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

This  report presents our unqualified opinion on the Federal 
F inanc ing Bank's financ ial s tatements  for the years ended 
September 30, 1985 and 1984, and our reports on the bank's 
s y s tem of internal accounting controls  and on its  
compliance with laws  and regulations . The opinion 

'emphasizes  the uncollec tibility  of a portion of the bank's 
loan and interes t receivable amounts by the federal 
government and the exis tence of s ignificant weaknesses in 
the bank's internal accounting control- s y s tem. 

The bank has reported $153.5 billion of loans  receivable 
and $4.8 billion of interes t receivable on its  balance 
sheet. A portion of the loans  receivable and accrued 
interes t receivable are not fully  collec tible by the 
federal government. Because these amounts are guaranteed 
by federal agencies , collec tibility  by the bank is  assured 
even when the borrowers default. However, when an agency 
must write off a loan, that agency obtains  an appropriation 
to pay the bank, which subsequently  must pay the Department 
of the Treasury for the corresponding amount borrowed. In 
these ins tances , the federal government is  repaying the 
defaulted loans . 

During fisca l year 1985, the bank's s y s tem of internal 
accounting controls  had s ignificant weaknesses, with the 
corresponding ris k  that errors or irregularities  in amounts 
material to the financ ial s tatements  could occur and not be 
detec ted within a reasonable time period. To compensate 
for control weaknesses, we used alternative audit 
procedures to tes t and verify  the reasonablenes s  of amounts 
reported in the fisca l year 1985 financ ial s tatements , our 
report on internal accounting controls  and appendix  I 
provide details  on our findings  and our--recommendations  for 
improvement. 

In commenting on a draft of this  report, the Treasury 
F iscal As s is tant Secretary agreed with our general findings  
and the applicability  of most of our recommendations . In a 
wiritten response, the As s is tant Secretary outlined a series  



of actions subsequently undertaken to correct the reported 
-weaknesses. These comments were considered in preparing 
our final report and are included where appropriate. 

The Federal Financing Bank, an instrumentality of the U.S. 
government within the Department of the Treasury, helps 
federal agencies to finance the marketable federal 
securities they issue or guarantee. The bank is subject to 
the budget and audit provisions of the Government 

' Corporation Control Act that are applicable to the wholly 
owned government Corporations named in 31 U.S.C. 9101(3). 
We conducted our examinations pursuant to the provisions of 
31 U.S.C. 9105 and in accordance with generally accepted 
government auditing standards. 

We are sending copies of the report to the Director of the 
Office of Management and Budget, the Secretary of the 
Treasury, and the President of the Federal Financing Bank. 

gjL..ji~~g;~ 

Comptroller General 
of the United States 

_ . 
” 
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United States 
General Accounting OfTice 
Washington, D.C. 20548 

ComptroLler General 
of the United States 

B-206830 

Board of Directors 
Federal Financing Bank 

We have examined the accompanying statements of financial 
position of the Federal Financing Bank as of September 30, 
1985 and 1984, and the related statements of income and 
changes in retained earnings, and changes in financial 
position for the years then ended. Our examinations were 
made in accordance with generally accepted government 
auditing standards and, accordingly, included such tests of 
the accounting records and such other auditing procedures 
as we considered necessary in the circumstances. 

The Federal Financing Bank's system of internal accounting 
controls had significant weaknesses. Internal accounting 
controls are necessary to provide management with 
reasonable assurance that assets are adequately 
safeguarded, that transactions are properly recorded, and 
that financial reporting is reliable. Our preliminary 
review of internal accounting controls and substantive- 
audit tests disclosed significant weaknesses in the bank's 
control environment, resulting in a risk that errors or 
irregularities in amounts material to the financial 
statements may occur and may not be detected within a 
reasonable time period. Subsequent to our audit, the bank 
has taken actions to correct the significant weaknesses in 
internal accounting controls. A detailed discussion of the 
bank's internal accounting control weaknesses is contained 
in our accompanying report on internal accounting controls. 
To compensate for the weakness in internal accounting 
controls, we used alternative audit procedures to test and 
verify the reasonableness of the amounts reported in the 
financial statements. 

Since the bank does not have detailed records of the 
specific loans made by the agencies to. borrowers and the 
related loan documentation, we reviewed the loan agreements 
between the bank and the agencies which summarized monthly 
or quarterly funding requirements and established the 
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interest rates and terms the agencies used in making loans. 
The receivables reported by the bank represent the amounts 
due to the bank from the agencies. 

The bank has reported $153.5 billion of loans receivable 
and $4.8 billion of interest receivable on its balance 
sheet. A portion of the loans receivable and accrued 
interest receivable reported by the bank are not fully 
collectible by the federal government. As discussed in 
note 1 to the financial statements, an allowance for loan 
losses has not been established because loan principal and 
interest are, with few exceptions , guaranteed by federal 
agencies. When an agency writes off a loan, the agency 
obtains an appropriation to pay the bank, which 
subsequently pays the Department of the Treasury. 

In our opinion, the financial statements referred to above 
present fairly the financial position of the Federal 
Financing Bank as of September 30, 1985 and 1984, and the 
results of its operations and the changes in its financial 
position for the years then ended, in conformity with 
generally accepted accounting principles applied on a 

of the United States 

. . - 
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REPORT ON INTERNAL ACCOUNTING CONTROLS 

We have examined the financial statements of the Federal 
Financing Bank for the years ended September 30, 1985 and 1984, and 
have issued our opinion thereon. -As part of our examination, we 
made a preliminary study and evaluation of the system of internal 
accounting controls as required by generally accepted government 
auditing standards. This report pertains only to our study and 
evaluation of the system of internal accounting controls for the 
year ended September 30, 1985. Our report on the system of 
internal accounting controls for the year ended September 30, 1984, 
is presented in GAO/AFMD-85-50, June 11, 1985. 

The purpose of our study and evaluation was to determine the 
nature, timing, and extent of the auditing procedures necessary for 
expressing an opinion on the bank's financial statements. For 
purposes of this report, we have classified the significant 
internal accounting controls into the following categories: 

-- borrowing cycle, , 

-- expenditure cycle, 

-- financial reporting cycle, and 

-- lending cycle. 

Because of internal accounting control weaknesses, our study and 
evaluation was limited to a preliminary review of all of the 
control categories listed above. We did not test and evaluate the 
controls; instead, we expanded our substantive audit tests to 
determine the reasonableness of reported account balances. 

During fiscal year 1985, the bank's internal accounting 
control environment had significant weaknesses. Our preliminary 
review and substantive audit tests disclosed that the weaknesses in 
the bank's control environment resulted in a relatively high risk 
that errors or irregularities in amounts material to the bank’s 
financial statements may occur and may not be detected within a 
reasonable time period. We found some of the bank's accounting 
records were incomplete and erroneous. As a result, management did 
not have reasonable assurance that assets were adequately 
safeguarded, transactions were properly recorded, and financial 
reporting was reliable. 

The bank did not have formal, up-to-d-ate accounting policies 
and procedures manuals to provide a basis for recording and 
reporting the various'accounting transactions, *-T,pe importanCe of 
current and complete manuals was first brought to management'r 
attention during our fiscal year 1979 audit. During fiscal year ' 
1985, the lack of accounting policies and procedures manuals became 
a critical problem when the accounting manager left the bank. 
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Without manuals to describe account ing transactions and-tasks, the 
remaining staff did not have the knowledge or guidance necessary to 
maintain the accounting records and correctly account for the 
bank’s business activity. More specific examples of the impact of 
the resulting breakdown of internal accounting controls follow. 

-- Neither the general ledger nor supporting subsidiary 
ledgers were regularly or accurately maintained during 
fiscal year 1985 and could not be used to prepare the 
annual financial statements. Accounting staff made 
numerous recording errors and approximately 20 percent of 
the entries to the general ledger during 1985 were made to 
correct previous entries. Also, subsidiary ledger balances 
did not match general ledger balances because subsidiary 
records were not promptly updated. Interest receivable 
accrual amounts produced from these incomplete subsidiary 
ledgers contained numerous errors and required audit 
adjustments to 12 of the 29 active accounts. 

