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BY THE COMPTROLLER ~GENERAL 

Report To The Congress 
OF THE UNITED STATES 

Reviews Of The Audits 
Of The Federal Home Loan Mortgage Corporation’s 
Financial Statements For The Years Ended 
December 31,1983 And 1982 

GAO reviewed the independent certified public ac- 
countants’ audits of the Federal Home Loan Mortgage 
Corporation’s financial statements for the years ended 
December 31, 1983 and 1982. GAO found nothing to 
indicate the opinion of the certified public accountants 
is inappropriate or cannot be relied on. 

In the opinion of the Corporation’s certified public 
accountants, the financial statements present fairly the 
Corporation’s financial position as of December 31, 
1983 and 1982, the results of its operations, and the 
changes in its financial position for the years then 
ended, in conformity with generally accepted account- 
ing principles applied on a consistent basis. 
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~ Request for copies of GAO reports should be 
sent to: 

I US. General Accounting Off ice 
Document Handling and Information 

Services Facility 
P.O. Box 6015 
Gaithersburg, Md. 20877 

Telephone (202) 2756241 

The first five copies of individual reports are 
free of charge. Additional copies of bound 
audit reports are $3.25 each. Additional 
copies of unbound report (i.e., letter reports) 
and most other publications are $1.00 each. 
There will be a 25% discount on all orders for 
100 or more copies mailed to a single address. 
Sales orders must be prepaid on a cash, check, 
or money order basis. Check should be made 
out to the “Superintendent of Documents”. 



COMPTROLLER GENERAL OF THE UNITED STATES 

WASHINGTON D.C. 20542 

B-179312 

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

This report presents the results of our reviews of Arthur 
Andersen & Co.' s audits of the balance sheets of the Federal Home 
Loan Mortgage Corporation as of December 31, 1983 and 1982, and the 
related statements of income, changes in retained earnings, and 
changes in financial position for the years then ended. Our re- 
views were made under provisions of the Federal Home Loan Mortgage 
Corporation Act (12 U.S.C. 1456(b)), which authorizes us to audit 
the Corporation's financial transactions and report the results of 
our audit to the Congress. 

Our reviews were conducted in accordance with generally ac- 
cepted government auditing standards. To avoid unnecessary dupli- 
cation and expense and make the most efficient use of our available 
resources, we relied on the work and reports of the Corporation's 
independent certified public accountants rather than conduct fi- 
nancial audits ourselves. To review the reasonableness of the 
auditors' work and determine the extent to which we could rely on 
it, we 

--interviewed the Corporation's officials to obtain informa- 
tion about the Corporation's operations, including the main- 
tenance of its financial records and the preparation of its 
financial statements; 

--interviewed the auditors to identify the audit approach used 
and the methods used to control the quality of audit work; 

--obtained information about the qualifications and independ- 
ence of the auditors; 

--reviewed the Corporation's financial statements and the au- 
ditors' reports for compliance with the reporting require- 
ments of generally accepted accounting principles and gen- 
erally accepted government auditing standards; and 

--reviewed the auditors' workpapers to determine: 

o the nature, timing, and extent of audit work performed; 

o whether the audit quality control methods identified by 
the auditor were actually used; 
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o whether there was a proper study and evaluation of the 
Corporation's internal controls; and 

o whether the auditors tested transactions for compliance 
with applicable laws and regulations. 

We found that the audits were conducted in accordance with gen- 
erally accepted government auditing standards. 

In the opinion of Arthur Andersen & Co., the Corporation's 
financial statements present fairly its financial position as of 
December 31, 1983 and 1982, the results of its operations, and the 
changes in its financial position for the years then ended, in con- 
formity with generally accepted accounting principles applied on a 
consistent basis. During our reviews, we found nothing to indicate 
Arthur Andersen & Co.' s opinion on the Corporation's 1983 and 1982 
financial statements is inappropriate or that it cannot be relied 
on. The auditors' work did not disclose any material internal con- 
trol weaknesses or noncompliance with laws and regulations. The 
opinion, statement on internal controls, statement on compliance 
with laws and regulations, and the financial statements are in 
appendix I. 

We are sending copies of this report to the Director of the 
Office of Management and Budget, the Secretary of the Treasury, and 
the Corporation's Board of Directors. 

of the United States 
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ARTHUR ANDERSEN~C Co. 
WASHINOTON, D.C. 

To the Board of Directors of 
the Federal Home Loan Mortgage Corporation: 

We have examined the balance sheets of the Federal 
Home Loan Mortgage Corporation (a federally chartered 
corporation exempt from Income taxes) as of December 31, 1983, 
and 1982, and the related statements of income, changes in 
retained earnings and changes in financial position for each 
of the three years In the period ended December 31, 1983. 
Our examinations were made in accordance with generally 
accepted auditing standards and, accordingly, included such 
tests of the accounting records and such other auditing 
procedures as we considered necessary In the circumstances. 

In our opinion, the. financial statements referred 
to above present fairly the financial position of the 
Federal Home Loan Mortgage Corporation as of December 31, 
1983, and 1982, and the results of Its operations and the 
changes In its financial position for each of the three 
years in the period ended December 31, 1983, all In 
conformity with generally accepted accounting principles 
applied on a consistent basis. 

February 15, 1984 
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ARTHUR ANDERSEN& Co. 
WASHINGTON, D. C. 

