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August 2,199l 

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

This report discusses the results of our audit of the financial statements 
of the FSLIC Resolution Fund for the period August 9, 1989 (its incep- 
tion), through December 31, 1989. We received the Fund’s final financial 
statements on March 28, 1991. Late receipt of these statements from the 
Federal Deposit Insurance Corporation (FDIC), the Fund’s administrator, 
was largely due to the need to resolve complex accounting issues posed 
by the creation of this new entity. While these accounting issues have 
been resolved, our audit disclosed the existence of various factors that 
in combination give rise to significant uncertainties affecting the Fund’s 
ultimate cost of assistance provided to troubled thrift institutions and 
the Fund’s recoveries from the sale of its assets. As a result of these 
factors, we were unable to assess the reasonableness of the Fund’s esti- 
mated liability for assisted institutions or its estimated recoveries from 
asset sales. Therefore, we do not express an opinion on the Fund’s state- 
ments of financial position as of December 31, 1989, and August 9, 1989, 
or its statement of income and accumulated deficit for the period 
August 9, 1989, through December 31,1989. However, the Fund’s state- 
ment of cash flows for the period August 9,1989, through December 31, 
1989, presents fairly, in all material respects, its cash flows for the 
period then ended. 

Our reports on FDIC'S internal control structure and its compliance with 
laws and regulations as they relate to the Fund are also presented. Our 
report on the internal control structure discusses two conditions that 
merit management’s attention but do not materially affect FDIC'S finan- 
cial statements. These conditions involve improvements needed in FDIC'S 
accounting system to facilitate producing a statement of cash flows and 
in FDIC'S documentation to support asset values. We conducted our audit 
pursuant to the provisions of section 17(d) of the Federal Deposit Insur- 
ance Act, as amended (12 USC. 1827(d)) and 31 U.S.C. 9105 and in 
accordance with generally accepted government auditing standards. 

The Financial Institutions Reform, Recovery, and Enforcement Act of 
1989 (FIRREA), Public Law 101-73, created the FSLIC Resolution Fund to 
manage and dispose of assets and pay debts, obligations, contracts, and 
other liabilities resulting from thrift resolution actions initiated by the 
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former Federal Savings and Loan Insurance Corporation (F-SLIC)' before 
January 1, 1989. FDIC is responsible for administering the Fund to 
ensure that its assets are sold and its liabilities are paid. 

The Congress appropriated $22 billion for fiscal year 1991, which will 
permit the Fund to renegotiate and/or buy out the Fund’s assistance 
obligations. These financial statements do not reflect the potential 
effects of this appropriation. 

We are sending copies of this report to the Chairmen of the Senate Com- 
mittee on Banking, Housing and Urban Affairs and the House Committee 
on Banking, Finance and Urban Affairs; the Chairman of the Federal 
Deposit Insurance Corporation; the Director of the Office of Thrift 
Supervision; and the Director of the Office of Management and Budget. 

Charles A. Bowsher 
Comptroller General 
of the United States 

‘FIRREA abolished FSLIC on August 9,1989, and gave the F’SLIC Resolution Fund the responsibility 
for completing the resolution of all thrift institutions that failed before January 1, 1989, or were 
assisted by FSLIC prior to August 9, 1989. Institutions that failed after January 1, 1989, became the 
responsibility of the Resolution Trust Corporation. 
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To the Board of Directors 
Federal Deposit Insurance Corporation 

We have audited the accompanying statements of financial position of 
the FSLIC Resolution Fund2 as of December 31,1989, and August 9,198Q 
(its inception), and the related statement of income and accumulated 
deficit and the statement of cash flows for the period August 9,1989, 
through December 31, 1989. These financial statements are the respon- 
sibility of the management of the Federal Deposit Insurance Corporation 
(FDIc)-the Fund’s legislatively mandated administrator. Our responsi- 
bility is to express an opinion on these financial statements based on our 
audit. In addition, we are reporting on our consideration of FDIC’S 
internal control structure and its compliance with laws and regulations 
as they relate to the Fund. 