-- The bank’s general ledger cash account was behind schedule 
in its periodic reconciliation with supporting 
documentation or with Treasury reports, When the 
reconciliation as of September 30, 1985, between the 
general ledger and Treasury report was performed in March 
1986, the bank’s records showed $801 million less than 
Treasury’s balance of $802 million. The bank corrected the 
difference in May 1986 to show the actual cash balance, 
which was about $1 million. 

-- Certain types of the accounting transactions were processed 
incorrectly during 1985. Each of the interest receivable, 
interest payable, and administrative expense accrual 
accounts was handled incorrectly and inconsistently. 
Therefore, the account balances did not provide correct 
information on the actual amounts receivable or the amounts 
payable. Transactions were often grouped in batches and 
only the net amounts recorded. Errors were difficult to 
detect and correct because the bank’s journal-entry 
documents did not provide a clear audit trail to support 
the general ledger entries. 

WV Treasury reports of bank borrowing and repayment activity 
were inaccurate during 1985 due to errors made by both the 
bank and Treasury. The external Treasury reports--the 
‘Monthly Treasury Statement” and the “Treasury 
Bulletin”-- understated bank borrowings by $438 million. 
Bank personnel did not discover the error because internal 
and external reports were not reviewed-land reconciled in 
fiscal year 1985. The bank did not correct its externally 
reported borrowings until after May 1986, 
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To compensate for the weakness in the internal accounting controls, 
we used alternative audit procedures to verify financial statement 
amounts. Therefore, the weaknesses reported above, while material, 
did not affect our opinion on the Bank's financial statements for 
the year ended September 30, 1985. 

A detailed discussion of our findings is presented in 
appendix I. 

CONCLUSIONS 

The bank fails to fully comply with internal control standards 
and to routinely perform certain accounting practices. The lack of 
accounting manuals and the inconsistent recording of transactions 
has prevented the bank's general ledger from providing accurate and 
complete data which can be relied upon for management decisions. 
Each year, the bank's general ledger has required extensive 
adjustments to produce financial statements. Throughout the year, 
the general ledger does not provide reliable information on the 
status of the bank or any individual account. As a result, the 
general ledger does not provide bank management with reliable 
financial data as a ,basis for its decisions. 

RECOMMENDATIONS 

We recommend that the Secretary of the Treasury direct the 
bank's president (the Treasury Under Secretary for Finance) to 

T- develop formal accounting policies and procedures manuals, 
including examples of typical accounting entries for loan 
transactions; 

-9 maintain the general ledger and subsidiary ledgers on a 
routine basis and perform periodic reconciliations of the 
ledgers; 

-- perform periodic reconciliations of cash between the bank's 
general ledger and the reports from Treasury; 

-- review and reconcile external reports, particularly 
Treasury reports on the loan accounts; and 

-- record transactions properly and consistently. 
Specifically, the bank should 

1. establish procedures to account for accruals which 
would provide for fair statement of account balances 
throughout the year. For example, one generally 
accepted approach is to reverse yea-r-end accrual 
entries on the first day of the next fiscal year, and 
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2. require that all accounting transactions be sudported 
by clear and complete documentation or eliminate the 
batching of transactions that result in the recording 
of "net" transactions in the accounting records. 

AGENCY COMMENTS AND OUR EVALUATION 

In a July 30, 1987, letter commenting on a draft of this 
report (see appendix II), the Treasury.Fiscal Assistant Secretary, 
who is also the Federal Financing Bank Vice president and 
Treasurer, agreed with our findings that the bank's system of 
internal accounting controls had significant weaknesses during 
fiscal year 1985. The Assistant Secretary acknowledged the 
applicability of our recommendations and outlined a series of 
actions undertaken to correct the reported weaknesses, The 
Assistant Secretary indicated that a new Loan Management and 
Control System is currently being developed which will include a 
standard general ledger component. The new automated system is 
expected to provide the complete documentation--including a users' 
manual, an accounting procedures manual, and pro forma accounting 
entries--necessary for the recommended daily operations manual. 
The Loan Management and Control system will replace the current 
subsidiary ledgers and provide for overnight updating of the 
integrated general ledger, thereby ensuring the recommended routine 
maintenance and reconciliation of the ledgers. s This automated 
system is also expected to provide the recommended clear and 
complete audit trail for all accounting transactions. Until the 
new system is fully operational, the Assistant Secretary stated 
that all manual procedures for providing backup documentation for 
general ledger entries have been strengthened and sufficient staff 
resources have been assigned to perform monthly reconciliations of 
the general ledger cash account and the Treasury report of the 
bank's undisbursed appropriations account (TFS 6653). We agree 
that, when fully implemented, these procedures and the new system 
will address most of the major concerns raised in our report on 
internal accounting controls. 

The Assistant Secretary stated that the reversal of accrual 
entries was handled correctly in fiscal year 1985. We disagree 
with this position since beginning accrual account balances were 
not reversed until the last day of the fiscal year, immediately 
prior to entering the new accrual amount for September 30, 1985. 
If the bank elects to use reversing entries, accounting personnel 
must understand the rationale for such entries and the necessity 
for making those entries immediately upon opening the books for the 
new fiscal year. 

The Assistant Secretary also stated that federal agencies are 
not required to reconcile external Treasury reports. Although the 
bank may not be required to review and reconcile external, 5Sreasury 
reports, in particular the "Monthly Treasury Statement" and the 
"Treasury Bulletin," we believe that bank personnel should perform 
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this function. The Congress, other agencies, and the publ!c rely 
on these publications for information on bank loan activity, and 
only bank personnel are in a position to detect and correct 
reporting errors. Such review would require minimal staff time and 
result in better, more accurate public reporting. 

10 
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REPO R T  t2M CCMPLIAMCE W ITH LAW S AND REGULATIONS 

W e have examined the financ ial s tatements  of the Federal , 
F inanc ing Bank for the years ended September 30, 1985 and 1984 and 
have issued our opinion thereon. O ur examinations  were made in 
accordance with generally  accepted government auditing s tandards 
and, accordingly , inc luded such t 'ests of the accounting records and 
such other auditing procedures, inc luding tes ts  of compliance with 
laws  and regulations , as we considered necessary in the 
c ircumstances. 

O ur review of the enabling legis lation of the Federal 
F inanc ing B'ank and that of the various  agency borrowers/guarantors 
focused on the Federal F inanc ing Bank's borrowing and lending 
authority  and the authority  of the agencies  to borrow/guarantee 
such loans . This  report pertains  only  to our review of compliance 
with laws  and regulations  for the year ended September 30, 1985. 
O ur report on compliance with laws  and regulations  for the year 
ended September 30, 1984, is  presented in GAO/AFMD-85-50, June 11, 
1985. 

In our opinion, the Federal F inanc ing Bank complied with the 
terms and provis ionq of laws  and regulations  for the transactions  
tes ted that could have materially  affec ted the bank's financ ial 
s tatements . Nothing came to our attention in connection with our 
examination that caused us to believe that the bank was not in 
compliance with the terms and provis ions  of laws  and regulations  
for those transactions  not tes ted. 