February 15, ;981; 

1.1 jNl thr:: i?oard of Cirectors of 
t !, (c? ‘.’ ‘,,4dral . . A ._ i-iome Loan vlortgage Corporation: 

ide have exami, l ed the financial statements of the 
Pederl.1 Komt? Loan Mortgage Corporation (“Corporation”) for 
the yea!? ended December 31, 1’383, and have issued our report 
thereon dated February 15, 1.384. As part of our examination, 
‘we made a study and evaluation o f the system of internal 
: % :~~~_:ntisg control of the Corporation to the extent we 

~~~:!,;ici~:red necessary to evaluate the system as required by 
i’,‘!. ->rally accepted auditing standards and the standards 
!‘, ,jI financial and compliance audits contained in the 
I, ’ . . . :Ger.eral Accounting Office “Standards for Audit of ., 1 .S3i!trnm1er!tal Organizetions, Frcgrams, Activities and 
~~‘;;rlctions”. For the purpose of this report, we have 
87 lzssif:ed the significant internal accounting controls 
l:I the following cycles: , 

o Treasury 
o ’ Expenditure 
0 Mortgage Loan 
o Mortgage investor 
0 Financial Reporting 

The purpose of our study and evaluation, which ln- 
cl~ded all the above listed cycles, was to determine the nature, 
t i.:r,! Y‘rJ ) and extent of the auditing procedures necessary for 
~‘:c;.r’~: 5~; lrzz ar. opinion on the Corporation’s financial statements. 
( ’ I ! ’ :; ‘; 1.; c.1; and evaluation was more limited than would be 
y,“,“‘.;., ‘31’;’ to express an opinion on the system of internal 

81 xjurlting control taken as a who1 
I:L’ c’Jrltr”ol s identified abosre. 

e or on any of the categories 
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Board of Directors 
Federal Home Loan Mortgage Corporation 

February 15, 1984 

The management of the Corporation is responsible 
for establishing and maintaining a system of Internal 
accounting control. In fulfilling this responsibility, 
estimates and judgements by management are required to 
assess the expected benefits and related costs of control 
procedures. The objectives of a system are to provide 
management with reasonable, but not absolute, assurance 
that assets are safeguarded against loss from unauthorized 
use or disposition, and that transactions are executed in 
accordance with management’s authorization and recorded 
properly to permit the preparation of financial statements 
In accordance with generally accepted accounting principles. 

Because of inherent limitations in any system of 
internal accounting control, errors or irregularities may 
nevertheless occur and not be detected. Also, projection 
of any evaluation of the system to future periods is subject 
to the risk that procedures may become Inadequate because of 
changes in conditions or that the degree of compliance with 
the procedures may deteriorate. 

Our study and evaluation made for the limited 
purpose described in the first paragraph would not necessarily 
disclose all material weaknesses in the system. Accordingly, 
we do not express an opinion on the system of Internal 
accounting control of the Corporation taken as a whole or 
on any of the categories of controls identified In the 
first paragraph. However, our study and evaluation 
disclosed no condition that we believe to be a material 
weakness. 

This report is Intended solely for the use of 
management of the Corporation, the General Accounting Office 
and other associated Federal organizations and should not 
be used for any other purpose. 
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ARTHUR ANDERSEN& Co. 
WASHISOTOX. D.C 

February 15, 1984 

To the Board of Directors of 
the Federal Home Loan Mortgage Corporation: 

We have examined the financial statements of the 
Federal Home Loan Mortgage Corporation (“Corporation”) as 
of and for the year ended December 31, 1983, and have issued 
our report thereon dated February 15, 1984. Our examination 
was made In accordance with generally accepted auditing 
standards and the provisions of “Standards for Audit of 
Governmental Organizations, Programs, Activities and Functions,” 
promulgated by the Comptroller General as of February 27, 1981, 
which pertain to financial and compliance aludits and, 
accordingly, Included such tests of the accounting records 
and such other auditing procedures as we considered necessary 
in the circumstances. 

In connection with our examination, we have reviewed 
the.provlsions of Title III of the Emergency Home Finance Act 
of 1970 (PL 91-351), as amended, to determine compliance with 
the requirements which would have a material financial state- 
ment Impact In the event of noncompliance. 

In our opinion, the Corporation complied with the 
requirements of Title III of the Emergency Home Finance Act 
of 1970 (PL 91-351), as amended, which would have a material 
financial statement Impact In the event of noncompliance. With 
regard to the requirements that are not material to the 
financial statements, nothing came to our attention to Indicate 
noncompliance by the Corporation, However, It should be noted 
