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Why GAO Did This Study 

The Housing and Economic Recovery 
Act of 2008 (HERA) created the 
Federal Housing Finance Agency 
(FHFA) and gave it responsibility for, 
among other things, the supervision 
and regulation of the housing-related 
government-sponsored enterprises: 
Fannie Mae, Freddie Mac, the 12 
federal home loan banks, and the 
Office of Finance. Specifically, FHFA 
was assigned responsibility for 
ensuring that each of the regulated 
entities operates in a fiscally safe and 
sound manner, including maintenance 
of adequate capital and internal 
controls, and carries out its housing 
and community development finance 
mission. HERA also requires FHFA to 
annually prepare financial statements, 
and further requires GAO to audit 
these statements. 

Pursuant to HERA’s requirement, GAO 
audited FHFA’s fiscal years 2011 and 
2010 financial statements to determine 
whether (1) the financial statements 
were fairly presented and (2) FHFA 
management maintained effective 
internal control over financial reporting. 
GAO also tested FHFA’s compliance 
with selected laws and regulations. 

What GAO Recommends 

GAO is not making any 
recommendations in this report. In 
commenting on a draft of this report, 
FHFA stated that it accepted GAO’s 
audit findings and it would continue to 
work to enhance its internal controls 
and ensure the reliability of its financial 
reporting, its operational soundness, 
and public confidence in its mission. 

What GAO Found 

In GAO’s opinion, FHFA’s fiscal years 2011 and 2010 financial statements are 
fairly presented in all material respects. GAO also concluded that FHFA had 
effective internal control over financial reporting as of September 30, 2011. GAO 
found no reportable instances of noncompliance with the laws and regulations it 
tested. 

FHFA's fiscal year 2011 financial statements include costs for the FHFA Office of 
Inspector General (OIG), which make up approximately 10 percent of FHFA's 
fiscal year 2011 costs. While the OIG was established in 2008 by the enactment 
of HERA, the Inspector General was not confirmed by the U.S. Senate until 
October 2010.  Therefore, there were no OIG costs to be reported in FHFA's 
fiscal year 2010 financial statements.   

In early September 2008, Fannie Mae and Freddie Mac were placed into 
conservatorship by the Director of FHFA, with the stated intent to stabilize these 
entities. The assets, liabilities, and activities of the two entities, Fannie Mae and 
Freddie Mac, are not reflected in FHFA’s fiscal years 2011 and 2010 financial 
statements, based on determinations by the Office of Management and Budget 
(OMB) and the Department of the Treasury (Treasury) that they do not meet the 
criteria for inclusion in the financial statements of the U.S. government or the 
Treasury under federal accounting concepts, though Treasury records an asset 
for its investments in the two entities and a liability for future payments to these 
entities on its financial statements. Specifically, OMB and Treasury concluded 
this because the entities are not currently reflected in the federal government’s 
budget and because the conservatorship arrangement is considered to be 
temporary. FHFA management concurred with this conclusion. Should 
circumstances change, this conclusion would need to be revisited. 

From early September 2008 through September 30, 2011, Fannie Mae and 
Freddie Mac have received about $169 billion in direct financial support from 
Treasury in exchange for Treasury’s purchase of the entities’ senior preferred 
stock. Additionally, Fannie Mae and Freddie Mac are requesting $7.8 billion and 
$6.0 billion, respectively, in additional support from Treasury due to losses 
sustained for the quarter ended September 30, 2011. Over the longer term, 
Congress and the executive branch face difficult decisions on how to restructure 
the entities and promote housing opportunities while limiting the risks to 
taxpayers and the financial markets. 

GAO noted matters involving FHFA’s internal control that were less significant 
than a material weakness or significant deficiency, but which nonetheless merit 
management’s attention. GAO will be reporting separately to FHFA management 
on these matters. 