11 
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FINANCIAL  S T A T E M E N T S  

S ta te m e n t o f F inanc ia l  Pos i tio n  

A S  O F  S E P T E M B E R  3 0 , 1 9 8 5  A N D  1 9 6 4  (No te  1 )  

A S S E T S  m -em-e* - -  
Funds  with U .S . T reasu ry  

Loans  rece ivable  (No te  2 )  

A cc rued interest  rece ivable  
(No td !t 3 )  

Cap i ta l i zed interest rece i vab le  
. (Note:  4)  

L IA B IL ITIE S  A N D  C A P ITA L  - - - - - - - - - - - - -c -c-c- - - - -  
L IA B ILTT IE S  b  
-we-e -w- - - -  
Bo r row ings  from  th e  U .S . T reasu ry  

(Na te  5 )  

A cc rued intcreat payab le  to  th e  
U .S . T re6rsu ry  

Cap i ta l i zed interest payab le  to  th e  
U .S . T reasu ry  

O the r  i iabili t ies 

To tal  l iabili t ies 

C A P ITA L  - m m .m " - m  
R e ta ined  ea rn ings  (Note  6 )  

To tal  l iabiii t ies a n d  capital  

1 9 8 5  1 9 8 4  w-- - - - - - - -e-*  - - - - - - - - - -w- -  
( In thousands )  

s 9 9 9  

1 5 3 ,5 1 5 .3 5 5  

4 ,4 9 1 ,6 3 2  

!I 1 ,0 0 0  

1 4 4 ,8 3 6 ,1 6 2  

4 ,8 3 7 ,1 1 8  

3 6 9 ,5 7 3  -e- - - - - - - - - - -  
$  1 5 6 .3 7 7 ,5 5 9  - -m --w-- - - - - -  - -w- - - -e - - -e -  

4 0 5 ,7 9 5  
-~~~ - - - -~ - -~ -  

t 1 5 0 ,0 8 0 ,0 7 5  - - - - - - - - - - - - -  - - - - - - - - - - -c -  

8  1 5 3 ,5 1 5 ,3 5 5  $  1 4 4 ,8 3 6 .1 6 2  

4 ,4 4 0 ,9 5 3  

3 5 9 ,9 8 1  

3 1 1  - -m -- - - -w- - - -  
1 5 & ,3 1 6 ,6 0 0  

4 .7 6 1 .5 3 6  

3 9 4 .3 9 3  

1 9 5  - - - - - - - - - - - - -  
1 5 0 ,0 1 % .2 6 6  

6 0 ,9 5 9  67 ,809  
- - - - - - - - - - - - -  - - - - - - -m.-- - - -  

$  1 5 8 ,3 7 7 ,5 5 9  8  1 5 0 ,0 8 0 ,0 7 5  - - - - - - - - - - - - -  - - - - - - - - - - - - -  - - - - - - -w- - - - -  - - - - - - - - - - - - -  

1 2  
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StaWItWnt Of Income and Changee; in Retained Earnings 

FOR THE YEARS ENDED SEPTEMBER 30, 1985 AND 1984 

1985 1984 
-e---w--e-w-- -~~~~~-~-~~-- 

-(In thousands) 

REVENUE: 

Interest on foam 

EXPENSES: 

Interest on borrowings 
Administrative expenses 

Total expenses 

NET INCOME 

Beginning retained earnings 

Net income 

L;;ztzr;zyfers to the U.S. Treasury 
* 

Ending retained earnings 

$ 17,214,711 ---------w--- 

17.015,905 
2,099 w-w----w----- 

17,016,004 -----w--w-w-- 
% 196,707 ------w------ -aw-e-e------ 

$ 67,809 

196,707 

203,557 
---v--------- 

$ 60,959 ------..-v-w-- w*--------e-- 

3 3.5,990,282 
w---ww------- 

15,811,553 
1,265 ------w--e--- 

15,812,818 ..-----w--w--- 
is 177,464 --w-w-------- ----a-w--we-- 

$ 60,757 

177.464 

170,412 --------e---- 
$ 67.809 m-B..- ========----- 

The accnmpanying r.otes are an incegrai part of these f inanciai 
statcmenzs. 

_- ;L 
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~tatexnent of Changes in Financj.gl position 
1 

,I-,.,? &p 

'\ t' 

FOR THE YEARS ENDED SEPTEMBER 30, 1985 AND 1994 

1985 1984 
-e-e-e-w--w ---e------- 

(In thousands) 

Cash provided *"-e-m ....--..--- 
Nat income 

Add (deduct) items  not requiring cash: 
(Increase)/d~ctsase in accrued 

intwest reccivablt 
(Incraasei/decraase in capitalized 

interest receivable 
Increasc/(dtcrtase) in accrued 

interest payable 
hcraase/(decrease) in capitalized 

interest payable 
(increast)/d&crease in other 

liabilities 

Cash provided from  operations 

Increase in borrowings from  the 
U.S. Treasury 

Total cash provided 

Cash applied emmPm..---w--c 
Increase in loans receivable 
T ransfers to the U.S. T reasury 

Total cash applied 

increast/(decrease) in cash 

%  ” 196.707 

345,486 

36,222 

(340.563) 

(34,412) I 
116 -w--------- 

203,556 

S,679,193 
----m ------ 

S,S82,749 ----------- 
l 

S,679,193 
203,557 ---M --w---- 

8,882,750 --e---w---- 
$ (1) __--------- ----------- 

§i 177,464 

(317.071) 

233,410 

907.426 

(230,819) 

23 
----------- 

170,434 

8,754,412 
_---wL----- 

6,924.046 
--ew------- 

0.754.412 
170,412 --w-------.- 

0,924,024 
----------- 

§! 22 ---- =======---- 

. 



Notes ta the Financial Statements 

AS OF SEPTEHBER 30, 1985 AND 1984 

Note 1. 

The Federal Financing Bank, which was created by the 
Federal Ftnancfns Bank Act of 1973 (12 USC 2281) at an 
instrumentality of the U. S. government within the 
Dapartmamt of Tr~aaury, helps federal agencies to 
finance the marketable federal securities they issue or 
guarantee. To finance the Bank's purchase of agency 
debt, Zoan assets and guaranteed securlt$es, the 
Federal Financingb Bank borrows the required funds from 
Treasury, paying the same interest rates Trea;;uy would 
pay if it borrowed tha funds in the market. 
lower interest rat;es result because Treasury borrows 
the funds to finance the debt securities, saving 
administrative and underwriting costs for the 
participating agencies. 

The finano;lal statements are prepared on the accrual 
basis, 

The Bank has not established an allowance for loan 
losses becaust loan principal and interest are 
guaranteed by federal agencies and are backed by the 
full faith and credit of the Il. S. government; 
exceptions are: direct loans to the Tennessee Valley 
Authority ITVA) that are not guaranteed by the United 
States and are payabie from TVA's net power proceeds, 
and the loan to Oregon Veterans Housing which the Bank 
made as a result of Congressional action. 

The Bank is subject to the general supervision and 
direction of the Secretary of the Treasury. As 
provided by law, thar Secretary of the Treasury, or his 
designee, acts as Chairman of the Board of Directors. 
The Bank's accounting operations are conducted by 
Treasury's Financial. Management Service fFMS). The Bank 
reimburses Treasury for the facilities and services of 
FMS, the Office of the Secretary, and the General 
CounPiel. The Bank borrows funds from the Treasuw to 
finance t&t loans it makes. 

_-. - 
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Substantially all of the Bank's empl.oyees are covered 
by the Civil Service Retirement System, which is 
currently two-tiered. For tmplsyeea hired prior to 
January 1, 18184, the Bank withholds approximately 7 
percent of their gross earnings. Their contribution 
is then tsa%t;ched by the Bank and the sum is transferred 
to the Civil Service Retirement Fund, from which this 
emplcrpes group will receive retirement benefits. For 
employees hired on or after January 1, 1984, the Bank 
wfthhcrl;ds, em addition to social security withholdings, 
approximately 1.3 percent of their gross earnings, but 
matches such withholdings with a 7 percent 
cnntribution, as above. This second group will 
receive retirement benefits from the Civil Service 
Retirement System along with the Social Security 
System, to which they currently contribute. 

Although the Bank funds a portion of pension benefits 
under the Civil Servicq Retirement System relating to 
its employees and makes the necessary payroll 
withholdings from thsm, the Bank does not account for 
the assets of the Civil Service Retirement System nor 
does it fiave actuarial data with respect to accumulated 
plan benefits or the unfunded pension liability 
relative to its employees. These amounts are reported 
by the Office of Personnel Management for the 
Retirement System and are not allocated to the . 
individual employers. 

Capitalized interest and items in the statement of 
changes in financial position have been reciassified 
in the 1984 financial statements in order to conform to 
the presentation usad in 1985. 

Note 2. 

