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. To the President of the Senate and the 
Speaker of the tious? of Representatives 

This is our report on the examination of the financia% 
statmeni;s of the Feder~;Z Ecmc Loan Bank !3xrdi the Federal 
hene fozn bankst and the Federal Savinqs and Eaan Insurance 
Cor&wration for the year ended December 31, 1978. 

to the Budget and 
the Accountincy znd 
the Government C~rpo~z- 

tion Control Act, as ami?nded (31 U.S.&. SSO aad 857) ; 2nd 
the Federal Home X.&XI Bank .%ct, BE; amended (12 U.S.C. 123jh(j)). 

We are sendilrg copies of this rep~lrt to the L?~~Pc~oK, 
Office of Management and Budget: the Secretary of the Treasury; 
and the Wcting Chairnan of the Federal Home Lmn Bank Board. 

Comptroller GeneraX 
of the United States 
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COMPTROLLER GENERAL’S EXAf9INATION OF FIHAHCIAL STATEMENTS 
REPORT To THE CONGRESS FOR TE YEAR EMDED DECEWEER 31, 1874 

Federal Home Loan Bank Board 
Federal riome Loan Banks 
Federal Savings and Loan Xnsurance 

corporation 

DIGEST ------ 

The Government Corporation Control Act and the 
Federal home Loan Bank Act require the Comp- 
troller General to examine the financial 
tr ~nsactions of the Federal home lo&q banks 
and the Federal Savings and Loan Insurance 
Corporation. 

The Federal Home Loan Bank Ward supervises 
the activities of the banks and the Corpora- 
tion: therefore, GAO included the Board’s ff- 
nancial statemenhs in its examination. 

Ln GAO’s opinion, the accompanying financial 
statements present fairly !-he financial posi- 
tion of the soard, +e+trC- L-I,,.“, a.n.0 - Corporation at 
December 31, 1974, and their income and ex- 
penses and their changes in financial posi- 
tions for the year then endedf in conformity 
with the winciples and standards of account- 
ing presciibed by the Comptroller General of 
the United States. 

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

The Board, throuqh its Office of. Examinations 
and Supervision, supervises the insured; insti- 
tutions-- Federal savings and loarr assocla- 
tions; building and Xoan, savings and ioan r 
or homestead a 3sociations; and cooperative 
banks whose accou;ts ‘are insured by the Cor- 
poration. 

The Board’s supervisory objectives are to ob- 
tain insured ir stitutions’ csmp?iancc with 
applicable law and regulations and to avoid 
the development or continuance of unsafe or 

%a2iild. Upon r%mQva;. the report 
COW d&t9 should be not&i herwan. 

FOD-76-4 i -1 



At December 31, 1474, there were 9 catrgor:~ 1 
and 42 categ5ry 11 prr?51c::i Fnstituticns wi-,h 
estimated insured de~asits of $425 milPfon 
and $2,95.8 milllcn, respectively. (See p, 
11.) 

This report contains no recommendations t5 
the Board. 
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In the early 1930s, the Congress established three 
: separate but interrelated organizations--the Federal Home 401, 

Lsan Eank Bvardr th? .FedleraL home loan banks, and the Fcdeeal 
rS, Savings and Loan Insurance Corporation--to provide economical”‘; - jr’,” 

home financing and to encourage thrift. 

The Hoard, an independent supervisory and regulatory 
agencyF (1) regulates and supervises the operations of Federal 
home loan banks and the Federal Home Loan Mortgage Corporation, ki E: f ’ ’ !‘ a. 
(2) directs the operations of the Federal Savings and Loan 
Insurance Corporation, (3) charters Federal. savFnss afid loan 
acsccfations, and (4) regtilates and examines institutions 
insured by the Federal Savip\.gs and Loan Insurance Corporation. 

‘f 2; e Boabrd is directed by a three-man board appoiPited by 
the ~~~sidefit Of the United StCitcs with t:,e aclvfce at-13 consent 

I [:l of = %.- the Senate. These i3oard members also con- c- (See appendix. ) 
stitute the Board of Directors of the Federal Home Loan Mortgage 
Corporation: which provides a secondary market for rcsidcntial 
mortgagei;. 

The 12 ban‘ks, corporations chartered under the Federal ,. . 
Home Loan Hank Act, 12 U,S.C. 1421, et seq. (13701, provide 
reserve banking Eacilities to their member institutions--which 
may cvmprise savings 2nd loan associations, saviny~ bsnks, 
insurance companies, and ottjers--and f-o certaf,l nonmember 
borrowers. Since incepti Jn, Federal h*mc loan banks have 
provided many services ‘ca thei,r member institutions, such as 
receiving deposits and providing checking accounts, invest- 
ment and safekeeping servicesI and cn-line computer services. 

The Federal Home Loan Hank Board may create new Federal 
ho;i;e loan bankn--not more than lk, ̂ nor less than e--and may 
liquidate or reorganize any Federal ham Ioar! blnk. The 
lacations of the headquarters for the 12 bank dfstrictrj are: 

Boston, Massachusetts Chicago, Illinois 
New York, New York Des Moines, Iowa 
Pittsburgh, Pennsylvania Little Rock c Arkansas 
Atlr?nta, Georgia Topeka, Kansas 

,Cincinnati, Ohio San Franciscot C3! iFo~?i.a OL _IbllL 
Xndianapol. is, I-idiana Seattle, Washington 

--r. 
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Sach bank is operated under the directicn of a Board 
of Directors, of which six members are appointed 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 f3resident who is elected 
by the bank’s 3oard of Directors subject to the approval 
of the Federal Home Loan Bank Soard. 

FEDERAL SAVINGS AND LOAN INSURMCE COi?PORFTICN -- “. 

The Corporation, a wholly owned Government corporation, 
Insures f+.zithfjrswable s~art.3 and dgaD0sj.t rtr-rquntc up 3-o L ..“U 1 U‘.k .a”” .._I 
$40,000 for each insured member in all federally chartered 
savings and loan associations and similar institutions upon 
their request and upon approval by the Federal Fiome Loan 
Bank Board. 