View GAO-12-161. For more information, 
contact Steven J. Sebastian at (202) 512-3406 
or sebastians@gao.gov. 

http://www.gao.gov/products/GAO-12-161
http://www.gao.gov/products/GAO-12-161
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United States Government Accountability Office 
Washington, DC 20548 

November 15, 2011 

The Honorable Tim Johnson 
Chairman 
The Honorable Richard C. Shelby 
Ranking Member 
Committee on Banking, Housing, and Urban Affairs 
United States Senate 

The Honorable Spencer Bachus 
Chairman 
The Honorable Barney Frank 
Ranking Member 
Committee on Financial Services 
House of Representatives 

This report presents the results of our audits of the financial statements of 
the Federal Housing Finance Agency (FHFA) as of, and for the fiscal 
years ending, September 30, 2011 and 2010. These financial statements 
are the responsibility of FHFA. This report contains our (1) unqualified 
opinions on FHFA’s financial statements, (2) opinion that FHFA’s internal 
control over financial reporting was effective as of September 30, 2011, 
and (3) conclusion that our tests of FHFA’s compliance with selected 
provisions of laws and regulations disclosed no instances of reportable 
noncompliance during fiscal year 2011.  

The Housing and Economic Recovery Act of 20081

                                                                                                                       
1 Pub. L. No. 110-289, 122 Stat. 2654 (July 30, 2008).  The law gave the Director of the 
FHFA authority over Fannie Mae, Freddie Mac, the federal home loan banks, and the 
Office of Finance. The 12 federal home loan banks and the Office of Finance, whose 
primary function is to issue and service all debt securities for the banks, make up the 
Federal Home Loan Bank System.   

 established FHFA as 
an independent agency empowered with supervisory and regulatory 
oversight of the housing-related government-sponsored enterprises: 
Fannie Mae, Freddie Mac, the 12 federal home loan banks, and the 
Office of Finance. The Act requires FHFA to annually prepare and submit 
financial statements to the Director of the Office of Management and 
Budget (OMB) and requires GAO to audit the agency’s financial 
statements.     
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FHFA continues to carry out its responsibilities as conservator of Fannie 
Mae and Freddie Mac to ensure that these entities continue to meet their 
mission requirements of providing liquidity and stability to the secondary 
market for residential mortgages, participate in programs such as the 
Home Affordable Modification Program to help borrowers at risk of 
foreclosures, and take actions to reduce costs to taxpayers and attain 
solvency. FHFA placed both entities into conservatorship in September 
2008 in the wake of their deteriorating financial conditions with the 
objective of stabilizing them. From September 2008 through September 
30, 2011, the entities have received about $169 billion of direct financial 
support from the Department of the Treasury (Treasury). Additionally, 
Fannie Mae and Freddie Mac are requesting $7.8 billion and $6.0 billion, 
respectively, in additional support from Treasury due to losses sustained 
for the quarter ended September 30, 2011. FHFA, OMB, and Treasury 
maintain that the conservatorship arrangement is not intended to be 
permanent. Over the longer term, particularly with continuing uncertainty 
about future economic conditions, Congress and the executive branch will 
face difficult decisions on how to restructure Fannie Mae and Freddie 
Mac and promote housing opportunities, while limiting the risks to 
taxpayers and ensuring the stability of the financial markets. It will be 
necessary for Congress to reevaluate the roles, structures, and 
performance of Fannie Mae and Freddie Mac and to consider options to 
facilitate mortgage finance while mitigating safety and soundness and 
systemic risk concerns. 

 
We are sending copies of this report to the Chairman of the Federal 
Housing Finance Oversight Board, the Secretary of the Treasury, the 
Secretary of Housing and Urban Development, the Chairperson of the 
Securities and Exchange Commission, the Director of the Office of 
Management and Budget, and other interested parties. In addition, this 
report will be available at no charge on GAO’s website at 
http://www.gao.gov. 

If you or your staff have any questions concerning this report, please 
contact me at (202) 512-3406 or sebastians@gao.gov. Contact points for  

 

mailto:sebastians@gao.gov�
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our Offices of Congressional Relations and Public Affairs may be found 
on the last page of this report. 