Loans receivable include agency loans purchased, loans 
to nonfederal entities, and direct loans to agencies. 
Agency loans purchased are either notes or pools of 
loans sold by federal agencies in the form or‘ 
certificates representing share of ownership in the 
loan pool. The selling agencies guarantee the 
principal and interest repayments on the notes or 
certificates. Loans to nonfederal entities are ioans 
made to nonfederal borrowers whose obligation to r*pay 
the principal and interest is guaranteeh by a fedattri 
wpencp. Ijiract leans to agencies are d&t sccurftl.es 
istud to the Eank by agenclas that art authorized by 
Congrass to *borrow to finance thtir.act$vi?,jas. 
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Note 3. 

Note 4. 

Now 5. 

Note 6. 

Loans receivable as of September 30, 1985 and 1984 
include the following: 

1985 1984 
[000's] [000's] 

Agency loans purchased 
net of discount/grsmium 

Loans to nonfed entities 
Direct loans to agencies 

$68,164,44? 
53,574,899 
31,776,OOQ -"-c----m-- 

$153,515,355 ------m---- e--m---m--- 

$63,346,864 
50,957,234 
30,532,064 ----ww.---- 

$144,836,162 
==Iz=z=zsr= 

As of September 30, 1985 and 1984, there ware 
unadvanced loan commitments of 829 and 831 billion 
respectively. 

The Bank charges its borrowers an interest rate that is 
equivalent to one-eighth of a percentage point more 
than the rata it pays the Treasury. The resulting 
income is used to cover administrative costs. See note 
6 for transfers to Treasury. 

Capitalized interest is interest that has been earned 
by the Bank but not received when the loan matures and 
is replaced by a new loan. The individual notes specify 
the borrowing agency's option with regard to 
capitalizing interest. 

To finance its loans, the Bank borrows from the 
Treasury. Under the Federal Financing Bank Act of 
1973, the Bank.may, with the approval of the Secretary 
of the Treasury, borrow without limit from the U. S. 
Treasury. 

Pet-d Ea-s Tuqferred to the U S Treaw . I 

In August 1981, the Board of Directors authorized the 
Bank's Treasurer to pay to the General Fund of the 
Treasury, as soon as practicable after each calendar 
quarter, any cash in excess of the amaunt required to 
cover administrative expenses. The amount of the 
excess is determined by the Bank's president or two 
other officers. Generally, any cash in UXCT~SS a9 I1 
million is trabfsrred. Transfers wtra, made to 
Tra~aury totaling $204 million during fiscal year 1985 
and $170 million during fiscal yeArc1984. 

17 
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Supporting Receivable and Payable Tables 

Federal Financing bank 
Loans and Intertst Rtceivabie 

borrmin9s Jnd Intern! PJyJble to ircrcury 11 
Scpteebcr 30, 19% 

Ijn thourmdr) 

Princical 
Amount hrturity Interest RJtc 

Agent? or Progrrr Dutstrndinq II Range krngr 21 
--muII w-w mw-v e--s --u--w. --I-m-- -*--_w- 
A9cncy Lornr Purchased 
----------L-I 

Overstu Privrte Jnvnt Carp S b,ljb l-2 yews 7.143-08.375 
Fmers Hoar Iloam, Us tept of 

Iqriculture WWCBD) 31 64,369,606 l-26 yrarr 7.420-16.516 
Frurrl Elcctrifirrtlon 

thin. USDAIRD) 3i 3,724,367 21-36 years 8.100-15.325 
Ncdical Faciliticr, Dcpt 

of Hraltr! inn Hurm 
Srrvicrs (HHSi 122,E2; lb-39 years 7.716-i& 625 

Health Lintenanct, fitiS 169.25’ 14-21 years 7.681-15.334 
Sri11 business Aorrn fSbAr 4/ 32!914 15 yerrs 7.746 

--I-------- 

SUbtOtJl % 68,104,44C 
,,,a v-w-m-- 

Loans to lfonfrderal Entities 
--IL---m.---..*----- 

Defense Security 
krsistrnce Aocntv I 16,6%,547 2-36 wars LOG-lb,606 

Accrued Capital ‘d Accrued Capital ‘c 
Interest Interest interest Interest 

keCeiVJble Receivable Payabit PIYablC 
muI -w-w -we. m-w-----  

% 205 % JPB 

3,636,436 

6 

3,063,617 

6 

2,557 
2;793 

lb6 

2,i65 
2,ezo 
(162141 

u---s- 
13,041,691 
--w-*-s 

S3,06?,33 
-- -v-w- 

%  437,624 
157 

16,566 
1,77b 

45,197 

0 
0 

6iiJ hVK, kDi of kJVy 

Ship LMinQ, PrOt Of kJVy 
kurJ1 Elrc Adrjn, USDA 
Studrnt LoJn ?lJrkeiq Ilcsor. 

bJDt of Edutatlon 
hat Plains Gasificarioc 

Assot, ttpt of Energy (DGE1 
kothtrrrl Energy Pro], DGE 
Lou km Public Housing, tept 

of Housing and &Dan 
Developrrnt MJD) 

block Grmts 166, HUC 
Yew Corruni ty Devei Carp, HUD 
6uar Power Iluthority, Dqt of 

lntcrior (DfrI) 
Virpio Isirndr, DO1 
krilrryr fill Dept of 

Trrnsportation (DDi) 
YarhingtE fletro lrrca Transit 

Authority, DOT 
Gtnerrl Serviccr Adain 
!$JtCCllI, kJtjDnJl irWDIlJUtiCs 

Jnd @JCr Adsin 

S,E?l 7 wars 9. L46-13,361 
1,313,Obb o-3 rontn5 1.215(r7.605 

21.6751456 O-35 ytrrs b. 699-15. Bbl 

5,666,00Q JO-11 years 7.Obb-IC.773 

0 
6 

2,148,253 35-26 years 10.673-Jb. 183 256,757 ?fD, 264 
2P9,573 3-26 years 8.248-lb.759 13,361 13,2t3 
33,536 16 yeari 8.060-66.750 447 447 

35,125 19 ycrrs 11.731 1% 155 
26.269 22-23 years i.656-12.701 6% 645 

153,615 l-22 years 8.074~Ib4tj5 5,652 545i2 

29 years 6.356 
15-19 yrrrr e.266-61.125 

j,6Ef 
13,OBf 063,775 

667,595 7 yrarr l6.b43-12.746 
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Fcdcrrl Finrncinp bank 
Loans md lntcrcrt Aetrivrble 

korro*inps md ~ntaest Payable tc 7rrmry II 
September 30, 1985 

lin thousands) 

h9MCy or Progin 
----------w--e 
brll business Investrent 

Principrl 
droun t Lturity 

OutstandIng II Range 
-e-----I 

Corporation, Sbl 
Strtr/Lorrl Devcl --SO, SBk 
Seven States Energy Corp. TVk 
State of Oregon, Vets Housing 

l,O23,913 O-10 years 
59S16BS O-26 years 

l,bSf,392 l-3 wmthr 
66!600 doe 

I------w- 

s 53,5?4,8?9 Suototrl 

Dmrt Lwor to kgencw 
--------------- 

Export-lurort binr oi tne U.5. 
TV& 
k8tlonal twit Union Rdtin, 

Central Liauidity Frcllitv 
US Arifww RESOC, DiIT 
us Postal Scwcr 

Subtoia! 

TOTAL 

. 

I 15,4r~9,046 l-10 years 
14.381,000 (I-3G wars 

G-3 rDr.tns 
O-26 years 

IS-16 year5 

Rcrrurd 
Interest Rate Interest 

krnpr 2i keceivrble 

7.005-15.745 S 30,215 
10.034-15.736 29,741 
7.215-07.605 9,699 

7.300 0 
--I- 

c 9?1,734 
---- 

7.157-15,701 5 132,715 
7.705-14.9iG 321,359 

7.28507.645 1,565 1,539 
?.155-OS,615 I 4,457 
7.9Qb16.475 14,370 14&t 

we----- s-e--- ----w-- 
$ 475,004 s 4,457 s kL4.bkS 

-e--s--- --v----- ---w----- 
*4,491,634 Gt9,573 $4.440.955 

Ill~~U*=Ol *ZX==SXt ~LILTL=~ 

Cqitrl ‘d Accrued hoi tai ‘0 
Interest lntrrcst Interest 
keceivrblr Payable PayrPiC 
----m I---- -v-w-- 

s 29,880 
20,529 
9,539 

0 
-- -e-w 

$365,116 ) 961,972 
--w*v ---I-- 

s-----c 
S355J94 

-w--w- , 

s 4,x; 

11 Loans kcccrvrblc fror each agency or prograr equal the bnrror:ngs fro8 the U.-. C Treasury un~ch flnmrd the loans 
to the agency or orogrw See note 1 ta the finanuai staterents. 