The Board carries out certaan functions of the Corpora- 
tion such as procec6inq applications for insurance end exzmin- 
ing insured institutions. Other onorating responsibilities, 
such as receiversnip activities and liquidation of assets, 
are SJ 2 s t e c2 i n a Director who j,s appoi,gt-,ed by the Board. 
(See appendix. ) 

ECONOPlIC IMPACT ON TPE SAVINGS ----_I -.- --- -- 
AND HOME FTNP’ICING ItQDUST?Y --- 

At the end of -.973 a major concern of the Boa-d was the 
prospect of a major profits squeeze in the savings and loan 
industry which became a reality in 1374. Also, an econom !c 
downturn during the last half of 1974 brought into focus 
scme questionable loan underwriting that had taken place in 
the three precedirrg years, particularly in land- and income- 
producing properties. This, compounded with the earnings 
squeeze, created the likelihood that a number of institutions 
xould face major dif f i(:ulty in 1975. 

The Board knows that ti:e current economic clinaLe in- 
dicates the need for its field examiners to make more frc- 
guent examinations and more indepth reviews of savinqs and 
loan operations. The examinations interval was reduced in 
i974 but the examination tim3 is expected to increase in 
1975 as examination efforts intensify. *The Congress author- 
ized and funded additional examiners during the year which 
should permit the Office of Examinations and Supervision 
to meet its workload requirements. 
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The act also requires that the CsmptrdlLer General ap- 
pr C?se account ix? a systems when thy arc deema adequate and 
confocm to his prescribed princinles, standards e and rcl ated 
requirements, Vowever, this approval ir! not required of Gcv- 
ernmcnt corpoa~tions subject to the Government Corporation 
ccmtro1 Act (31 U.S.C. 841) and certain quasi-governmental 
entities that, by law, are subject to t’sat act. The Comp- 
trallcr General approves the aceountlng system in two 
ziiagr2s--the a;i;cncy’s ststeiiient of principles and stirndafds 
ar-d-tha design of the accounting system. 

Under tf?a i;ui~~n~e of t-jc Executiye S;teie* 7 -; cli)"IJLUil to the 
Chairnan of the Federal HTI!TET ~J0i:l-l Rank .q .o B P 0 , ei:p UirFtctor 
Financial Psanagcment Division, designs, installs, xnd main: 
tains all Boar-l accounting svstems and is resFonslble for 
the re?ated financial reporting functions and hudqet activ- 
ities, The Eoard’s fiscal a,nd accounting services are 
carried Out by about 35 employees at its office in Washing- 
ton, D.C. 

The Lmptroller General approved the Board‘s principles 
and standards for its accounting system in June 1472. The 
Board esti,mares that the accounting system desiqn will be 
completed and informally submitted for GAO evelcation in 
July 1976. The pievious estimated ddte was December 1974. 

The accounting systems of the 12 Federal !lome Loan 
Banks, corporations chartered under the Federal ifone Loan 
Bank Act, 12 U.S.C. 1421, et. seq., 
and Loan Insurance CnrporaiXZn, 

and the Federal Savings 
a wholly owned Government 

corporetio3, do not acquire approval by the Comptroller 
General. 
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CHAPTER 2 -- .-- 

FCIIERAL IlOME LOAN BANK BOARD .-_I “-.._II.el.--- -.-__ -1-e--.-- 

The 2oard cs tab1 fslsos pal icics for, and SU”Pt-5Fi c y\-- I *“es 
the operation of, the Eollo~~ing organizations e 

Total assctz as of 
Organization Number --I ---I December 31, 1974 -II- 

(bill ions) 

Feder’al home loan bd!~ki; 12’ $ 25.5 
Federal Savings and Loan 

Insurance Corporation 1 3.8 
Federal savinq5 and lonn 

associations 2,060 167.7 
Insured State-chartcrrd 

savings and ioan in- 
stitutions 2,081 . 120.6 

Federal Home Loan Mortqtiqc 
Corporation 1 4.9 ---.--T .-_-.-c 

Total 4 1.55 ..L:-- S32?.5 --- 

The Board’s operations are :‘inancrd by charging savings 
and lean institutions for examinations and by assessing the 
banks and the FcticrdE Savinqs snd Locln Insur.qncc iorporation 
fOi 

. ad8ml.nlstrativc c:xp:?n::cs and cxpcnf;co incurred in scpervis- 
in9 insured institutlonn. The Congress placed limits on the 
amounts the Board could spend in fiscal year 1974--SS, 772,580 
for admi nistrativc cxpr’nr,cf; and $lU,702,023 for nonadministrs- 
tive expc rises. The lloard’c expenses were within the prescrikd 
11mits. 

SUPERVISION AND EXAMINATION ------ --..-I- 
-’ w%SSirRED INSTITUTX~NS -- --.he.IvD*“.v..- 

The Board’s supcrvicory objoctivcs for insured i.nstitu- 
!.ions are to obtain cornpl iancc with appl icable laws and 
regulations and to avoid the dcvciopnent or continuance of 
unsafe or unsound Zin‘lnciai practices. Supervision is based 
on information obtsinod primarily throuqh the Board’s examina- 
tions of insured inft i tut ions and companies which have a con- 
trolling interest in them and throuqh audits by State ex- 
aminers and indepcndcnt accountants, 

Throuyh it: Ocficrt of Exi3minations and Sunervision, the 
Board supcrvlscs and ~xd991iner; insurecj institutions, which 
includes Federal savfnqn and loan associations; building and 

J 



-  --__c-----.-.-” -  

loon # savings and loan, OK homestead aosdciationn: and 
cmpcKativc banks WhOSE accounts arc? fnoured. Tt also reviews 
W~~ICK lnattero af supervjsbcy interest, such as reserve poli- 
cii..~~ potentiai losses, lending and Loan collection policies, 
chetracter of mortgage loans, csrninqs and.expenses, and con- 
~:gtg~i”ji Gf &Jzpet itive prsctfces wiiij get~ecal stdndirrds of 
t::4 gai+?&qs 2nd loan business. I n supervising StateSchartered 
fnntitutions, the Eoard coordinaten these activities with 
ranpective State hathorities. 

2-w csrry ost its responsibilities, the Office of 
Egnminntions and Supervision had 723 professfopbls an of 
Ber~mber 31, 197%. This staff is assigned tr? 12 district 
ofrtco8 throughout the country and TV the Gcard’s headyuar ters 
iR Washington, D.C. 