Steven J. Sebastian 
Director 
Financial Management and Assurance 
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To the Acting Director of the Federal Housing Finance Agency 

In accordance with the Housing and Economic Recovery Act of 2008 
(HERA), we are responsible for conducting audits of the financial 
statements of the Federal Housing Finance Agency (FHFA). In our audits 
of FHFA’s fiscal years 2011 and 2010 financial statements, we found 

• the financial statements are presented fairly, in all material respects, 
in conformity with U.S. generally accepted accounting principles; 

 
• FHFA maintained, in all material respects, effective internal control 

over financial reporting as of September 30, 2011; and 
 
• no reportable noncompliance with laws and regulations we tested. 
 
The following sections discuss in more detail (1) these conclusions; (2) 
our conclusions on FHFA’s Management’s Discussion and Analysis and 
other accompanying information; (3) our audit objectives, scope, and 
methodology; and (4) agency comments and our evaluation. 

 
FHFA’s financial statements, including the accompanying notes, present 
fairly, in all material respects, in conformity with U.S. generally accepted 
accounting principles, its assets, liabilities and net position as of 
September 30, 2011 and 2010, and its net costs, changes in net position, 
and budgetary resources for the fiscal years then ended.  

As discussed in note 1B of the financial statements, FHFA’s fiscal year 
2011 financial statements include, for the first time, the activities and 
transactions of the FHFA Office of Inspector General (OIG). While HERA 
established an OIG for FHFA, the Inspector General was not confirmed 
by the U.S. Senate until October 2010. Therefore, FHFA's fiscal year 
2010 financial statements do not include costs for the OIG. The activities 
and transactions of the OIG represented approximately 10 percent of 
FHFA's fiscal year 2011 costs. 

As discussed in note 1A of the financial statements, FHFA’s fiscal years 
2011 and 2010 financial statements do not include the assets, liabilities, 
and activities associated with Fannie Mae and Freddie Mac. In early 
September 2008, less than 2 months after FHFA’s establishment, the 
then Director of FHFA placed Fannie Mae and Freddie Mac into 
conservatorship under the authority of the Federal Housing Enterprises 
Financial Safety and Soundness Act of 1992, as amended by HERA. 

United States Government Accountability Office 
Washington, DC 20548 

Opinion on Financial 
Statements 
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FHFA’s goal in placing the two entities into conservatorship was to 
stabilize them with the objective of maintaining normal business 
operations and restoring safety and soundness. From early September 
2008 through September 30, 2011, about $169 billion in direct financial 
support from the Department of the Treasury (Treasury) has been 
provided to Fannie Mae and Freddie Mac. Additionally, Fannie Mae and 
Freddie Mac are requesting $7.8 billion and $6.0 billion, respectively, in 
additional support from Treasury due to losses sustained for the quarter 
ended September 30, 2011. Shortly after Fannie Mae and Freddie Mac 
were placed in conservatorship, the Office of Management and Budget 
(OMB) and Treasury determined that the assets, liabilities, and activities 
of these entities would not be included in the consolidated financial 
statements of the federal government or those of the Treasury, although 
Treasury records an asset for its investment in Fannie Mae and Freddie 
Mac and a liability for future payments to the two entities in its financial 
statements. In making this determination, OMB and Treasury concluded 
that because the entities were not listed in the section of the federal 
government’s budget entitled “Federal Programs by Agency and 
Account,” and because the nature of the conservatorships and the federal 
government’s ownership and control of the entities were considered to be 
temporary, the entities did not meet the conclusive or indicative criteria for 
inclusion in the federal government’s or Treasury’s financial statements.1

 

  
OMB reaffirmed this conclusion with respect to fiscal years 2009, 2010 
and 2011. FHFA management concurred with this conclusion. 
Consequently, FHFA did not include the assets, liabilities, and activities of 
Fannie Mae and Freddie Mac in its fiscal years 2011 and 2010 financial 
statements. Should circumstances change, such as the inclusion of 
Fannie Mae and Freddie Mac in the federal budget or a determination 
that the current degree of federal control and ownership of the entities is 
other than temporary, this decision would need to be revisited.  

FHFA maintained, in all material respects, effective internal control over 
financial reporting as of September 30, 2011, that provided reasonable 
assurance that misstatements, losses, or noncompliance material in 
relation to the financial statements would be prevented or detected and 
corrected on a timely basis. Our opinion is based on criteria established 

                                                                                                                       
1 The conclusive and indicative criteria used in deciding what to include as part of a 
financial reporting entity is included in Statement of Federal Financial Accounting 
Concepts No. 2, Entity and Display. 