21 Rates we detrrtined bv various factors including tnr returity of the obligot~on, the interest and Drinclcai 
rrpryrent sch~oult, purchase price, prepayrent priviicges, and the service charge. See note 3 to the flnanclai 
strtrrmtr. 

3/ Ccrtificrtrs of bmcfiria! Drnrrship (CiCs) are registered securities which provioc the owner an undividcc intertzt 
in a pool of agency Iolns receivable. 

41 Soee reprpmts rrdr by the 51111 business Adrinirtration, as guarantor1 cannot be clrssifled brtncm prUGoa! an: 
interest. because of tne irrrtcrirl amount, the bank rcd~ccr accrued interest rrcrivrbir by the entire mount. 

-- .- 
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Federrl Finrncinq Benk 
Lam end Interest hecti v&bit 

&orra~irer md interest Peyrblc to 1rc&sufy I/ 
Srptmbtr 30, 1984 

(in umlrmlis) 

Principrl 
nbolwnt llrtwrity lntetest Rate 

hqenr;y w Progrrr Ollctitmdmg 11 Rope funqt 21 
------ II-- ---v ----ma -- 
lyltnty Loans Fwcbtttd 
-we-. 

Ovtm8r Prjwtt lnrtot i&p * 10,979 9-13 yrrrr 5.756-08.375 
frrrers Hore kdein, US Dtpt ti 

Lpricul turt WMVC#l 5i 59,511,0(10 S-20 yrarr 7,440-16,516 
Rural Electnfrcetion 

Rdrin, USDA/LB0 31 5,536,707 29-X’ ytrrr B. 104-15.325 
Hedicrl facilities, %Dt 

of Mtrlth and Huern 
Strvices (MHS) 131,959 23-25 yews 7.778-10.563 

Htrlth O~aintmfxt, HHS 116,127 19-22 ytrrr . 7.681-13.995 
6~~11 Irrrsims ldein (SW 4/ 40,092 JE yerrr ?,74L 

WI-II 
Subtotrl I b&346,864 

I------ 

iorns to Nontederll Entities 
I-.-- --mm--- 
Defense Security 

I~crirtmrr Aqtncy s 17.110,941 O-30 yeilrt 7.146-16.608 
6ill Rivtr, hpt oi Ywv 
tbrl Eltr Mtin, HM 
StuSdtnt Lman twkfftinp bsmc, 

kpt oi tducrtim 
Grtrt I*ians fierificetion 

RLCOC, Dtpt of Entrpy (803 
6totherwl Enerpy fmj, DDi 
Lw FItnt Public iiwjng, Dcpt 

of Housing md Urban 
Orvtloprent MJD) 

block Grmts 106, MD 
liea Coeeunity Dave1 Cm, HUD 
6urr Pow Authority, Btpt oi 

Interim WI 

3,085 
20,587,WI 

B-10 Gtars 9,asr-13.301 
2-35 pus 7.381-16.245 

Virgin 15irnQr, DO1 
kilnryr 511, hDt nf 

Trtnsportttion [DOT) 
Nmhin9tm hem lrta lrrnr~t 

lufhwityl DOT 
6enerrl Servicer Adein 
6pmc01, IWoa~l Atrmautjcr 

end Lwt Adrinirtrmon 
See11 burintss Invtstten: 

Cwpwrtim, SBR 

. 

5,000,000 11-15 yetrr a,abl-1~.2OO 

1,290,OOO (r-21 yam 10.785-14.345 
6,254 O-l ytarr 10.940-11.213 

2,lfa,477 29-36 ytrrs lO.b73-16,163 
200,284 O-21 yalrE 9,a2a-16.094 
33,wo N-20 ytarr B.Ooo-Ob. 750 

36,000 9 vtarc 14,255 1,265 1,25k 
2b,677 26-30 wars 7.856-12.701 657 64S 

359,609 4-26 years 8.074-16.135 

177,000 29 ytrrr 6.350 
413,317 21-27 year5 8.206-09.162 

954 * 664 

660,284 

6-5 years 16,643-14,289 

3-10 yews 7,cw15,745 
20 

Accrued Capital ‘d llccrutd C8pitrl ‘d 
Interest intatst Intnert interest 

keccivable Rtcriv 51 Payrblt Ptyrblt 51 
--m-w m-m -rr- 

I 303 

2,062,179 

0 

2,713 
3,013 

Gbl)ki 
w--w 

12,667,a47 
-v-w- 

s 403,904 
0t 

526,3Sfi 

65,926 

37 716 I 
ll@ 

263,013 S 
7,599 

444 

6,G7b 

3,685 

743 

13,349 109,342 

124,932 273,319 

24,848 _ - - 

s 289 

2,831,576 

0 

s 399,46C 
62 

514,401 

65,161 

34,967 
113 

260,364 S 7oi 
7,512 

444 

6,004 

3,714 
Ii,% 103,255 

122,942 266,335 

24,570 



. 

Ftbr~l Finanrins Bank 
Loans md Intwcn ikctivablc 

krrorings and interest Payable to Trrarury I/ 
Stptlmimr 30, 1984 

tin thousanda) 

Principal Accrued 
nraun t tlaturi ty Intrrcrt Rate Interest 

Apenry or Program Dutrtcndjng 1/ kaqe krrgr 2t Receivable 
-w--m -c----L-- w-- uw--- U.-l---- ---w 
Statallocal PaveI--503, IiiEA s 354,586 192S yrarr 10.351-f5.736 1 11,848 
Sam Rater Enifrpy Carp, TWA 1,555,!i3 3 rmthr 11,245 14,554 

--*-e-m WV- 
Subtotal 1 fO,P57,234 tl,!iOO,456 

---w-m- 

Direct Loans to Aptnritr 
---..I-------- 

Export-impart bank of tht 0.5. s ls,be9,846 
NA G,435,006 
Yrtimal Credit Union Adam, 

Cmtrrl Liouidity Facility 268,895 
Us Railray &ISDL, I% 51,321 
US Postal Scrvict l,Q67,000 

,,,,L-,-- 
SubtPtll 1 3b,532,064 

..*-e-w-w-L-- 

TOTAL $144,6b,ib: 
m.ams~#~~ 

P-15 ytrrs 7.157-15.701 s 130,069 
0-3fi ytarr 7.625-14.905 303,633 

l-3 rD!hhs Ir;.365-11.325 3,718 
3 ronths 10.435 1,897 

lC-25 vtaf5 7.800-06.200 29,476 
-r---r- 

1 468,815 
--w--m 

$4,W,118 

i 
Capitrl ‘d Jkcrued Capital ‘d 
lntacrt Interest Interest 
ktrciv 51 Payable Prytcllt 51 

w-w. --- -- 

c 11,728 
14,w 

-- N-11 --- 

1383,403 $1,486,7p9 t372JOl 
-c - --- 

3,614 
t 22,392 1,867 1 22,692 

2B,e90 
--s-- ----.I .-e--w- 

t 22,392 1 443,336 S 22,092 
--we u----w- -m---- 

1405,79S $4,7B1,516 S394,343 
ssB8ms* -SS,SSllt sULII*OI 

1/ Loans fimivablr fror erch rgenc? Or propraa equal tbt borrorinps fro@ tht U.S. Treasury which finan:rd tht lDanS 
to the agtocy or prograr. Set note 1 to the financial staterants. 

ii Rrtrr art deteraired by variws factors inciudinp tht raturity of tht obligation, the intcrtst and princioal 
rcpayrcnt schedule, purchnsr price, prepayrent privileges, and the service charge, See nott 3 to the financial 
strtrnmtr. 