that our examination was not directed primarily toward obtaining 
knowledge of noncompliance with requirements that are not 
material to the financial statements. 
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Ft~tlt?rilI !forne Loan Mortgage Corporation 
-. -. .---- -... 

FINANCIAL STATEMENTS 

Balance Sheets 
December 31. Lkcmber 31, 

1983 1982 

(millions ol dollaN 

ASSttS 

Mortgage loans. at unpaid pnncipal balances (including approximately $360.0 million and 
$250.0 mllhon held for sale at December 31. 1983 and December 31, 1982, 
respectively) (Notes I and 3): 

FHA/VA mortgages _. . . . . . . . . . . . ., . . f 941.5 
Mortgages pledged for Collateralized Mortgage Obligations.. . . . . . . . . I ,669.6 
Conventlonal mortgages . . . . . . . . . . 5.021.7 

$ 1.008.7 
- 

3.724.2 

Lrss-Unamortized mortgage purchase discount .............................................. 
-Portfolio valuation allowance (Note 4) ................................................. 

Total mortgage loans .................................................................. 
Cash and temporary cash investments., ............................................................... 
Accrued interest receivable.. ............................................................................ 
Accounts recetvable and other assets .................................................................. 
Real estate owned ......................................................................................... 
Unamortized mortgage sales discount ................................................................. 

7,632.8 4,732.9 
147.5 53.8 

9.4 9.0 

7,475.9 4.670. I 
711.9 755.1 

81.6 50.2 
399.4 305.4 

95.4 55.6 
199.8 192.9 

Liabilitia and Stockholders’ Equity 

Notes and bonds payable, net (Note 5): 
Due withm one year ,.,... ,.......,...... .._........_....,...__...,, ,...._,. S 2.437.1 
Due after one year . . . . 4.345. I 

5 8.964.0 $ 6,029.3 

. 

S 1.595.6 
2.925.8 

4,521.4 
Other Inabilities: 

Accnred interest and other accrued expenses 
Pnnclpal and Interest due to Mortgage Participation Certificate investors.. _. . . . 

6,782.2 

173.0 95.4 
952.8 546.7 

7.908.0 5.163.5 

Reserve for unmsurcd principal losses (Note 6). ................................................... 

Contmgcncles (Notes 2 and 7): 
Mongage Panlclpatlon and Guaranteed Mortgage Certificates ............................. 
Less-Underlymg mortgage loans sold . ... , . ..... . ..... . .................... 

144.2 

57,990. I 
57.990. I 

104.0 

42.952.4 
42.952.4 

Subordinated borrowings (Note 8) . . . . . . . . .._.. 190.6 

Stockholders’ cqulty: 
Common stock. non-voting. $1 .OOO par value; no maximum authorization; 100.000 

shares Issued and outstanding....................................................,...........,. 
Capital in excess of par value . . . . 
Rrtamed cammgs . . . . . . _. 

100.0 100.0 
100.0 100.0 
221.2. 96.0 

Total stockholders’ equity . . . 421.2 

- - 

465.8 

S 8.964.0 

296.0 

S 6.029.3 
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FINANCIAL STATEMENTS 

Statements of Income 
Year lhkd December 31. 

1983 1982 1981 

Income from total ponfol~o: 

Interest and discount on mortgage loans ................. .............................. 
Interest on temporary cash mvestments , ........................ , , , ...... ....... ... 
Management and guarantee income t Notes I and 2) .................................. 

5615.1 
118.7 
132.1 

865.9 

-196.0 
113.4 

Net interest margin on portfolio.. ................................................ 

Provision for mortgage loan losses (Notes 4 and 6) ......................................... 
Administrative expenses .......................................................................... 

609.4 

256.5 

46.4 
52.5 

98.9 

6.0 

163.6 
3.9 

cmillions ul dollr~) 

SSJ2.5 
78.4 
77.0 

697.9 

406.0 
184.7 

590.7 

107.2 

26.3 
37. I 

63.4 

16. I 

59.9 
- 

S561 .O 

‘9.3 
36.2 

626.5 

412.5 
144.5 

557.0 

69.5 

16.4 
30.3 

46.7 

8.1 

30.9 
- 

s 59.9 

Year Ended Dwmkr31, 

Statements of Changes in Retained Earnings 1983 1982 

tmllllonr ol dollws) 

I981 

Retatned earnings at the beginning of the period . . . . . . . . S 96.0 s 50.1 s 21.2 
Net income.. . . . . . . 159.7 59.9 30.9 
Dtvtdends.. 34.5 14.0 2.0 

Retained earnings at the end of the period.. . . . . . ,. . . . . 5221.2 S 96.0 s 50.1 - 

The cccompenymg notes UC m mtegr~l pur of these st&mcnu. 

6 
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FINANCIAL STATEMENTS 

Year Endd Dmmbrr31, 
Statements of Changes in Financial Position I983 I962 1981 

Funds provided: 
Net mcome before extraordinary item ......................................... 
Charges (credits) to income not affecting funds: 

Amorttration of mortgage purchase discount .......................... 
Amortization of mortgage sales discount ............................... 
Provision for mortgage loan losses ...................................... 