During ca.‘endar year 197%) the Office of Examinations 
and Sunervision e-- ,-mined 3,327 Savings and loan Institutions. 
The Board used the examination d3ta to identify problem in- 
8titUtiOiiS discussed on pages I.1 ;tid 12, The Office also 
tmxdc 1 f 285 Otaher examination3 fOK fUch pIK?OSeS r3S approving 
!ZlrjiY-C$@FE3 of as9ociations, appv C>Vi r?? inriurilnce elfgfhility re- 
quirPments, and Fnsuriqg compliance with q?pdicable laws and 
rqulations.. 

Thz examinaticns were made 
I5 mont.hs durin.g 1974, 

u”t intervals which averaged 
a reduction from the prcvfous year’s 

~v~tr+qe of 15.5 months. The Doard’s goal, however, is to 
achieve an examination interval of 12 months. 

As part of our review of the Office of Examinations and 
Bupervf sion, we analyzed and reviewed reports and related 
docu:nents pertaining to assort’nt ioos the !3oerd classif fed 
$318 problem and nonproblem asscciations, and WC discussed the 
rltnulto with appropriate cfficials. On the basis of our 
r~vfow, we found that problem aoeociations were being 
recognized, the classification of problem and nonproblem 
e#cocf.ations appeared reasonab.le, and additional supervisory 
abkxntion was given those associetiorIs experiencing problems. 

5 
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CHAPTER 3 I__-- 

FEDERAL-HOME LOAN BANKS ..e- 

‘rile f3rimary functiGn Gf the 12 Federal horn2 loan banks 
is to provide a credit reservoir for thrift and homefinzncing 
institutions. Any savings and loan association, savings bank, 
or bulldirry and loan association is eligible to became a 
member of a Federal home loan bank if such institntizl makes 
lorig-term home mottcjage loans and meets the other requirements 
of the Board. AX1 institutions whose accounts are insured 
by tho Corporation are members of a Federal home loan bank. 

SOURCE OF FLJ!IDS --1-m- 

The Federal home loan banks ob?ain fun? , for their lend- I 
ing activities primarily from three main sources. 

i 

1, Consolidakca obligations--Bonds and discount notes, 
insued wi~~~-th~~~@~~~ of the Federal Home Loan Bank Beard, 
are the joint and scvcra? obligations of all the banks. 

ACd’orflincg to regulations, the Board may not issue con- 
sol iclntcd oh1 iqations in excess of 12 times the total @aid-in 
ciipit.aj anil reserves of all banks. The banks must maintain a 
tot.;11 irmGar!t of unpledged assets consisting of cash, obliqa- 
tlons GiY, or fully guaranteed by, the United States; Federal 
jcntln; F;r?(‘ured advances; and federally insured or guaranteed 
nior LqdqC:; at 1c;tst equal to the Gutstanding Gblig;tions. 

In contrast to the traditional iong-term bond issues, 
Lhe i);lnkr; ijccjan a new discount note program in May 1374. 
‘I’hjs new program, CGnsisting Gf GbligatiOnS Of 30- tG 270-day 
msturitI,co, serves as a EIeirKs OK interim financing between 
bond nc11 cc, thus expanding the banks’ financing flexibility 
and crrh~ncinq their capacity to raise short-term funds. 

l’hc hanks’ Office of Finance acts as a coordinator and 
i:;L;LIL’:I thcso consolidated obligations. 

. 

2 l f+mher deposits--The banks’ me:nbers provide another 
3oyrp (,I.-- -------(’ 

--I- - . 1 
funds Ihe hanks accept both demand anti time 

dcpo31 t  f :  l Mcmbcrs are ‘not required to maintain car,!, halances , 
with t.hc 17c;lnks: however, the time deposit facilities ,?f the 
tx~nkn cnrtbic members with excess funds to earn intcrcs’., hold 
1 iqgid ~?ccs~- r>.l _ ‘..I, ‘2nd place funds in the s)fctr?m for redistribu- ! 

tion t hrouqh member advances. A portion of memhcr depcsits 
m.?y tu-- ur;~d l,y the banks for making advances. This means 
that tr~rsiJinfng deposits must be heid in a deposit 1iqqidit.v rf 
rcscrvs. i _.,_ 

j 
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3. Capital stock--The banks’ capital stock serves ---- --_----.-._- 
several purposes. It supplies funds for making advances to 
members or for obtaining other earning assets. To the ex- 
‘itnt that it is used for member advances, the capital stock 
outstanding redistributes funds within each bank district. 
1--I. E 1L’. member institution must purchase capital stock to bring 

its holdings equal to 1 percent of their residential mortgage 
portfolio at the end of the preceding year. The act 
stipulates that indebtedness ,Z 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 Secretary 
of the Treasury who has authority to pllrchase bank obl iga- 
tions up to $6 billion. Througi: calendar year 1974 the 
Secretary has exercised his authority in the amount of 
$635 mill ion. 

USE OF FIJNDS ------- __ 

The major uses of bank ft.-ids are advances to members 
and holdings of cash and invzstments. 

1 -I Federal home lOtli3 bank advances--A major purpose of the bank sys~~m-is.-~d-serve .----.--- --- --- 
as an emergency source of i iquidity 

for its members. The basic functions of the member institutions 
are to receive deposits from various savers and to invest 
these funds in long-term mortgages. It is neither econoni.zally 
feasible nor desirable E,,r these institutions to carry enc,ugh 
liquid assets to guard against such contingencies, as smoothing 
imbalances in savings receipts and mortgage ioan disbursements. 
Tnus, tne banks pror-{de the Sunds necessary to meet such con- 
t ingenc ies when tne liquid assets carried for this purpose 
are not sufficient. A basic premise 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 investment- .,--The cash and deposit balances 
dnd secur lty invEt6ents----‘-1- of t,le banks represent their operat- 
ing funds and liquidity reserves. Reserves also are used to 
meet the members’ demands for advances. 
reserves brovide funds to members 

The deposit liquidity 
who withdraw their dcposi.? 

balances at the banks. only a small part of the banks’ 
l;~UiditjJ is maintained i 7 t ne form of cash on dcposit in com- 
meicial 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 
Mor tgage Assoc iat ion, and other secur it ies that are eligible 
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_- ---_---~--- --.-~ - ..- ~----------- - 

for investment by fiduciary and trust funds under the laws 
of the State in which the banks are located. Since invest- 
ments serve the purpose to provide liquidity, a vast amount 
of them have alrays been maintained in relatively shcrt-terr:; 
c.53 igations D 

,7s-.n~“~~ EPmGrtGGs AND DIerzJonLJa -- 

The banks’ retained earnings are placed in two accounts: 
undidlded profits and a legal re=erve. Each bank must semi- 
anni+ally transfer 2c1 percent of. its net earnings to the legal 
reserve until the account equals 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 rata. The banks also pay 
dividends to their members out of earnings. 