31 Cwtificatts of kntficial hrrrkip XI&9 urc rrgisttred rrcuritirs rhicb providt tht Owner an undividtd >nttr@st 
in a pool of r9ancy loans rectivablt, 

I/ 3~ rmayaents rade by the &all burinm Ldrinistratron, as 9uarantor, cannot be c1assifitd brtwrm PrinCiDal and 
intmst. Ercrwte of tht irrsttriri anount, the Banh reduces accrued interest rcctivablr by the entim anOunL 

3/ kpitalitrd iaterwt rrcaivrblt and payable aus incluted in Accrued interest rectjvable and pryanlr in tlit fista) 
ytr 1964 financial staterents: capitalized inttrest has been separattd for purposes of consirttncy rith the 
fiscal year 3985 prrsmtation. 
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APPENDIX I 

DETERIORATION OF THE BANK'S 

INTERNAL ACCOUNTXNG CONTROLS 

INTERNAL ACCOUNTING CONTROL WEAKRESSES 

Our preliminary review of the Federal Financing Bank's 
internal accounting controls and our substantive audit tests 
disclosed significant weaknesses in the bank's control environment, 
resulting in a risk that errors or irregularities in amounts 
material to the financial statements may occur and not be detected 
within a reasonable time period. Internal accounting controls 
provide management with reasonable assurance that assets are 
safeguarded, that transactions are properly recorded, and that 
financial reporting is reliable. Details of the bank's internal 
accounting control weaknesses are presented below. 

Lack of Accounting Policies . 
and Procedures Manuals 

The bank's gerieral ledger system could not be relied upon to 
safeguard resources and provide reliable financial data to 
management. The bank did not. have accounting policies and 
procedures manuals to provide a basis for recording and reporting 
its accounting transactions. This lack of documented policies and 
procedures was first noted in our 1979 audit and reported in a 
management letter dated February 28, 1980. The lack of formal 
manuals became a critical problem in early 1985 when the accounting 
manager, who provided the institutional knowledge for the proper 
treatment of accounting transactions, left the bank. This manager 
had developed the general ledger and was responsible for its 
maintenance and the production of required financial reports. He 
had also assisted in automating some of the subsidiary ledgers and 
was one of the few staff members familiar enough with the automated 
systems to maintain them. The remaining staff had neither the 
necessary knowledge nor the manuals to provide needed guidance on 
recording and reporting general ledger transactions. 

General Ledger Not Maintained 

Standard accounting practices include routine updates and 
maintenance of an entity's general ledger. Throughout fiscal year 
1985, the bank's general ledger was not regularly updated or 
accurately maintained. As a result, the bank could not use the 
general ledger account balances to prepare its annual finanolirl 
statements. The accounting staff had to reconstruct financial 
statement accounts using miscellaneous subsidiary accounting 
records such as the daily cash receipts and cash: disbursement 
worksheets. The general ledger accounts were then adjusted to 
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APPENDIX I 

agree with the reconstructed amounts shown in the financial 
statements. Even after numerous adjustments,,had been recorded and 
the general ledger wets closed for the year, the accounting staff 
found that many &cwnmts were still in error. Adjusting entries of 
about $855 million were recorded to correct these general ledger 
aecoun t balances. The corrections were required because of the 
following types of problems: 

-- The proper amounts due from borrowers had not been recorded 
in the correct interest receivable accounts. Interest due 
from borrowers that should have been capitalized was 
incorrectly recorded as accrued interest receivable. 
Therefore, accrued interest receivable needed to be 
decreased, and capitalized interest receivable increased by 
$366 million. 

-- Correcting entries were erroneously recorded in an account 
for funds transferred to Treasury instead of the bank’s 
retained earnings account. Transfers to Treasury were 
overstated by $22.8 million, while retained earnings were 
understated by that amount. 

WI An interest receivable amount of $4.5 million was recorded 
twice, once correctly as capitalized interest and once 
incorrectly as accrued interest receivable. 

-- Subsidiary and general ledger accounts were out of balance, 
which resulted in an overstatement of the interest income 
and interest expense accounts by approximately 
$350 million. 

Approximately 20 percent of the entries recorded in the 
general ledger during fiscal year 1985 were entries made by 
accounting staff to correct the errors. 

Subsidiary Ledgers Not Maintained 

Routine updates and maintenance of subsidiary ledgers are 
necessary to provide prompt, accurate financial data to managers 
for decision-making purposes. However, bank accounting personnel 
did not regularly update the loan subsidiary ledgers--both manual 
and automated-- for new disbursements and repayments. Many ledgers 
had no entries or notes to indicate whether any such activity had 
taken place. Treasury's 1981 internal audit and our fiscal year 
1984 audit cited these problem@ with the subsidiary ledgers, men 
informed of our finding, the bank's top management agreed to take 
necessary actions. However, we reviewed 22 of--the bank's 
subsidiary ledgers (or repayment schedules) whic'h were material to 
the financial statement and found that 8 lacked proper updating 

23 



APPENDIX I APP&DIX I 

entries for fiscal year 1985 activity. Subsidiary ledger balances 
did not match general ledger balances or borrower’ repayment 
schedules. 

The subsidiary ledgers or payback schedules, some of which 
were not updated, were used to produce-the interest receivable 
accrual amounts for the financial statements. These accrual sheets 
(listings of all principal balances outstanding, interest rates, 
accrual periods, and accrued amounts) contained numerous errors. 
Audit adjustments were required to 12 of the 27 interest receivable 

balances outstanding as of September 30, 1985, including: s 

Farmers Home Administration: The bank could not reconcile 
the loan principal and interest. We found that the bank 
had not includea three loans with a total principal amount 
of $315 million in the accrual because the disbursements 
had not been entered in .the computer subsidiary ledger 
before the accrual program was run. In addition, two other 
loans had incorrect interest due dates. Farmers Home 
Administra+ion's accrual required an adjustment of 
$10.9 million. 

Tennessee-valley Authority: The bank did not update its 
computerized subsidiary ledger to include four loans with a 
total principal amount of $310 million before running its 
accrual program. Another loan's interest was accrued using 
the wrong interest rate. Tennessee Valley Authority's 
accrual required an adjustment of $6 million. 

9$pl yfsing : The bank only accrued interest on 9 out of 
oans which were outstanding at year-end. In 

addition, all accruals were performed using incorrect 
interest rates. The accrued interest account for ship 
leasing required an adjustment of $3.5 million. 

Community Development Black Grants: We found 10 loans in 
the subsidiary ledger not included in the interest accrual 
and 78 loans not in the subsidiary ledger. The adjustment 
for interest was $3.6 million. 

The net adjustment required to the balance sheet accrued 
interest receivable account for all 12 accounts requiring some 
correction was an increase of $13.2 million. 

Cash Not Reconciled 

Periodic reconciliation of cash accounts with internal and 
external records is necessary to ensure all transactions are 
properly and correctly recorded and reported. The lack of cash 
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reconciliations had been reported to management as a result of the 
fiscal year 1984 audit. However, during fiscal year 1985, the bank 
was behind schedule in reconciling the general ledger cash account 
with both Treasury reports and its own supporting documentation. 

Bank accountants prepare cash receipts worksheets which 
indicate all borrower interest and principal repayments, 
administrative expenses 
Treasury, 

, principal and interest repaym;;;; to 
and transfers of excess funds to Treasury. 

transactions are reported to Treasury twice a month, and Treasury 
sends the bank a monthly report on the bank's cash balance 
according to Treasury records. However, we found that the balances 
of cash according to the three sources indicated in table I.1 
disagreed and were not periodically reviewed or reconciled. 