Funds provtded from operations before extraordinary item ................ 
Extraordinary item: Loss on early retirement of debt ....................... 
Mortgage loan principal repayments ........................................... 
Proceeds from issuance of notes and bonds, net of debt expense ........ 
Mortgage loans sold: 

Mortgage Participation Certificates: 
Guarantor program .................................................... 
Cash program .......................................................... 

Decrease (increase) in cash and temporary cash investments ............. 
Increase (decrease) in short-term notes ........................................ 
Other items ......................................................................... 

Total funds provided ................................................. 

Funds applied: 
Mottgage loans purchased: 

Guarantor program .......................................................... 
Cash program ................................................................ 

Dividends ........................................................................... 
Notes and bonds retired .......................................................... 

Total funds applied ................................................... 

S 163.6 s 59.9 s 30.9 

(7.2) 
50.2 
46.4 

253.0 

(3.9) 
451.7 

2.278.8 

(8.0) (8.8) 
36.6 33.6 
26.3 16.4 

I 14.8 72.1 
- - 

132.4 125.0 
254.8 399.2 

15.538.5 21.900.4 2.305.4 
4.098.7 2.238.1 1.203.0 

43.2 (125.9) (609.8) 
663.4 (434.5) 756.6 
232.4 76.3 (138.1) 

s23,555.8 S24,156.4 w113.4 

s15,538.5 521,900.4 S2,305.4 
7,300.s 1,749.3 1.417.1 

34.5 14.0 2.0 
682.3 492.7 388.9 

(mllllom d doll8r1~ 

S23q555.8 S24,156.4 S&113.4 

The rcompenymg notes M an integral put of rhesa swemcm. 

7 



APPENDTX T 

NOTES TO FINANCIAL STATEMENTS 
For the Three tiurs Ended December 31, 1983, 1982 and 1981 

APPENDIxt I 

1) Summary of Significant 
Accounting Policies 

fhe Federal Home Loan Mortgage Cor- 
poration I the corporatmn) I> a federally 
chartered corporation whose capital 
\ttrk consl\ts solely of non-voting com- 
mon stock held by the I? Federal Home 
ban Banks. 

The corporation \clls Mortgage Partic~- 

patIon Certd’icates (PCs) and Guaranteed 
Mortgage Crmficates r GMCs). reprc- 
sentmg undivided Interests m convcn- 
tlonal mortgage loans. The sold cemfi- 
catch have been accounted for as a sale 
ot a\\ets and. accordmgly. the mortgage 
loans old arc excluded from the corpo- 
ration’\ retalned mortgage portfolro. 

Smce the corporarlon guarantees the 
rlmcly payment ot Interest ;1t the PC and 
(;MC certificate rate. the ultimate col- 
Iectlon ot principal on the PCs and the 
\cheduled collection of prmclpal on the 
GMCs. they are rctlected In the balance 
sheets a\ contmgent Ilabllltles. 

A separate INSI has been established 
for each (IMC IWI~. I’hc corporation 
~rvec a\ I‘rustee and I\ prlmarlly re- 
q~ons~ble lor forwarding pnncipal col- 
Iectmns and Interest IO GMC Investors 
and tor conducting Ihe mve\tment trans- 
.1cllon$ pre\crlbed In accordance with 
the term\ ot each Indenture of Trust. 

In~ere\t margin. roprejentmg the excess 
01 ~tkct~ve Intere\r IIIC’WIW IO the cor- 
IToratIon over that payable IO the mvcs- 
[or. I\ recckgnlzed a~ Income over the 
llte of the related rnurtgage loans and IS 

reported as “Manspement and guarantee 
Income” III rhe accompanymg financial 
stalements I’he corporation recognizes 
Io\bes inegatlve Interest margin) cur- 
rently on \ales of mortgage loans and on 
outstandmg commitments. 

‘The corporation provides currently for 

losses on mortgage loans. etthcr retained 
In portfolio or sold under the PC and 
GMC programs. Mortgage loan losses. 
net of gains. are charged against the ap- 
propnate reserve as Incurred. 

Moqage Purchase and Sales Discount 

Discount on mortgage loans purchased 
IS recorded as Income over the life of 
the related mortgage loans, using the in- 
terest method. 

Discount on the sale of PCs is amor- 
tized over the life of the related underly- 
ing mortgage loans. and discount on the 
sale of GMCs is amortized over the pe- 
nod to the optional repurchase date, 
both using the interest method. Amorti- 
zation of sales discount is recorded as a 
reduction of “Management and guaran- 
tee Income” m the accompanying finan- 
cial statements. 

Reul Esrate Owned 

Real estate acquired in settlement of 
loans IS recorded at the unpaid principal 
balance and accrued interest upon forc- 
closure. Costs of improving real estate 
owned arc capitalized. The corporation 
recognizes losses currently on sales of 
real estate owned. These losses, net of 
gains, are charged against the appropn- 
ate reserve as Incurred. 

Amorrizarion of Debt Expense 

Debt expense is amortized over the pe- 
nod during which the related indcbted- 
ncss IS outstanding. Debt expense rclat- 
ing to the zero coupon capital 
debentures and the Collateralized Mort- 