OPERATIONS -- 

DUiiiig 1574, bank advances increased 56.7 biilion over 
the previous 1973 record Licjh of $7.2 billion. The banks 
made Jeans of $12.8 bi.?lion and $10 billion and repayments 
of loans were SG.1 billion and $2.8 billion during 1974 and 
1973, respectively. Of the $21.8 billion in outstanding 
advances as of December 31 I 1474, $21 hiliion were secured 
by qledges of collateral comprising horae mortgages, United 
States obfiqations, and ot!?er author Izcd collateral and 
capi:al stock of the banks owned by sorrowing members with 
a t0t~t1 face value of $24.6 billion. 

in May of 1974 the banks undertook a special advance 
program to assist housing. The below-market interest rake 
program was a commitment to make $4 billion available to 
savings and loans at about one-half of 1 percent below 
the cost of funds Lo the banks;. Tn 1974, the entire $4 bil- 
lion was raised in the capital market and more than $3.5 bfl- 
lion was advanced or committed to mcmhcr institutions at a 
1974 subsidized cost of about $5.2 million to the 12 banks. 

Following is a 5-year graphic presentation of bar.k 
advances made during the year and the outstanding yearend 
advances. 

The banks in 1974 surpassed consolidated obligations 
records that had been set only a year earlier. During the 
Year, the banks issued a record $l.:.G, billion in consolidate5 
bonds and retired maturing: obligations of $5.2 billion for 
a net increase in lendable funds of $6 billion of consolidated 

8 



bonds S Also during the year, the banks obtained an additional 
$2.3,$i11ion in funds through the newly established discount 
note program. 

The banks’ participation in consolidated obligations 
stood at $69.4 biilion on December 31, 1974, a record from 
the prestous yearend balance of $14.4 billion. 

Gank profits were also the highest iit history in 1974. 
The banks earned $304 million, of which $139 million was 
returned to members as dividends. For the first time the 
12 banks’ net worth exceeded the $3 bitilion lcvci, 

9 
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FEDERAL SAVIHGS AND LOAN INSURANCE CORPORATION _. ---- ---.,---m 

The Corporation insures aithdr;lwable share and deposit 
accounts in all federally insllred ir,stitutions, assesses and 
collects insurance premiumsp and in:Jpsts surplus funds. In 
addition, it may be appointed receiver 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 OpiatiOn by mading loans to, purchas- 
incj the assets of, or making a contribution to such an 
institution. 

The Congress placed a limie: of $747,473 on the amount 
the Corporation could spend in fiscal year 1974 for adminis- 
trative expenses, excluding supervisory and other services 
provided by the Board. T;?e Corporation’s administrative 
expenses were within the limit. 

To see that insured federally chartsred savings and 
loan associations and similar institut;rns receive appropriate 
supervisory attention when needed, the Board’s Office of 
Examinations and Supervision has developed procedures for 
r-sting each insured institution and for identifying those 
zhoning signs of weakness and trends klhich could later involve 
the Corporation. 

The most serious cases are classified as category I, 
financially critical; cthr serious cases are classified as 
category II, not financially critical but requiring aggressive 
supervisory attention.. The number of problem institutions 
classified as categories I and II, which the Roard follob?s 
closely, and the related estimated insured deposits are as 
f’ol lows; 

Categoq 

Number of Estimated insured 
instituti Jns P---------- 

Dtc, 31, 
deposits 

Dec. 31, Dee, Xl, Dec.ny-- 
1974 1973 1974 1973 -- 

(000 omitted] 

x 9 6 $ 424,682 $ 303,lOS 
II 42 44 - - 2,017,86& 2,009,894 - 

51 50 -- $2,442,548 $2,313,003 - -zz .-___I_ 

L 
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The Corporation’s records showed that financial 
difficulties of fnstitutians requiring its assistance during 
the year ended December 31, 1974, had been caused by unsafe 
and unsound operating practicer;, such as: 

--Excessive compensation of association management. 

--Concentration of lending on substandard security 
properties. 

--Excessive loans made on the basis of inflated 
appraisals. 

--Concentration of loans t0.a few speculative 
borrowers. 

The Board and Corporation encourage insured institutions 
to correct unsound operating practices and to aid institu- 
tions reguiriiig financial asrxstance through contribution or 
merger agreements. These agreemen?.s are negotiated between 
the participating parties and have a specific contract life. 
Althsqh they are financially Coat-y to the Corporatior, they 
are less costly that? the alternative receivership or voluntary 
licjuidation. 

Dtirinq 1.974 preventive actions were taken for two 
aseociatiuns which were in crit.deal finsnc.!*? condit-ion. One 
of the dssociation; was merged; oite received financial assist- 
ance through a lnan and a~ infusion of capita!, l!ndPr a 
financial assistance agreement. A third assoriation and the 
Corporation entered into an assistance agreement. 