Opinion on Internal 
Control 
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under 31 U.S.C. § 3512 (c), (d), commonly known as the Federal 
Managers’ Financial Integrity Act of 1982 (FMFIA). 

During fiscal year 2011, FHFA made progress in addressing internal 
control deficiencies that we noted during our audits of FHFA’s fiscal year 
2009 and 2010 financial statements. These deficiencies involved matters 
related to accounting and monitoring procedures, access controls, and 
information security management that remained unresolved at the 
conclusion of our fiscal year 2010 audit. Although FHFA has made 
progress in addressing those deficiencies, not all actions were completed 
as of the completion of our fiscal year 2011 audit. During our fiscal year 
2011 audit, we also identified additional deficiencies in accounting 
procedures and controls over FHFA’s information security. We do not 
consider the remaining deficiencies from our fiscal years 2009 and 2010 
financial audits, and those found during our fiscal year 2011 audit, 
individually or in the aggregate, to constitute material weaknesses or 
significant deficiencies.2

 

 We have communicated these matters to 
management and, where appropriate, will report on them separately.  

Our tests of FHFA’s compliance with selected provisions of laws and 
regulations for fiscal year 2011 disclosed no instances of noncompliance 
that would be reportable under U.S. generally accepted government 
auditing standards. The objective of our audit was not to provide an 
opinion on overall compliance with laws and regulations. Accordingly, we 
do not express such an opinion. 

 
FHFA’s Management’s Discussion and Analysis and other accompanying 
information contain a wide range of information, some of which is not 
directly related to the financial statements. We did not audit and we do 
not express an opinion on this information. However, we compared this 

                                                                                                                       
2 A material weakness is a deficiency, or a combination of deficiencies, in internal control 
such that there is a reasonable possibility that a material misstatement of the entity’s 
financial statements will not be prevented or detected and corrected on a timely basis. A 
significant deficiency is a deficiency, or combination of deficiencies, in internal control that 
is less severe than a material weakness, yet important enough to merit attention by those 
charged with governance. A deficiency in internal control exists when the design or 
operation of a control does not allow management or employees, in the normal course of 
performing their assigned functions, to prevent or detect and correct misstatements on a 
timely basis. 

Compliance with 
Laws and Regulations 

Consistency of Other 
Information 
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information for consistency with the financial statements and discussed 
the methods of measurement and presentation with FHFA officials. On 
the basis of this limited work, we found no material inconsistencies with 
the financial statements, with U.S. generally accepted accounting 
principles, or with OMB Circular No. A-136, Financial Reporting 
Requirements.   

 
FHFA management is responsible for (1) preparing the financial 
statements in conformity with U.S. generally accepted accounting 
principles, (2) establishing and maintaining effective internal control over 
financial reporting and evaluating its effectiveness, and (3) complying with 
applicable laws and regulations. FHFA management evaluated the 
effectiveness of FHFA’s internal control over financial reporting as of 
September 30, 2011, based on the criteria established under FMFIA. 
FHFA management’s assertion based on its evaluation is included in 
appendix I. 

We are responsible for planning and performing the audit to obtain 
reasonable assurance and provide our opinion about whether (1) FHFA’s 
financial statements are presented fairly, in all material respects, in 
conformity with U.S. generally accepted accounting principles, and (2) 
FHFA management maintained, in all material respects, effective internal 
control over financial reporting as of September 30, 2011. We are also 
responsible for (1) testing compliance with selected provisions of laws 
and regulations that have a direct and material effect on the financial 
statements and (2) performing limited procedures with respect to certain 
other information accompanying the financial statements. 