gage Obhgations IS amortized using the 
interest method. All other debt expense 
IS amortlzcd on a straight line basis. 

Hed,qrng Trunsacrions 

In connectton with management’s strat- 
egy of hcdgmg its position on debt issu- 
ances. optional contract settlements, PC 
pricing. Inventory maintenance and rc- 

tail sales activities, the corporation takes 
positions in cash market trades. futures 
contracts, futures options, and over-the- 
counter options. The gains and losses 
resulting from these hedging transac- 
tions are recognized over the lives of 
the related hedged items. 

Other Income 

Other income includes commitment fee 
income net of committtient fee expense. 
Nonrefundable commitment fees are rec- 
ognized as income or expense when the 
commitments are made. Refundable 
commitment fees are returned upon loan 
purchase or recognized at the end of the 
commitment period if delivery is not 
made. 

Other income also includes a 55.5 
million non-recurring gain relating to in- 
ter-bank clearing activities in 1982 and 
a $5.2 million gain from the repurchase 
of mortgage-backed bonds to meet smk- 
mg fund requirements in I98 I. 

Application of Statement of Financial 
Accounting Standards No. 65 

At December 3 I. 1983 and December 
3 I, 1982 the corporation held approxi- 
mately 57.116.0 million and 54.420.0 
million. respectively (at cost). in mort- 
gage loans for long-term investment. 
Transfers of mortgage loans to the long- 
term mvcstmcnt classification made dur- 
ing I983 were made at cost (which ap- 
proximated market value at the date of 
transfer). 

At December 3 I, 1983 and December 
3 I, 1982 the corporation held approxi- 
mately 5360.0 nullion and S250.0 mll- 
lion. respectively (at cost). in mortgage 
loans for sale. In the aggregate, the 
market value of these loans exceeded 
their cost for both years. 

Proposed Leqislation Regarding 
Federal income Thrarion 

Lcglslation has been proposed that 
would eliminate the corporation’s prcs- 
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em exemptton from federal income 
I~IXCS. At prc\cnt, tt IS not posstblc to 
prcdtct the tlmtng or hkclthood of the 
enactment of cuch Ie8trlatton. or the 
rpeclfic term\ of any such legtslatton. 

Rcclus.s~Jic~~~~on of IV82 Bulanccs 

Reclasslficattons have been made to ccr- 
tam 1982 balances as prcvtously re- 
ported in order to make them conststcnt 
wtth the presentation of 1983 balances. 

2) Mortgage Loan Sales and 
Related Matters 

PCS 

Holders of PCs receive interest monthly 
at the certificate rate together with their 
pro rata share of principal payments re- 
ceived by the corporation. Unpaid bal- 
nnces of the outstanding cettificates 
were approximately S56.4 billion and 
411.2 billion at December 31, 1983 and 
December 31, 1982, respectively. Based 
on the corporation’s experience. man- 
agement believes that the weighted aver- 
age life of the conventional mortgage 
loans purchased by the corporation 
which have 25 or 30 year scheduled ma- 
turities is approximately IO years. At 
December 31, 1983. December 31. 
1982. and December 31, 1981 the effec- 
tive interest income rate to the corpora- 
tion over that payable to the PC investor 
was 0.42 percent. 0.43 percent. and 
0.42 percent. respectively. After giving 
effect to the amortization of deferred 
charges. the net interest margtn was 
0.34 percent. 0.32 percent. and 0. IS 
percent, respectively. The effective in- 
terest income rate to the corporation and 
effective rate payable to the Investor 
have been adjusted to a semiannual 
yield equivalent. Addittonally, the effcc- 
tive rate payable to the PC mvcstors has 
been adjusted for the effect of retnvest- 

ment of portfolio collections pending 
disbursement to PC holders. 

GMCs 

Holders of GMCs are paid mterest semt- 
.u-tnually at the certificate rate and are 
paid annually thetr pro rata share of 
principal collected or the specified mini- 
mum annual pnnclpal reducttons, 
whichever is greater. Any GMC holder 
may, at his option, require the corpora- 
tton to repurchase such certificates on a 
designated optional repurchase date at 
the then unpaid prmcipal balance. At 
December 3 I, 1983 such optional repur- 
chase dates range from March 15. 1990 
to September 15. 2004. At December 
31, 1983 and December 31, 1982 out- 
standing GMCs totaled S I .6 billion and 
fl.8 billion, respectively. At December 
31, 1983. December 31. 1982 and De- 
cember 3 I, 198 1 the effective interest 
income rate to the corporation over that 
payable to the GMC investors was 0.39 
percent, 0.37 percent and 0.37 percent, 
respectively. After giving effect to the 
amortization of deferred charges, the net 
interest margin was 0.25 percent, 0.24 
percent and 0.23 percent, respectively. 
The effective interest income rate to the 
corporation has been adjusted to a semi- 
annual yield equivalent. Additionally, 
the effective rate payable to the GMC 
investors has been adjusted for the ef- 