At December 31, 1974, the Corporation held assets acquired 
S in discharging its insurance indemnity liability to insured 
’ institutions and established an allowance for losses on these 
.’ assets as follows: 

. . 
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Asset 13006: value 

Assets acquired 
from insured 
institution5 $.61,38&,640 

~dans to insured 
inetitutions and 
accrued interest 62,048,803 

Subrogated account3 
in insured institu- 
tions in liquida- 
tion end related 
intcrest 56,941,702 

Total $1&0,379,185 $15,459,076 

Allowance 
for losses 

$ 8,959,076 

5,000,000 

1,5oo,ooc 

Net value 

$ 52,429,564 

57,048,803 

55,441,742 

$164,920,109 

The aii owance for losses is based on (Ii the evaluations 
and judgments of Corporation officials who consider such data 
2s actual losses experienced by the Corporation, (2) the latent 
finaricial data avaiiatje *n insured inseitutiofis if-1 lif,iQida- 
tion, and (3: rt5ults of independent appraisals made by con- 
tract a?prsisers. 

the book value of assets acquired from insllred institu- 
tions represents urlpaid balance:: of mortgage loans at the 
time of acquisition, the acquisition cost of rn?l e;t.;te and 
cthar assets r -- and eapi ta? i 9nf7 UC is-r- expenditures--such a5 LdXCr- and 
insurance-- less amounts received on the principal of the 
loans, The net value of assets acquired at December 31, 1974, 
was $52 million. 

The loans to insured institutions and accrued interpst, 
net of $5 million allowance for losses, is $57 million. -The 
interest-bearing loans consisted of $61 million to associa- 
tions that required financial assistance and accrued interest 
of $1 million. 

Subrogated accounts of .$54 miXlion represent the rights 
of depositors acquired by :he Corporation through payment to 
the depositors of their insured accounts. Thus the Corpora- 
tion, in place of the ctriginal depositors, has acquired 
claims against the Lissiats of the association. 

RESERVFS AtW RORFOWTNc; .RIJTHORI’rII ---- 

The Corporation’s prL7iarb’ and secondary reserves are 
availabl/: to protect the savlnys of insured account holders 
in insured institutions. Reserves of about $%8 billion 
were available to protcc t insured savings 3f about $235.7 
biflinn in 4,141 institutions at December 31, 1974. 

13 
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The Corporation’s primary and fw2ondar~ reserve.3 are 
avaiia5fc to meet future losses. These reS$ cvee , estci -l-- 
ficheA pursuant to 12.U.S.c. 172? and to Ed!?!fZf3tr=3tfaJc -..C.-. 
actiunp. do not necessarily represent a tneaoure of the in- 
wcance risk which is imponed on the Corporation by pertinent 
fegislet;on. Xn our opinion, the reserves were adeqcate 
to meet potentfaX lossefi that might. r(153~It from problem 
conditions kniwn to exist in specific fnsurcd institutions 
at Decemoer 31, 1474, under c nisting economic con*itions. 
Whether these reserve3 would be adequate during pe.-i.lds of 
severely adverse economic conditions is currently nut detcr- 
mimble. 

The Corporation may draw on three other sources, in 
addition to its rezec*2csI for insurnnce ~IY~OCES. The 
Board may require lnsuvrd institutions 1-c &posit with the 
Corpor 3t ion ‘J? to 1. F;erccnt of their withdrawable deposits. 
The exercise of this *authority as of December 31, 1974, 
*dould 3a-g~ provided funds ~ji ~l,o~t $2.4 billfog to th,c Car- 
poration. (12 U.S.C. 1727(h)) The Corporation may: 

--assess addftional premiums against insured institu- 
tions equal to accumulated losses and expenses of 
the Corporation. Such a6ses6ments against a:~ insti- 
tution in any one year may not exceed one-eiqhth of 
1 percent of the total amount of t!x insured members’ 
accounts. (12 u,s,c* 1727(c)) 

--borrow up to $750 million from the Department of the 
Treasury. (12 U.S.C. 1725(i)) 

The Corporation had not drawn on any of thesce snurces through 
calenda; year 1974. 

-_ 
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SCOPE OF EXAMINATION AND -- -- 
OPINION ON FINANCIAL STATE&!EPJTS 

We have examined the statements of condition of the 
Federal Home Loan Bank Board, thr Federal home loan banks, 
and the Federal Savings and toan Insurance Corporation as 
nf December 31, 1974 and 1973; snd their related statements 
of income, c2xpf2n9esp retained earnings, primary reserve for 
the years then ended: and their statements of chancjes in 
financial position for the year ended December 31, 1974. Olfr 
examinatisn of the accompanying financial statemerts was 
made in accordance with generally accepted auditing standards 
and included such tests of the accounting records and such 
auditing procedures as k2 considered neceesary in the circum- 
5tanCaa ride 

We usedl to the extent possible, the gork of the Board’s 
internal rl*a+tors on +bnip u *.a.% L iitt cx2zination 0 f t y; -2 c r2 r! 5 m % ? L c”\-Lu* iiO3C 
Loan Bank noa:d and the redera Saefdi?qK and Loan Insurance 
Corporation an4 the public accountincj fi~mz’ reparts on their 
audits of the banks, thus reducing the scope of our audits. 

The Board’s statement of acccuntinq principles and 
standards was approved in June 1972, SJe are currently re- 
viewing the Doard’s accounting sjtstem design 

In our opinion, the accompanying financial statements 
(sche-. 1 through 9) present fairly the financial positions 
of th? Board* banks, and Corporation at December 51; 1974 and 
1973; and the results of h Lheir operations far thy boats then 
ended : and the changes in their financial positions fcr the 
year ended December 31, 1974, in conformity with princrplts 
and standards of accounting prescribed by the Comptroller 
Gene;ral of the United States. 

it 
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AT BECEH3EA 31, 1974 .rlNiJ 1973 

1974 

$ 591,567 $ 346,230 
6,650,934 5,2?8,503 

li,le9,044 10,207,445 
1,554,855 943,339 

210,339 ,'?l,lhZ 

$20,496,439 $16,853,339 

$ 3,428,339 $ 3,042,672 
1,846,141 2 ,ii11,538 

10,189,680 -,;- 
-n- 8,86’i ,6b3 

15,464,lGD 

The notes follcwing sc,~cdulr 3 are an jntogral Fart of these staiemcnts. 