Table 1.1: Fiscal Year 1985 Month-End Balances 

Month 

October $ 12 
November 2,540 
December 171 
January 32 
February 42 
March 18 
April 16 
May 22 
June 33 
July 28 
August 40 
September 1 

General 
ledg'er 
"cash" Cash worksheet Treasury report 

$12 
23 

9 

3": 
3 

23 
39 
40 
34 
51 

1 

$ 26 
8 

644 
576 
764 
734 
737 
525 
855 
722 
828 
802 

In addition to being unsupported throughout the year, the 
general ledger cash account had mathematical errors such as the one 
shown in table 1.2. 
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Table I. 2: Sample Mathematical Error in General Ledger 
Cash Account 

Per bank Correct 
general ledger amount 
--------(millions)--------- 

Beg inning ha1 ante 
Cash received 
Ending balance 

$ 886 $886 

$8.7960 

The difference in this account balance was almost $8 billion. 
Undetected errors of this nature indicate that the bank had not 
reviewed the general l’edger cash account. 

Incorrect Accounting for Interest 
and Administrative Accruals 

Maintaining accrual accounts is necessary so that the balances 
provide correct information on the status of receivables and 
payables. The bank accrued interest only at year-end for reporting 
purposes. The bank made adjusting entries at the end of fiscal 
year 1984 to establish the Accrued Interest, Receivable accounts, 
the Accrued Interest Payable account, and the Accrued 
Administrative Expense account. However, these entries were not 
reversed at the beginning of the next fiscal year, nor were the 
receipts of interest or the payments of interest and administrative 
expenses during the year apportioned between the prior year-end 
accrual and the current-year income and expenses--either of which 
would be acceptable practice. As a result, some of these accounts 
had balances contrary to those expected of the particular type of 
account. 

-- The Accrued Interest Receivable --Of f-Budget Loans account 
showed no activity during the year. The balance on 
September 30, 1984, was $31.3 million. On September 30, 
1985, this amount was reversed and an accrual was recorded 
for $3 billion. 

The Accrued Interest Receivable--Federal Loans account had 
a balance of $437.4 million on September 30, 1984. 
Throughout the year, all interest received for these loans 
was credited to this account with a resulting negative 
(credit] balance of $393 million at September 30, 1985. To 
restore the original balance, the account was adjusted by 
$830 million. Another entry was made to establish the 
correct accrual balance of $480.9 million at September 30, 
1985. 
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-- The Accrued Interest Receivable--Non-Federal Guaranteed 
Loans account began the year with a balance of 
$4,368,7 million. Each month, the accounting staff made a 
single journal entry to this account which recorded and 
then removed the interest payments received from the Small 
Business Administration. These entries canceled each other 
out and had a zero effect'on the account balance. In 
contra5t, interest receipts for other nonfederal loans were 
credited to the account, thereby reducing the balance 
during the year to $3,905.8 million. On September 30, 
1985, the accounting staff restored the original accrual 
balance, reversed this amount, and entered the new ending 
accrual which was then adjusted to $965.5 million. 

-- The Accrued Interest Payable--Treasury account had a 
balance of $4.8 billion at the beginning of fiscal year 
1985. During the year, accounting staff deducted actual 
interest payments to Treasury from this accrued amount past 
the point where, by September 1985, the account had a 
negative (debit) balance of $6.5 billion. At year-end, 
adjusting and correcting entries were made to establish the 
correct accrual account balance of $4.4 billion. 

At no time during the year did the accrual account balances 
provide any meaningful information on the actual receivable amounts 
earned or payable amounts owed since accruals for the general 
ledger were done only annually. We previously reported this 
improper accounting for accruals to the bank in a management letter 
after our fiscal year 1984 audit. 

Improper Source Document Procedures 

Internal accounting control standards require that 
transactions are to be clearly documented and that the 
documentation is to be readily available for examination. Bowever, 
accounting personnel batched and netted several transactions 
together for preparing the journal voucher to subsequently record 
the transaction in the general ledger and subsidiary ledgers, No 
supporting schedule of individual gross entry amounts was attached 
to the journal voucher, nor was there any indication of how the 
netting was accomplished. These practices made errors difficult to 
detect, trace, and correct, and contributed to receipts and/or 
disbursements being recorded in the wrong borrower account or not 
recorded in the subsidiary ledger at all. 

We also found that supervisors had corrected journal vouchers 
but had not provided any explanation as to the' reason for the 
correction. The bank's supporting documents for the journal 
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entries did not provide a clear audit trail to support the general 
ledger entries. We reported this problem in management letters 
resulting from our 1979 and 1984 audits, and Treasury internal 
auditors also cited the problem in their 1981 audit report. 

Inaccurate Internal and External Reporting 

Each month, Treasury sent the bank a report detailing the 
activity of its Undisbursed ApprOprfatiOnS account. The bank did 
not reconcile this report with its general ledger cash account or 
its supporting activity worksheets during the fiscal year. 
Treasury relies on the reporting agencies to reconcile and correct 
the information Treasury uses in its reports to the public. As of 
September 30, 1985, Treasury reported a "casha balance of 
$802 million, while the bank's general ledger showed a $1 million 
balance. When a reconciliation was finally performed in March 
1986, net adjustments which neede,d to be made to the Treasury 
account included: 

-- a $706.mill&on overstatement of borrowings from Treasury, 

-- a $1-million overstatement of principal repayments to 
Treasury, and 

-- a $94.million understatement of interest payments to 
Treasury. 

These adjustments were not the result of timing differences 
‘(i.e., reported activities which were in transit at year-end) but 
rather of errors in the bank's twice-monthly reporting of its 
financial activity to Treasury throughout the year. 

Treasury used the information from its own monthly reports to 
prepare the "Monthly Treasury Statement" and, subsequently, the 
"Treasury Bulletin," Uncorrected errors, therefore, carried 
through to these publications. By September 1985, the statement 
reported $438 million less in bank borrowings from Treasury than 
did the bank's own records. Approximately $700 million of this 
difference was due to the overstatement of borrowing activity and 
$1,146 million was due to a mathematical error in the publications 
which understated the balance carryover from one month to the next. 
Bank personnel did not discover reporting discrepancies during 
fiscal year 1985 because external reports were not reviewed or 
reconciled with the bank's records. 

_- . - 
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APPENDIX I I 

CCMMENTS FROM THE DEPARTNENT OF THE TREASURY 

DEPARTMENTOFIWETREASURY 
WASHINGTON 

July 30, 1987 

Dear M r. Wolf: 

I apprahciate the opportunity to ocm m ent on tbe draft report entitled 
aFinaacial Auditr Federal Financing Bank's Financial S tatem ents for 
Fiscal Year 1985 and 1984." I would also like to thank your audit 
teaa for m eeting with tbe -B's acbouatiag staff on short notice on 
M ay 15, 1987, to clarify and correct som e facts presented in the 
report. 

The audit report indicates that tbe system  of internal accounting * 
controls bad significant weaknesses. He recognize the importance 
of erf fective intQrna1 controls and acknowledge that in FY 1985 the 
overall control system  was not operating at an acceptable level. We 
are gratified, however, that tba report gives tbe Fy 85 financial 
statem ents an unqualified opinion, as presenting fairly the fiaan- 
cial position of the PFB in conform ity with generally accepted 
accounting principles. . 

The goal of tba E'FB accounting operation is to assure that assets 
are protected and transactions are recorded accurately and prom ptly. 
Although there were weaknesses in the internal controls, the control 
problems  did not m aterially affect the financial statem ents and the 
integrity of the system  was assured. 

Num erous corrective actions have already been implemented. The Bank 
has hired new personnel who have been trained along with existing 
personnel. Improvem ents have been m ade to the general ledger: and 
by the ebd of BY 87, we expect to have the m icrocom puter-based 
general ledger up-to-date within 15 days after the close of the 
accounting m onth. The cash position of the Bank is being reconciled 
to the TPS 6653 Vndisbursed Appropriation Account Ledger" on a 
current basis. A  new legislatively m andated credit reporting system ' 
was implemented which established sub-accounts for each program  
agency within tbe Bank's revolving fund. In addition, we are in the 
final stages of implementing the Loan M anagem ent and Control System  
which will be operational in M arch 1988, and T reasury~s Ine;pactai 
Ccneral is currently auditing the Bank's FY 86 financial statements. 
These actions are indicative of the importance'we'ascribe to 
improving our internal control systems . . 
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P a g e  2  -  M r. F reder ick  D . W o lf 

The  weaknesses  in  ac coun tin g  con trols iden tifie d  by  th e  aud i t te a m  
a re  be ing  co r rec ted a n d  th e  repo r t find ings  will  result  in  add i tion -  
a l  m o m e n tu m  to  o b ta in  th e  r e sou r cea  to u p g r a d e  the c o n trols. I 
s t rongly  be l ieve  th a t th e  cor rect ive ac tions  a l ready  ta ken  have  
signif icantly imp roved  ou r  internal  con trol system  ove r  whe re  w e  
we re  in  F Y  8 5 . 