fect of reinvestment of portfolio collec- 
tions held in trust pending disbursement 
to GMC holders. 

Contingencies 

The maximum contmgcnt liability of 
558.0 billion and 543.0 billion at De- 
cember 31. 1983 and December 31. 
1982. respectively. plus interest. IS off- 
set by a like amount of interest bearing 
morfgagc loans underlying the PCs and 
GMCs. including principal collections 
held in the GMC Trusts of 594.8 mil- 
lion at December 31 I 1983 and 536.5 
mtllion at December 31, 1982. 

3) Mortgage Loans 

As of December 31. 1983. 1982 and 
1981 the effective net yields on retamed 
mortgage loans. adjusted to a semian- 
nual yield equivalent and adjusted for 
the effect of discount amottizattons. less 
servicing fees, were as follows: 

December 31. 

1983 1982 1981 --- 

FHAIVA 
mortgages.. . 7.76% 7.85% 7.93% 

Mortgages 
pledged for 
Collateral- 
ized Mott- 

iwe 
Obligations 12.84% - - 

Conventional 
mortgages.. 12.02% I I .55% I I .73% 

Total effec- 
tive 
income . . , . . . 11.65% 10.72% 10.95% 

4) Portfolio Valuatlon 
Allowance 

An analysis of the portfolio valuation al- 
lowance for the years ended December 
31, 1983, 1982 and 1981 follows: 

December 31, 

198.3 I982 I981 --- 
~mllllotu ol dollars) 

Balance. be- 
ginning of 
penod . S9.0 $9.0 $9.0 

Provision for 
mortgage 
loan losses.. .9 I.7 - 

Losses on 
sales of 
mortgage 
loans. net C.5) (1.7) - --- 

Balance, end 
of period.... S9.4 $9.0 59.0 

,- z D 

9 
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5) Notes and Bonds Payable Decembar 31.19%3 

Due wtthtn one year: 
Discount notes 
Mortgage secunues sold under 

agreements to repurchase 
Current portton of long-term debt 
Current portton of Collateralized 

Mortgage Obligattons. 

Unamorttzcd discount and fees 

Total due within one year.. 

Due after one- year: 
Bond payable to bank _, _. _. 

Notes to Federal Home Loan Bank . 
(pass-through of Consolidated Federal 
Home Loan Bank Obligations) 

Maturity 

1986 

1984 
1985 
1986 
1987 

198311993 
198711997 

Unamortized discount and fees 

Collateraltred Mortgage Obligattons 
Class A-l 1988 
Class A-2 1995 
Class A-3 2003I2013 

Unamorttzed premtum and fees 

Class B-I 1988 II.36 
Class B-2 I996 12.09 
Class B-3 2003/20 I3 12.62 

Unamortized discount and fees 

Mortgage-Backed Bonds _. 1985 5.42 
198311995 8.68 
198411996 7.81 
1982ll997 7.25 

Debentures.. 1984 
1990 
1991 

Unamorttzed discount and fees 

Total due after one year .......................... 

Notes and Bonds Payable ..... ..... ........ , ... 

EffCcth 
lntcrat Rate* Balance 

~milllona of 
dollus) 

9.28% 51.398.4 

9.51 255.0 
12.30 750. I 

IO.71 

10.27 

36.3 

2.439.8 
(2.7) 

2.437. I 

1.75 

- 

8.32 
9.93 

II.13 
7.41 
7.91 

II.4 

- 

640.0 
250.0 
200.0 
400.0 
300.0 

I ,790.o 
(1.3) 

I ,788.7 

IO.48 
II.16 
II.80 

177.8 
350.0 
435.0 

962.8 
13.9 

976.7 

137.8 
239.6 
‘97.7 

675. I 
(18.8) 

656.3 

3.5 
70.0 
90.0 

150.0 

313 5 

- 

10.94 
II.88 

10.09 

IO. I5 

- 

300.0 
3000 

600.0 
(1.5) 

598.5' 

-1.345. I 

56.782.2 

8.51% 

9.73 
II.87 

S 670.8 

320.2 
608.2 

- - 

1.599.2 
(3.6) 

IO.06 I-595.6 

7.75 

IO.41 
8.32 
9.93 

II.13 
7.41 
7.91 

12.6 

500.0 
640.0 
250.0 
'00.0 
400.0 
300.0 

2.290.0 

(2.3) 

1.287.7 

- 
- 
- 

- 
- 
- 
- 
- 
- 

- 
- 
- 

- 

5.42 
8.68 
7.81 
7.25 

16.53 
- 
- 

3.5 
77.0 
95.1 

150.0 

3'5.9 

300.0 
- 

9.62 

9.78 

- 

300.0 
(.A) 

299.6 

2.925.8 

54.521.-1 

Deccmbcr 31,1962 

EfkcliW 
Interest Rate* Balance 

(millions of 
dollars) 

10 

.::! 
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Scheduled principal payments (at per 
value) for all notes and bonds payable 
for each of the next five calendar years 
are as follows: 

onAIkud(bUur) 
1984 . . . . J2.439.8 
1985 .,I...t*I....I.. 5 731.9 
1986 ,.,...,......,,, S 363.8 
I987 ,..... S 356.5 
I988 .,,,..... S 258.3 

Lhsrounr NOMS 

The discount notes are unsecured gcn- 
cral obligations of the corporation. They 
arc offered on a discounted basis and 
have maturiues of one year or less. The 
discount notes outstanding at December 
31. 1983 have no minimum credit line 
requirements. At December 3 I, 1983 
the corporarion had established lines of 
credit aggregating S.2 billion with var- 
IOUS commercial banks. 

Morrgugr Srcurirics Sold Under 
Agrvcmrnrs lo Repurchase 

Repurchase agreement programs have 
maturities ranging up to one year. The 
agreements outstanding at December 3 I, 
1983 provide for the sale and repurchase 
of 5274.0 million of PCs issued by the 
corporation as collateral for the S255.0 
million In borrowings. The agreements 
are accounted for as financing transac- 
uons and, accordingly, such mongages 
are included in the corporalIon’s re- 
tamed mortgage portfolio on the accom- 
panying balance sheets. 

Bond Pa,vuble 10 Bank 

The bond payable to bank IS collateral- 
lred by a hkc amount of FHA/VA mort- 
gages and calls for spcclfic annual prin- 
cipal repayments of 51.3 million in 
