1~ of the spinian thar
the barks have mwritorious defense 15 thiy litigat:ion,
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SCHEDULE 7 SCHEDULE

FEDERAL SAVIVGS AND LOAN INSURANCE CORPORATION

COMPARATIVE STATEMENT OF FINARCIAL QOP™TTION

AT DECEMBER 31, 1874 Av: 1973

19724 1973

ASSETS -
SLid 0N HAND AND WITH THE J.S. TREASURY $ 4,103,181 s 250,628
ANSUNTS RECETVABLE 9,715,306 9,027,841
N STMENTS AT AMORTIZED COST (note 2) 3,587,350,116 2,329,625,339

Voot di INGEREST ON SNVESTHENTS

[E2

2,810,002

(=)

2%, 260,415
SN ANCOLTIRED FROM INSURED INSTITUTIONS,
N7 fote 3) 3R,442%,564 51,487,091

CANS L IASURLD INSTITUTIONS AND ACCRUEDR

1h W LRLST, NCT (note 3) 57,048,803 C9,172, 887

RGO ATLD ACCOUNTS IN INSURED INSTITUTIORNS IR

LI 1O ATION AND RELATED INTEREST NET (ROTE 3} Sk ddl,742 64 006,453
LY SLED CHARGLS AND OTHER ASSETS 34,797 47,8
sl assets $1,825,033,512 $3,480,277,%03

LIABILITIES AND RESERVES
CLLLANLCUS ACCRULD AND JTHER LIABILITIES $ 6,135,202 g 4,019 881

D FOR ESTIMATED LOSSES--CONTRIBUTION
PAEINTS (pnote 3 and 4} 25,859,109 22,141,469

“ev It CREDITS 2,812,580 o011

CIRY SESFRVE {(cumulative net income)

e ®) 2. 381,873,540 2,076,142 ,741
YOARY RPSLRVE {premium prepayments) 3, 400,5852,049 1,377,000, 780
<4} r,abilities and reserves §3,q25,23%,512 $3,4R0,277,501

¢ o rollowing schedule 9 are an integral part of thege gtatemsnts,

S
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SCHEDULE 8

CORPORATION

- - - COMPARATIVE ETATIN™IT OF INCOME, EXPENSE, AND PRIMARY RFSIRVC

FOR THE YZARS ENDED DECEMBER 31, 1274 and 1373

INOOHE:

Insuyrance premiuvms and admission fees

Interest on U.S. and Federal agency
saecurities

Interest on loans te insured Institutions

Interest on subrogated accounts

Yocome o asseis acqulred from insured
inscitutions

Iinterest income on advance contributions

Miscellaneous income

Nopoparating inccm

Total incone
EXPENSES ¢

ddministrative expenses

Services rendered by Federal Home Loan
Bank Board

Insurance settlemant and other expenses

viallocated nonadministrative =xpenses

Not provision for losses (note 3)

Interest applicable to premium prepayments
credited to members' equity in secondary
reserve

Total expenses
Income before extraordinary item
Extraordinary item-Write off of allowance

for losses on avsets acquired

Net income transferred to primary
reserve

BALANCE, PRIMARY RESERVE, AT THE BEGINNING OF
THE YEAR

BALANCE, PRIMARY RESERVE, AT THE END OF THE
YEAR (sch. 7)

1374

§ 190,833,548

§ 176,125,043

225,837,856 189,342,556
4,012,505 17,576,736
6,500,000 .
3,533,128 6,022,410

— 122,475
216,182 o) ,u 6
427,369 oag .36

667,194 538,264
15,041,256 10,502,088
2,198,806 2,877, %)
i,433,353 1,829,796
16,528,318 1,410,230
89,158,862 81,786 504
125,027,889 98,245,113
305,532,799 280,531,748
-- P len, 126
365,530,799 317,497,914
2,076,342,741 1,755,444,327

$2,382,872,540

§2,076, 342,741

The notes foliowing schcdule $ are an Integral part of these statemonts.
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FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

STATEMENT OF CHANGES IN FINANCIAL POSITION

FOR THE YEAR ENDED DECEMBER 31, 1974

FINANCIAL RESOURCES WERE PROVIDED FROM:

Operations-
Insurance premivms and admission fees
(other than transfer from Secondary Reserve
to pay Insurance premiums of $56,407,652)
Interest on investment securities
Interest on leans to insured institutions
Interest on subrogated accounts
Income on assets acquired from insured institutions
Other income

Less: Administrative expenses
Services rendered by the FHLBB
Insurance settlement and other expenses
Unallocated nenadministrative expenses

Total resources provided by operatiors

Lecrease in:
Assets acquired from insured institutions
Loans to i1nsured institrtions and accrued interest
Subregated accounts 1n fasured institutions Iin

liquid: tion and related interest

Doferred charges and other assets

Increase in:
Miscellapeous accrued and other liabilities
Deferred credits

Total

PINANCIAL RESOURCES WERE APPLIED TO:

Net additions to investment securities
I'ncrease in:

Accounts receivable

Accrued iaterest on investment
Refund of Secondary Reserve
Jontributions to Iinsured institutions
LKsses on assets acguired

Increase in cash

Total

34

§133,621,896
225,837,856
4,010,605
£,500,000
3,533,120
647,551

667,104
15,041,256
2,198,806
1,433,351
19,340,607

354,808,427
4,411,100
7,323,544

9,164,712
12,551

2,115,322
— 1,803,943
$379,739, 494

$357,724,777

687,410
4,349,608
359,041
6,105,620
64660, 30

175,887,042
85

3,852,561

$37%,739, 595

—_—



PRDERAL SAVINGS AND LOAN INSURANCE CORPOEATION

NOTES TO FINANCIAL STATEZHENTS

DECEMBER 31, 1974 ANZ 13573

Summary of signlfioan: accounting policies

a) Investmantas = Investment securities are stated at cost, adjusted for amorti-
zatfon of premlums and accretion of discounts, Suchk amortization and accre-
tion are computed on tha "constant yield" meathod at rates roend upon the
lived of tha rolated gecurities and are recognized as an adjustment of interest
wn dnvestpent, aecurd tiea,

b} Furnitura, Bquipment, and Leasehold Improvements - These assets are stated at
cost leans accumulated depreciation and amortization. Depreciatior and amorti-
zation are computed on the stralght-line method over the estimated useful lives

of the propartty or life of the lease. The net balance of these accounts is
Inaigni ficant and g Included in other assets.

) Incoms Becognl tion = Ynsurance premium income Is recognized as earned when mem-

LIT,
her Jnstitulisne are azsegzod.

Inveastmants - Yhe lnvestments at December 31, 1974, are as follows (in millions):

Book Value Market Velue
V.8, Treasury Ohligations 53,447.0 §3,342.3
Fedoral Aqency Hecuritles 140.3 125.9

535587.7 53,468.2

Allowances for posglble lesuaes - An analysis of the changes in the allowances
for pasaible loswss on the accounts described below for vears e.. -1 December 31,

1874 and 1973 rollows:

Agots Acquired from Inaured

Tros LAt fond, 1974 1273
Balance, boyinning of period §13,932,649 §57,141,190
Add:  Proviaton chiarged to expetse 1,706,796 -
Legg: Logses on agdets aoguired 6,660,369 1i,862,416

irfor perfod adjusement - 31,366,125
Balanes, end of pariod s 8,959,076 £13,912,649
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Loans to Imsured In=ilrutionz
Balance, beqinning of 1etiod

Add: Provision chargod to ecipense
Balance, end ol poriod

=

Subrogeced Accounts in “naursd
nstitutions in Ligu..lation

[

Dalancz, ond of period

Contribution Agroeomants

Balance, Beginning of parfod

Add; Frovision charged to expenze
Lass: Contributiong paid out
Balance, end of period

Loans Sold Under the Guaranty
Plan

Halance, beginning of periad
Less: Losses on lucng awld under
gquaranty plan

Write . ff of allgvanocs by
crea ting the povisfon
Balance, end of poriod

dllowance for Estimated losses ~ Contribution Agrasments ~ The Corporation enters

24994, 90¢
375,063,000

e ———

[
e
~3
te

§ 1,500,000

$22,143,469
9,821,522
605,822

£25,8097 nd

$25,802,507
3,392,403
7,051,441
£22,143,469

s
H

et
POttt it

§ 1,993,923
11,750

1,982,173

<A

into contribution agreomontg to restore an insured fnetitution to normal operations
and, under these arranqgemaents, agrees to make, or commits [tyzelf to make, « cash
coatribution, These agreemanta totaled $84,247,360 and $8196,497,000 at December
i1, 1974 and 1971, respectively.
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APPENDIX I

IDIX I

]

I
v

PRINCIPAL QFFICIALS OF

THE FEDERAL HOME LOAN BANK BOARD AND

D LOAN INSURANCE CORPORATION

T
A% et W NE

THE FEDERAL SAVI

w5

GS A

-
]

RESPONYIBLE FOR THE ACTIVITIES

DISC ISSED IN THIS REPORT

Tenure of office

FEDERAL HOME LOAN BANK BOARD

BOARD OF DIRECTORS:
Garth Marston, Acting
Chairman
Grady Perry, Jr.
Thomas R. Bomar {(note a)

THE FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION

Apr. 1974 June 1979

June 1973 June 1875

DIRECTOR:
Richard Platt, Jr. Sept. 1873 Present

a/ #Mr. Bomar resigned 2s Chairman and Member of the Federal
Home Loan Bank Board, effective June 20, 1975.
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June 1973 June 1977
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