1973 -- 

- 
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SCHEDULE 2 SCHEDiiLE 2 

FEDERAL HOME LOAN BANK DOARD 

COMPARATIVE STATEMENT OF INCOME, EXPENSE, AND RETAINED EARNINGS 

F??R THE YEARS ENDEl> DEc:BMBER 31, 1974 AND 1973 

INMMF: 

Pws from exadnatiors of savirp and Icon 
institutions 

iL~sos:;mc?nt.s : 
Federal tome loan banks 
Federal Ssvings and Loan Insurance Corporation 

icrtimbursemellts for services porfcrmcd 
Mi,:ccllaneous 

i'c*rsonncl compemat~on 
i'~~rsonncl benefits 
i"rtivcl and transportation of persons 
F'~:IF. connunication, and utilities 
In:crcst on Federal home loan bank ioww 
L*~preciation of furniture, fixtures and equfpmcnt 
i't!~cxr services 
i'rir,trny an.3 reproduction 
~;uppI~c~s and materials 
!!i:~cclldneous 

Total Expenses 

I vmrl: I.21 MCESS 3 . EXPENSES 
l::i^hl:JED EARNINGS AT BEGINNING OF YEAR 

;, I:"."AT:CCD EARNINGS AT END OF YEAR 

1974 1973 

$12,631,198 $12,340,516 

6,825,863 6,170,170 
15,061,256 11,382,764 

172,531; 225,733 
17,542 28,190 

34,688,399 30,151,373 

'1,973,300 19,371,750 
1,976,577 !,953,911 
3,739,742 2,713,750 
2,062,076 1,739,3n7 

453,391 292,438 
439,600 395,328 

.!,291,387 1,259,359 
405,343 429,827 
321,191 200,600 
322,252 196,192 

32 985 559 ,-L.-L-- 28,552,462 

1,702r83G 1,598,711 
-3,329,449 12730,538 

$ 5,032,2?9 $ .3,329,44T 

$ 
:‘!:,, nOtcS follming schedule 3 are an intngml part of these stafaments. 

!! 
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SCHEDULE 3 

FEQEPJL fiOHS LOAR EAK BOARD 

STATElXN'i OF C'ANCES IN FINANCIAL PGSITION 

FOR THE ITEAR ENDED DECEiG3ER 31, I?74 

FINANCIAL RESOlJRCES hZRE PROVIDED FROM: 
Operations - Income 

6xamfnatLon fees and charges 
Assesaiaents : 

Federal home loan bzwks 
Fedora1 Savings and Loan Insurance Corrpor.'O'f,n 

Reimbursement for services performed to other ay@ndc:: 
Miscellanmos 

Less ” l2fp?nses 
Personnel oom-pens&ion and benefits 
Travd dind trd.rtspo~tdtzon of +-z-sons 
Rznt, communication, and oti lities 
Othc?r 5TFViCC5 
Printinq end reproduction 
su~pplf OS and !Xt6Fia~s 
Intcros:L on Federal home l&in bdnk loans 
MisLce-ilantiovs (other than amortization of lcaschold tmpnwwrntri 

totaling $170,035) 

YBtal resources provided by operations 
Increase in, 

Accounts payable and accrued liabiiities 
Deferred crcdi t - FHLBE oost of quarters 
Empl oyoos ’ accrued annual leave 

Total 

FIRAK'IAL REXWHCES &'ERE APPLIED 'IC: 
Purchase of furniture, fixtures and equipment 
Acquisition of land and building 

. Loans payable to Federal home loan banks 
Increas, - 1 n : 

Accounts remivable 
Other azset9 
Cash 

t;,B25,863 
15,0u1,25i 

172,530 
17,542 

34,G88‘38’, .:.- .___- 

3 ?,949,A77 
3‘739,747 
%,P62,07h 
1,29l,SS7 

4~5,343 
3?1,1'11 
453,491 

152 217 .-.%--.A.-- 
. , !7!,924 ):' 

385,667 
lg,l(r9,60n 

234,603 - ---- 

::J.'1.,1?2,415 I_ .-..- 

:: 1‘344,456 
301,599 

8 ,!369,bBO 

1,422,431 
958,912 
245,337 ----- 

;:I J,i22 415 _ -- _. --.A- .--._- 
‘ib’-&l 
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I. .~ummary of siqn’cicsnt accounting plicies: 

al f’urni turo, Fixtures, .and Equipment - These assets are stated at cost fans 
accumulated depreciation of $1,233,867 and $1,139,2GC at IXff~mbrr 31, lOi’d 
and 1473, respectively. Depreciaticn is conyted on YIC str~lrjht-1~ ne twfht~i 
over the estimated useful lives of the property. 

b! Leasehold Tmprovepnts - Thrao assets are stated at cost IC~R ifccuf~l1etr’d 
amortization, and they are amrtized on the straight-line method over the 

sstircatt3.i uucful life of tile lease. T~ho .let balance of U,ir dcCljUtit r(tr iir- 

significant and is included in other assets. 

Cl Recla9sificatian.s - Certain reclassifications have bean rvtdn in 1973 rlhrr- 
cial statcm?nts to conform to the clssifications used In 1974. 

2 . An addiCionai $7,673,299 is avallabla in a separate fJnd provided f)tJ .lpP:c)pr/nl /~JI!:; 
pursuant to the provisions 0 f the Emergency Home Finance clct of 1970. Krr o/ sloth 
funds is for t!K? purpose of ddjus ting the effecti’ve iltercs C chArqr.~f by L!I+ Ii.~~ik?I 
on s.Clori tnd 1 ong-term borrowing in order to pr”,iote an ord>Ily flrw of IuctJ. irl- 
to residentid c3mtruction. 

. 

3 . Includes about $3.5 million Ai& is Lbe mst of the remaining lartfon of the. 
original site for the new build.ing. 

4. The Board remived advances from the Banks under tiuthority of Suptlon 18 of fhr~ 
f’ederal Home Loan Bank Act for the purpose of constructing an ~fiico buildii#y in 
Washington, D.C. The advances represented aa llnsecured obligrt~on which wl?*i LVJIWI 
repaiai~i in almud imtali=nLs over a 25-year *riod with irrta~wt uI(. 4-l/.?%. 

On December 19, 1974, the Board assessed the lanks $4Q,OOO,uOO, the total ~*tiLirt~~fod 
cost of constructing the building. The advanw of $‘10,189,680, vhf& incIiri!:i.~ 
$8,869,680 charged against the loans payable, is shown as “IJcfcrred CrL~ll1 1 -f’/ll.l:/l 
Cost of Quarters. ” The Board will request payrent of the rmaininrl $29,010, I;‘i) n! 
such time4 and in suci, zmounts as JPPWPJ WPCC~~~)T~ to meet antJ<-i1wcc.J <‘fjl:+f )u~ I ic-rt 
rxpndi tutes. 