1984 and SI .-I milhon in 1985. with the 
balance due at maturity. 

Norus to Federal Home Loan Banks 

The notes of the Federal Home Loan 
Banks (Banks) represent a pass-through 
of the Banks’ obligations. The Banks 
arc required to maintatn certam assets 
equal to their outstandmg consolidated 

obligations. In this regard, the corpon- 
tion may be requited to pledge a portion 
of its mortgages retained in portfolio 
and/or temporary cash investments to 
collateralize a portion or all of 51. I bile 
lion of these obligations (which consists 
of 5.2 billion maturing in 1984. 5.4 bil- 
lion maturing in 1985.5.3 billion matur- 
ing in 1986. and S.2 billion maturing in 
1987) for any periods during which the 
Banks do not meet this aforementioned 
requirement. The 198311993 and 19871 
1997 notes are redeemable at the corps- 
ration’s option commencing 1983 and 
1987. respectively. at their face value. 

Collateralized Morrgage Obligarions 

The Collateralized Mortgage Obligations 
(CMOS) are general obligations of the 
corporation. Each series of CMOS is se- 
cured by a single pool of conventional 
mortgages owned by the corporation and 
such mortgages arc included in the re- 
tained ponfolio. Mandatory semiannual 
sinking fund payments are allocated to 
the various classes of each CM0 series 
in the order of the maturities of the 
classes. Each of the 1983 CM0 issues 
has three classes. If principal payments 
are rccicvcd on the mortgages at a rate 
in excess of the rate indicated in the 
minimum sinking fund schedule. the 
corporation WIN be required to make ad- 
ditional mandatory sinking fund pay- 
ments. The Class A-3 and Cqss B-3 
bonds are each redeemable at the corpo- 
ration’s option commencing 2003 and at 
the holders’ optton tn 2008 at the un- 
paid principal balance. plus accrued in- 
terest. 

A Trust has been established for each 
CM0 issue. The corporation serves as 
Trustee and is responsible for forward- 
ing principal and interest payments to 
CM0 holders and for conductmg the In- 
vestment transactions prescribed in ac- 
cordance with the terms of the Indenture 
and Declaration of Trust. Principal col- 
lections held in the CM0 Tests at De- 
cember 31, 1983 aggregated 512.3 mil- 
lion. 

In February 1984 the corporation is- 
sued SS25.0 million of CMOS. Series 
C. This CM0 issue has four classes. 
The conventional mortgage collatcraliza- 

tion. and minimum sinking fund schcd- 
ule are similar to those of the 1983 
CM0 issues. On each semiannual pay- 
ment date, additional principal payments 
will be made to the other Series C 
classes in an amount equal to the Inter. 
est accrued on the Class C-J bonds. The 
unpaid principal balance of the Class C’. 
4 bonds will be increased by the amount 
of interest accrued but not paid out. 
Semiannual payments of interest to the 
Class C-4 bond holders will commence 
upon payment in full of the other Senes 
C classes. The Class C-4 bonds are re- 
deemable at the option of the corpora- 
tion commencing 2004 and at the option 
of the holders in 2004. As of December 
3 I, 1983 the corporation had purchxzd 
S409.0 million of the mortgages that 
were subsequently financed long-rr!m 
by the issuance of CMOS, Senes i... 
(These mortgages were hnanced tempo- 
rarily with short-term debt.) Thex IIWR- 
gages were-purchased at a discount ot 
586.8 million. The monpagrs :mr! c11~. 
count are included as “Canvcnricxlal 
mortgages” and “Unamortized mm-t- 
gage purchase discount”, respectivc:ly. 
in the accompanying financial :xate- 
merits. At December 31. 1983 the ~:or. 
poration had outstanding commitment: 
to purchase an additional S283.8 mill. j 1 
of mortgages related to CMOF, Srnes c.’ 

Mortgage-Backed Bonds 

The 198211997. 198311995. and 19134, 
1996 Mortgage-Backed Bonds Lue rc- 
deemable at the corporation’, optlon 
commencing 1982. 1983. and 1984, re- 
spectively. at their face value. On the 
1983/1995 and 198411996 bonds. a 
sinking fund provides for annual retlre- 
rnents of 97.0 million and 57 5 mllhon 
of the principal amount of bonds. re- 
spectively, which commcncec! II! 1117(1 
and 1977. In addition. the corporation 
has a noncurnulativc optlon tc? increase 
the sinking fund amounts each ycx by 
an amount not to exceed the annual re- 
tirement amounts. All .Mortgqr-Bxked 
Bonds are guaranteed a5 to prlnclptil .tr:ti 
interest by Government National Mort 
gage Association (GNMAi 1.‘nder the 
provision of a Trust lndenrure with 
GNMA dated October 26. 1970. and 
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supplements thereto. the corporation 
conveyed mortgages to the Trust as se- 
curlty for the Mortgage-Backed Bonds. 
AS of December 3 I, 1983 and Deccm- 
her 3 I, I Y82 Trust assets of approxt- 
mately 5537 9 mullion and $577.8 mil- 
Iton. rcspccttvcly, constttuting primanly 
the prmctpal balances of such mort- 
gages, arc restnctcd for rhe payment of 
pnnctpal and mterest on the Mortgage- 
Backed Bonds and arc Included tn the 