I w a n t to  thank  you  aga in  fo r  th e  oppo r tun i ty to  rev iew th e  repo r t. 
O u r  d e ta i led c o m m e n ts re spond ing  to  th e  repo r t's r e c o m m e n d a tions  a re  
p rov ided  in th e  enc losu re . 

S incerely,  

b&.d  -h”ycy 

Ge ra ld  Mu rphy  
Fiscal  A ssistant Sec re ta ry  

F reder ick  D . W o lf, Di rector  
A c c o u n tin g  a n d  Financ ia l  M a n a g e m e n t 

Div is ion - R o o m  6 0 0 1  
Uni te d  S ta tes  Gene ra l  A ccoun tin g  O ffice 
4 4 1  G  S treet, N .W . 
W a s h i n g to n , D .C. 2 0 5 4 8  

Enc losu re  
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APPENDIX II APPENDIX II 

ENCLOSURE 

RESPONSE TO TEE RECOMMRNDATIONS 
I# TRE 6A0 DRAW REPORT 

FINAICIA& AfX!ST: FEDERAL FINANCING BANK'S 
FIRAWIAL 9TAT%#RRTs FGR FISCAL YEAR 1985 AND 1984 

RECOMMRNUATIGN 61 - Develop formal accounting policies and proce- 
dures manuals, including examples of typical accounting entries 
for loan transactions. 

Response - The B'ank's accounting operations personnel relied on the 
Treasury Financial Manual (which provides procedures for Govern- 
ment accounting transactions), GAO Title II, and generally 
accepted accounting procedures for guidance. In addition, an 
accounting procedures manual developed in the 1970s, and updated 
informally thereafter, provides useful information. 

However, it is clear that a revised, up-to-date daily operations 
manual is needed. A new Loan‘Management and Control System is 
being developed by the accounting firm Ernst and Whinney. As 
part of this effort, complete system documentation will be 
provided, incltiing a users manual,, an accounting procedures 
manual, and pro-forma entries. In addition, the Standard 
General hedger being implemented as part of the new system will 
provide useful documentation for operations personnel. 

R.RCOMMENDATION 12 - Maintain the general ledger and subsidiary 
ledgers on a routine basis and perform periodic reconciliations 
of ledgers. 

Response - The failure to maintain the general ledger on a current 
basis and to use the ledger as a control mechanism for trans- 
actions were weaknesses in Fy 85. In lieu of the general 
ledger, the daily transaction journals were the key internal 
control documents and the official records for the transactions. 
The journals were posted timely and, as adjustments were identi- 
fied, they were corrected immediately. The accounting personnel 
also used the following documents/reports as integral control 
points: monthly internal reports; the monthly SF 224, "State- 
ment of Transactions;" and TFS 6653, "Undisbursed Appropriation 
Account Ledger." 

The Bank hired additional staff to assist in updating the 
general ledger but other priorities, implementing a Congression- 
ally mandated credit reporting system and developing the Loan 

, Management and Control System, prevented us from getting the 
general ledger to a current status until June L987. We have now 
achieved our goal of having the microcomputer-based general 
ledger up-to-date within 15 working days after the close of the 
accounting month. The new Loan Management ,a@ Control SyStW 
will have an integrated general ledger whereby"updates wall be 
processed in an overnight batch mode. 
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Several subsidary ledgers far complex programs need improvement. 
Many subsidiary ledg@rs for the large loan programs consist of 
annotated computer reports of expected payments and the data 
base doas not contain all the required information. We are 
taking short-term actions to up-date the subsidiary and general 
ledgers until the Loan Management and Control System is imple- 
mented and provides a fully automated general ledger. 

RECO-ATION X3 - Perform periodic reconciliations of cash 
between the Bank's general ledger and the reports from Treasury. 

Response - Since Federal agencies are not responsible for reconcil- 
&ng csrxternal Treasury reports (i.e., Monthly Treasury Statement, 
Treasury Bulletin, etc.), we assume the report is referring to 
the monthly TPS 6653, Vndisbursed Appropriation Account 
Ledger," for thee revolving fund. The accounting staff has 
always reconciled the Bank's revolving fund and internal cash 
records to the TFS 6653, although in FY 85 the reconciliation 
feJ.1 behind schedule. This backlog occurred due to higher 
priority initiatives, some of 'which have been mentioned above. 

I 
The reconciliations are now current and sufficient resources are 
assigned to thili function to keep it on a current status. . 

RECOMMENDATION #4 - Record transactions properly and consistently. 
Specifically the Bank should: 

1. Establish procedures to account for accruals which would 
provide for fair statement of account balances throughout the 
year. For example, one generally accepted approach is to 
reverse year-end accural entries on the first day of the next 
fiscal year. 

2. Require that all accounting transactions be supported by 
clear and complete documentation or eliminate the batching of 
tranactions that result in the recording of "net" transactions 
in the accounting records. 

Response - 1. Reversing entries were made for accrual transactions 
to obtain the opening account balances for FY 85, FY 86, and FY 
87. The accounting staff attempted to follow the guidance of 
GAO auditors in processing these reversing entries. 

2. The general ledger transactions were not documented 
adequately for FY 85. The audit trail for daily transactions 
was complete but not easily or quickly auditable. Several Bank 
loan programs have complex borrowing terms that are time consum- 
ing and difficult to track. The Bank's lack of a camgrahenaivr 
automated system increases the difficulty of the acoountinq 
processes. Yet, the Bank's records of loan balances, disburse- 
ments, repayments, and monthly reports to Tr@.a,sury were accurate. 
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A P P E N D IX  1 1  

C o m p l e te  d o c u m e n ta tio n  is n o w  p repa red  a n d  m a intained fo r  each  
jou rnal  vouche r . In  add i tio n , th e  L o a n  M a n a g e m e n t a n d  C o n trol 
S ystem  will  ultim a tely  so lve th e  B a n k 's reco rd - keep ing  p rob lems . 

R R C O M M E N D A T IO N  0 5  -  Rev iew a n d  reconc i le  ex te rna l  repo r ts, pa r ti- 
cular ly  Tra rasu ry  r e p o r ts o n  th e  loan  accoun ts. 

= % s -  A s w e  stated in  th e  response  to  R e c o m m e n d a tio n  N o . 3  
th e  Rank  is n o w  cu r ren t in  reconc i l ing its cash  

a n d  rkatbtd l oan  ba lances  to  tb e  T P S  6 6 5 3 , "Und i sbu r sed  
jou rnal  

App rop r ia tio n  A ccoun t Ledge r "  (wbicb  w e  a s sume  is th e  re fe renced  
T reasu ry  r e p o r t). 

S o m e  o f th e  di f ferences iden tifie d  by  th e  reconci l iat ion p rocess  
r squ i re  in t ra -gove rnmental  ad jus tm e n ts because  p rog ram agenc ies  
m a k e  er ro rs  w h e n  repo r tin g  t ransact ions directly to  th e  B a n k 's 
revolv ing fu n d . W h e n  th e  B a n k  installs th e  fina l  repo r tin g  
changes  pu r suan t to  n e w  legislat ive r equ i remen ts, th e  B a n k 's 
a c coun tin g  staff p lans  to  i m p l e m e n t p rocedu res  wbe reby  th e  B a n k  
will  repo r t al l  t ransact ions a ffec tin g  its revolv ing fu n d  a n d  
n o t a l low o the rwagenc ies  to  i ndependen tly repo r t t ransact ions.  
This  will  s t rengthen th e  B a n k 's con trol ove r  its records.  

( 916635 )  
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