K?en the Board occupies the new building, this deferred crpdi t wi 1 1 ltt? ::rl.‘f rmnl I ~ 
cal:y amrtizrd tc ~nc0.w. <,ver 25 years. 

. 

J 
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SCHEOULE 4 

FEDERAL HOME WAN BANKS 

assms 1974 1973 

Cash (note 2) 
frives t.ments, at cx%t inate 3) 
AGVanceS to members (nota 4) 

5 144,392 s 15ti,650 
3,097,415 3,437,495 

21,894,462 15,14?,/13 

Other loans: 
Guaranteed by AID, net (note 5) 
Other FHL .?anks 
Other FHL Banks - special series 
FIlLEti for office building (note 12) 

Total otbcr loans 

84,44) 25,6?*3 
20,003 57,lvw 
70,753 15,203 

8 ~0O.f -----2-- 
175,190 :m ,A;4 

126,38, 85,6SS’ 
1,=:/ 1,449 

fJdn.k pr~mlses and cqufpwont 22,339 
Less : dccumuldecd Jcprecfation and anJrt,eation /6,433! 

hV t book trdlUc? 15,906 

othrlr d5svt9 : 
In‘rcstment in FOLK {note 6) .!00,@03 
DisLwunt on consolidated obligations - bor?&s 144 

. Concessions on consolidated obligations - bonds 21,862 
Prcpid cx,K2me - FIILID cast of quarters (note 121 10,190 
Other prcpo~ d expenstis 1 ,260 

Total other azsets 133,456 

To tsl assets $25,498,750 

The notes folJcwing sclkedulc 6 are an integral prrr of these s’dtements. 
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LIABILITIBS X!.D CAPITAL 

Tot al tfl t ni ned cam1 rigs 

Total capital 

1974 

$ 1,820,241 ; 1,215,09: 
573,291 52P,6 37 

20,000 57,mJo 
70,750 15,200 

2,484,282 

361,541 

1,815,932 

272,218 

2i ,299,350 
583,468 

/2,437,G30! 

19,445,x9 

15,362,280 

(913,fmJ) 

_14,440,2&J 

1,002 
472 

42,097 

44,3.71 

$22,335,412 

2,624,306 2,121,? ‘? 

304,619 
234,413 -.- -.-- 

533,032 

3,163,338 

$25,448,75” -___ 

1973 

4,841 

27,479 

2+4,071 
129,899 ---__- 

:73,970 -- 

2,4Ph I ?@4 

!- 

L t 
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TOat.? 1nco:ne 1,728,507 I ,o??,ssR 

$1,456,871 
230,982 

9,482 
4,737 

450 
16,429 

6,946 
?,6?3 

17,266 23,272 
2,755 543 
2,216 95) 
2,061 1.424 
2,792 1,943 
3,292 2,019 
? ,341 1,374 
3,106 1,837 
! ,523 2,915 

Not fncoma 

Total 0 theE operating expenses 

Tot.91 Exp2rar.s 

33,c54 . . 

1,423,867 

$ 3C4,645r 
Z 

1973 

$ 814,084 
193,3?#7 

5,643 
2,026 

292 

8,143 

741,479 
6,441 
1,482 

62,484 

5.712 

Tho mf-ns fallwing schrtdula 6 are an integral part of these statements. 
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I ,'DERAL HONE LO/t.% Mh'KS 

Totai 

1?74 

s 304,650 

1,764 

9,281 
2 

315,637 -- 

11,777,86i? 
513,302 

649,802 
93,822 
25.173 

$13,385,554 --- 

$1 I,,, ‘;,z -- -~ 

is73 .- 

$ 175,337 

2,679 

163,035 
157,iZR 

42,455 ___.__. -- 

Slfi .hfl5 976 --L-w 

$ i ,Odb ,S5 3 
4?,R3F 

; IT 1,244 
Hfi 

: ,;45,7w 

‘,:P4,!17 
40 ,41,: 
46,355 
li mpr d- -’ 

$?C,r;05,37r; --.-- __- __._ .__.- 

J _, . . 
t V-- 

, 1 
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PZEe”.‘!! HO.Y& LOAN Rk VYS 

NOTES 37 FI.V.WCML STA T&NENTS 

1. Summury of signfficant accw2::ting policies: 
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Under contracts of guerani> , the ha&s may, ir’iti’~out fhc ap,i;oval 05 X.1.3., 
swl.1 particLp.~tin~ interest to members of any Federal how ioan bar*%. T.5 r- 
outstanding loan balances are reported net OC parricjpat:ocs tota1ir.F 
$137,803,000 and S112,71&,COO as of December 31, 1974 an2 2373, rcSpcct1Yb.i. 

The outstanding Loan balances bear interest at rates raryirrg fro.71 7.25t to 
8.8754, and nature between 20 and 30 years. 

The ban!is receive service fees for these loans ay&mt which &rect eir.r<:~~~,ti.s 
&ssociated w1c.1 the financing arrangements are netttid. Tha bal dnce JS c’rtrcrrod 
and amrtized into incom at 1% per mnL.9. 

r a. Xnvevtment in the Federal Kom Loan Xortgage Corporzt!on - T!zc in:,est.Trt !n the 
Federal Home Loan Mrtgaye Corporation, which is wholly-wned by the Fcdarol 
horn loan banks, is stated at cw.st and consists of lOJ,OOJ silarcs on twr:-vut~rq 
capi tal s tad, all of which is outs tanding. These shares had an r;nd?rIy;,?y 
book value of about $126,307,000 and $121,315,000 a.9 of Ikcember 31, 1974 and 
1973, respectively. 

7. Consolidated Obligations - Consolidated Federal home lam bank obfiqat;‘in*; Jr,’ 
t.h-- j0i.qt 2nd 5O-.?Od O~I~~S~IC.~S of ell Fcdcrel hnm Ioan Iwnk4. Tlr- or/rarand; n*J 
obligations of the Federal horn loan banks , including the pass thrwuqh L1 the 
Fedora1 Home Loan Mortgage Corporation, as of Bxembcr 31, 1974 and 197) VJ-? 
S2i,B3G,3f01000 and $15,362,200,000, respectively. 