In order to fulfill these responsibilities, we 

• examined, on a test basis, evidence supporting the amounts and 
disclosures in the financial statements; 

• assessed the accounting principles used and significant estimates 
made by management;  

• evaluated the overall presentation of the financial statements;  
• obtained an understanding of the entity and its operations, including 

its internal control over financial reporting; 
• considered FHFA’s process for evaluating and reporting on internal 

control over financial reporting that FHFA is required to perform by 
FMFIA; 

Objectives, Scope, 
and Methodology 
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• assessed the risk that a material misstatement exists in the financial 
statements and the risk that a material weakness exists in internal 
control over financial reporting; 

• evaluated the design and operating effectiveness of internal control 
over financial reporting based on the assessed risk;  

• tested relevant internal control over financial reporting;   
• tested compliance with selected provisions of the following laws and 

their related regulations: 31 U.S.C. § 3902 (a), (b), (f) – Interest 
penalties under the Prompt Payment Act; 31 U.S.C. § 3904 – 
Limitations on Discount Payments Under the Prompt Payment Act; 5 
U.S.C. § 5313 – Positions at level II; 12 U.S.C. § 4515 – Personnel; 
12 U.S.C. § 4517(h) – Appointment of accountants, economists, and 
examiners; Continuing Appropriations Act, 2011, as amended by 
Continuing Appropriations and Surface Transportation Extensions Act, 
2011; Presidential Memorandum on Freezing Federal Employee Pay 
Schedules and Rates That Are Set by Administrative Discretion, 75 
Fed. Reg. 81829 (Dec. 29, 2010); Federal Employees' Retirement 
System Act of 1986, as amended; Social Security Act of 1935, as 
amended; Federal Employees Health Benefits Act of 1959, as 
amended; 12 C.F.R. Part 1206 – Assessments; and Federal Housing 
Enterprises Financial Safety and Soundness Act of 1992, as amended 
by the Housing and Economic Recovery Act of 2008; and 

• performed such other procedures as we considered necessary in the 
circumstances. 

 
An entity’s internal control over financial reporting is a process affected by 
those charged with governance, management, and other personnel, the 
objectives of which are to provide reasonable assurance that (1) 
transactions are properly recorded, processed, and summarized to permit 
the preparation of financial statements in conformity with U.S. generally 
accepted accounting principles, and assets are safeguarded against loss 
from unauthorized acquisition, use, or disposition, and (2) transactions 
are executed in accordance with the laws governing the use of budget 
authority and other laws and regulations that could have a direct and 
material effect on the financial statements. 

We did not evaluate all internal controls relevant to operating objectives 
as broadly established under FMFIA, such as those controls relevant to 
preparing statistical reports and ensuring efficient operations. We limited 
our internal control testing to testing controls over financial reporting. Our 
internal control testing was for the purpose of expressing an opinion on 
the effectiveness of internal control over financial reporting and may not 
be sufficient for other purposes. Consequently, our audit may not identify 
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all deficiencies in internal control over financial reporting that are less 
severe than a material weakness. Because of inherent limitations, internal 
control may not prevent or detect and correct misstatements due to error 
or fraud, losses, or noncompliance. We also caution that projecting any 
evaluation of effectiveness to future periods is subject to the risk that 
controls may become inadequate because of changes in conditions, or 
that the degree of compliance with the policies or procedures may 
deteriorate. 

We did not test compliance with all laws and regulations applicable to 
FHFA. We limited our tests of compliance to selected provisions of laws 
and regulations that have a direct and material effect on the financial 
statements for the fiscal year ended September 30, 2011. We caution that 
noncompliance may occur and not be detected by these tests and that 
such testing may not be sufficient for other purposes.  

We performed our audit in accordance with U.S. generally accepted 
government auditing standards. We believe our audit provides a 
reasonable basis for our opinions and other conclusions. 

 
In commenting on a draft of this report, the acting Director of FHFA stated 
that he was pleased to accept the audit findings that FHFA’s fiscal years 
2011 and 2010 financial statements were presented fairly, that it 
maintained effective internal control over financial reporting, and that 
there had been no instances of reportable noncompliance with laws and 
regulations tested. The acting Director also commented the agency would 
continue to work to enhance its internal controls and ensure the reliability 
of its financial reporting, its soundness of operations, and public 
confidence in its mission. 

The complete text of FHFA’s comments is reprinted in appendix II. 

Steven J. Sebastian 
Director 
Financial Management and Assurance 

November 9, 2011 

Agency Comments 
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