accompanymg balance sheets. Gains 
from the repurchase of a portton of the 
Mortgage-Backed Bonds for the purpose 
of mecttng rmktng fund requirements 
were S.2 mtllton. 5.3 mtllion and SS.2 
mtllton for the years ended December 
31. 1983. 1982 and 1981. respectively. 

Debrnrures 

The debentures are unsecured general 
obhgattons of the corporatton. They are 
Issued In the mintmum principal amount 
of 510.000 and are not sublect to re- 
dcmptton pnor to maturity date. 

The corporanon tncurrcd an extraordi- 
nary loss of 53.9 mtllion in September 
1983 on the early retirement of 563.6 
mtllion of NS debentures. These dcbcn- 
turcs had an average effective rate of 
I6 53 percent and were due rn October 
1984. 

6) Reserve for Uninsured 
Principal Losses 

An analysts of the reserve for umnsured 
pnnctpal IOWY for the years ended De- 
cember 31. 1983. I982 and 1981 fol- 
lOWI: 

December 31. 

1963 1982 1981 --- 
Balance. he- rmilllone of dolhrs~ 

ginning ol 
penod 9104 0 S RI.0 565.0 

Provision for 
mort8agc 
loan IOWZS. 45.5 24.6 16.4 

L’nrnsured 

7) Commitments 

Commitments-Guarantor Program 

Under this program, mottgage originators sell mortgages to the corporatton at par and 
in exchange simultaneously purchase PCs equal to the unpaid principal balance of the 
mortgages sold to the corporation. Outstandinn CommItmenta 

December 31, 1983 

B&8 
Point 

Sprerd Amount 

~rnllllON or 
dolhn, 

Mandatory . . 31.2 bp S 2230.8 
Optional . . . 31.7 13.761. I 

Commitments-Guarantor 
program . . . . fl5.991.9 

December 31. 1982 

Bssls 
Point 

Spread imount 

tmlllions of 
dollars, 

JO.9 bp 96.202.1 

S6.202.J 

Commitments to Purchase 

The average effective income rate on commitments to purchase mortgages is dctcr- 
mined after deducting servicing fees. Delivery of mortgages under the optional com- 
mitment program is at the option of the seller. Delivery is mandatory under all other 
commitment programs. OutstandIng Commltmenu 

December 31, WIJJ December 31. 1982 

Average Average 
EfhtlVe ERecthe 

Income Rmte* Amount Income RaW .Amount 

(milllone of 1 f8illlonr ol 
dohe) dollsrr, 

Mandatory ,. . . 13.46% 5577.4 13.57% 51,143.l 
CMOS (Note 5) . I’.-19 283.8 - - 

Optronal l-t.62 110.7 15.17 203.3 

Commitments to purchase . . . 5971.9 5 I s346.4 

Commitments to Sell 
The corporation’s PCs are continuously offered for sale under both mandatory and 
optional delivery programs. Delivery periods range from 7 to I50 days under the 
mandatory program. Settlements occur a mintmum of IJO days and a maximum of 
260 days from the date of contract where delivery is at the option of the corporation. 

Outstsndlng Commitments 

December 31. l94t3 December 31. I982 

.Aversge 
Effective 

Rate Payable 
To hestor* .Amount 

(millionr of 
dollars) 

.Mandatory.. 13.298 S32J.O 
Optional .-. l-1.-13 105.9 

Commitments to srll 

.A\erage 
EKectlve 

Rate Payable 
To Investor* Imount 

~milllonr of 
dollars) 

12.09% 5807.-t 
15.07 116.6 

SY24.0 
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8) Subordinated Borrowings 

Subordinated borrowings at December 31. 1983 and December 31, 1982 consisted of: 

MltUrlW 

Unamortized discount and fees ....... 

Zero Coupon Capltd Dokntum 
1992 ....................................... 
Unamortized discount and fees ....... 

Total subordinated borrowings ....... 

December JI.1903 

11.50% 
9.41 

12.69 

13.79 

Bdrmx 

( mlllbtn d 
dollult 

5 50.0 
150.0 

100.0 

300.0 
(3.1) 

296.9 

600.0 
(406.3) 

193.7 

S490.6 

December 31. I982 

Efrectlvr 
Intcmt 
Rate* 

11.50% 
9.41 

12.69 

13.79 

Bdrncr 

(mUlbnn d 
dollars, 

s 50.0 
150.0 
100.0 

3oo.o 
(3.7) 

296.3 

600.0 
(430.5) 

169.5 

S46J.8 
- 

The debentures are subordinated to all obligations and liabilities of the corporation, 
including obligations of others that the corporation has guaranteed, whether existing 
at the date of issuance or thereafter incurred or created. The zero coupon capital de- 
bentures rank equally with the 9.41 percent and the 12.69 percent capital debentures 
and all are senior in tight of payment to the 1 I .50 percent capital debentures. 

9) Pension Plan 

The corporation has a defined-benefit 
pension plan covering substantially all 
of its employees. The corporation makes 
periodic contributions to the plan equal 
to the amounts accrued for pension 
expense. 

The weighted average assumed rate of 
return used to determine the actuarial 
present value of accumulated plan 
benefits was eight percent for both 1983 
and 1982. A comparison of accumulated 
plan benefits and plan net assets for the 
corporatton’s pension plan appears to 
the right. 

(916613) 

January I, 

I!%3 I982 -- 
( mlllbna of dollars, 

Actuarial present value 
of accumulated plan 
benefits: 

Vested ,._,.,._._......_... S2.9 52.2 
Non-vested . .8 .6 

Ki 57.8 
=a 

Net assets available for 
benefits , . . . S7.2 55.4 

C C 

13 

".' 
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