Regul ations repfre the banks to lmaintain unpledywi qmlify9n7 e55spW tn nrt 
rzmount wuzl to the cmsolidated obtigJ,tiom ou??tan~ing. “~Xi~ifyJC:, rl’.?r’tcj ,” 

are defined as cash, obligations of or fully guaranteed by the United .S~AIO~~, 
wcur-L~d advances, and federally insured or guaranteed mrtqnt;c%c. 

The fol.lo?;Jing is a sumry of t.90 bar&s’ partidpat!on in wnsolic!31cd OD!:~dtzrm’: 
us Of Dwxmbrr 31, 1974 (in thousdmis): 

E0nd9 -- 
Ran:d of 

c-dpon rates Outs tending 

Ci 5 coun t notes 
LJook i’s r 
va! !J” rrd I V,’ -- _--_ 

;575 5.675 - lJ.60 $ 5,2t:,o*m ~.r75,Riia $d4:,.rl:i 
1776 7 . 3 - 3.5s Q,lO,fl‘?” -- -- 

1977 ” 1979 6.75 - 9.50 d ,OOO,OGO -- -- 
l9EO or aftor 6.6C - 8.75 1 ,234,.= -- -.. I_- 

$I 4,004,3SR $‘r35,8rrP s‘r‘l 1,4,: ) -- _ .-_-- ---.- -_-- __I.- (1 
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l’?fl_) or after 7,375 - a.75 1 ,ln@,Jw -- -- -- -- 
$ d ,2YO ,000 $145,819 S147,6G7 .-- ----. --- -- 
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$ 190,033,548 

socuri ties 225,837,856 
4,013,605 
6,503,OOO 

fnscjtutions 3,533,128 
fntcmet income on advance contributions 
niscci1 anneous f nm.me 
'GJ?qz ra t.! ng i LCG.ma 

216.182 
427,369 

4’30,558,688 -- 

Administrative cxpnrjes 667,194 
-Services rendarad Ly .Federsl .S%z? Loan 

Dank Board 15,04L,256 
Insurance settZemnt and other ~~-J~JXTES 2,198,806 
iAi;rilOcri ted i;onadminis traizi ve expenses 1,433,353 
Xr?L pr0vision for losses (note 31 16,528,318 
Interest applicable to premium prepayments 

credited to members' equi ty in secondary 
reserve - RQ,l58,962 

Totai expenses 125,027,889 

Income before extraordinary item 
Extraordinary item-Write off of allcwanrr- 

for losses on a-sets acquired 

305,530,799 

-- 

Net income trarsferred to primary 
reserve 

The ~zotfs fo1iowing .s&cdule 9 arc an integral -art of those statcmcnt~. 
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E.CHEDULE 9 SGHECfJLF, 9 

FEDERAL SAVINGS AND LOAhl INSURANCE CORPOIUITION 

FOR THE YEdR ENDED DECEMBER 31, 1974 

FINANCIAL RESOURCES WERE PROVIDED FROM: 
Opsrations- 

Insurance premi urns and admission fees 
(other than tra.nsfer from secondary Reserve 
to pau insurance premiurrtz of $56,409,652) 

Interest on investment securities 
Interest on loans to insured imtitutions 
Interest on subrogated accounts 

Income on assets acquired from insured institutions 
Other income 

Less: Xdministrative expense5 
Services rendered by the FHLl?E 
Insurance settlement and other expenses 
Unallocated nonadministrative expenses 

Total resources provided & operations 35Q,ROR,41? 

becrease in: 
i&-sets acquired from insured ins&i tutions 
Loans to insured institl*tions and accrued interest 
Subrogat~ed accounts rn i.zured institutiozs in 

liquidrtion and related interest 
Deferred c:darqes and other assets 

Increase in: 

4,411,lOO 
7,323,5.16 

9,164,71? 
1 2 , 5 5 .I 

Mrscellaneous accrued and other liabilities 
Deferred credits . 

Total 

FI::ANCIZCG RESOURCES WERE APPLIED 'IV: 
i* %ret additions to investment securities 

Increase in: 
Accounts receir,abie 
Accrued in te res t on i rives tmcn t 

Refund of Secondary Reserve 
iontributio~s to insured imstitutiorti 
ksscs on assets acquired 

. 
I Incrc~asc in cash 

Total 

667,1')4 
lz;,Odl ,25A 

2,198,tWD 
1,433,34:r -- i9,3JO,G,c19 .- 
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125.9 
$3,468.2 

1974 

a-13,9.=2 649 
1,706,79C 
6,660,369 

; 9,959,C76 

1973 

S5~,141,190 

11,862,116 
31 ,3&,125 -~- 

$:3,91?,6.?7 
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$ 1,500,00Q -__ -._--_ ,--.-.Ld 
8 i,500,000 
-.-- 

$25,802/5@7 
3.392.403 

$ I  ,991,9?3 

1,982,17-Y 

$ - 
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nPBENDIX I - -- APPENDIX-I 

FRIXCIPAL OFFICIALS OF 

THE FEDERAL HO?4E LOAN BANK BOAR2 AND -II ----- 
-TEE FEDERAL SAVINGS AND LIVI‘.T .,*.Lir”---.4d 7 ~&XI TtJ~riRANrF CORPOR$\TION 

-- 

RESPONeIBLE FOR THE ACTIVITIES 

DISWSSED IN THIS REPORT 

Tenure of office 
From To 

FEDERAL HOME LOAN BANK BOARD 

BOARD OF DIRECTORS: 
Garth @iarston, Acting 

Chairman 
Grady Perry, Jr. 
Thomas R. Bomar (note a) 

Apr. 1974 June 3939 
3une 1973 June 1977 
3une 197.7 ZUile 1955 

THE FEDERAL SAVINGS AND LOAN INSURAMCE CORPOFtATION 

DIRECTOR: 
Richard Platt, Jr. Sept.. 1973 Present 

a/ Fir. Bomar resigned as Chairman and Member of the Federal 
Home Loan Bank Board8 effective June 20, 1975. 
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