We conducted our audit in accordance with generally accepted govern- 
ment auditing standards. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made 
by management, as well as evaluating the overall financial statement 
presentation. We believe that our audit provides a reasonable basis for 
our opinion. However, due to the significant uncertainties discussed 
below, we were not able to assess the reasonableness of the Fund’s esti- 
mated liability for assisted institutions and estimated recoveries from 
the sale of its receivership and corporate owned assets. 

Generally, under its assistance contracts, the Fund is obligated to reim- 
burse the acquirers of troubled thrift institutions for losses realized on 
both the disposition value and financial performance of the primarily 
real estate-related, poor quality assets of the acquired institutions. As of 
December 31, 1989, FDIC estimated that the Fund will pay about $29 bil- 
lion as a result of these losses. However, the Fund’s actual assistance 
payments could be significantly affected by various factors, such as the 
continuing instabilities in the real estate markets where the majority of 

2The FSLIC Resolution Fund was established by section 216 of the Financial Institutions Reform, 
Recovery, and Enforcement Act of 1989 (FIRREA) to manage the assets and pay the debts, obliga- 
tions, contracts, and other liabilities resulting from thrift resolution actions initiated by the former 
Federal Savings and Loan Insurance Corporation (FSLIC). 
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these assets are located; fluctuations in future interest rates; the effec- 
tiveness of FDIC'S asset disposition strategies; and the Fund’s fiscal year 
1991 appropriation provided to reduce its assistance obligations. 

FDIC records the amounts advanced to close failed thrift institutions as 
receivables and the amounts advanced to purchase assets from troubled 
or failed thrift institutions as corporate owned assets, FDIC establishes a 
loss allowance against the receivables and against the corporate owned 
assets. This allowance represents the difference between amounts 
advanced and expected repayment. The expected repayment is based on 
the estimated recoveries from the sale of the failed institutions’ (receiv- 
ership) assets. As of December 31, 1989, the Fund’s combined receiver- 
ship and corporate owned asset portfolio had a book value of $13 billion 
and FDIC estimated that the Fund would recover about $6.9 billion from 
the sale of these assets. However, actual recoveries will be significantly 
affected by the market impact of the rapidly increasing number of sim- 
ilar assets that other federal entities are holding for sale and by the con- 
tinuing instabilities in the economies where these assets are located. 

Because of the potential effect of the factors described above on the 
Fund’s estimated amounts to be paid under its assistance contracts and 
on the Fund’s estimated recoveries from the sale of its receivership and 
corporate owned assets, we were unable to express, and we do not 
express, an opinion on the Fund’s financial position as of December 3 1, 
1989, and August 9, 1989, or its results of operations for the period 
August 9, 1989, through December 31, 1989. Therefore, we caution 
users that the Fund’s accompanying statements of financial position and 
the related statement of income and accumulated deficit have limited 
reliability. However, in our opinion, the Fund’s statement of cash flows 
for the period August Q,lQ89, through December 31,1989, presents 
fairly, in all material respects, the Fund’s cash flows for the period then 
ended, in conformance with generally accepted accounting principles. 

The following sections of this report more fully discuss how the factors 
described above could significantly affect the amounts the Fund will 
have to pay under its assistance contracts and the amounts the Fund 
will recover from the sale of its receivership and corporate owned 
assets. 
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Estimated Liabilities Under FIRREA, the FSLIC Resolution Fund is now responsible for making 

for Assisted 
Institutions 

all payments required by the long-term financial assistance contracts, 
commonly referred to as assistance agreements, FSLIC had entered into 
with acquirers of insolvent institutions, The larger assistance agree- 
ments generally provided each acquirer with an interest-bearing note 
equal to the acquired institution’s reported negative net worth (the 
amount by which the institution’s liabilities exceeded its assets) and 
guaranteed the disposition value (capital loss coverage) and financial 
performance (yield maintenance coverage) of the poor quality assets 
acquired from the failed institution.3 The assets to which these guaran- 
tees apply are known as covered assets; collectively, they are referred to 
as covered asset pools. The aggregate covered asset pool for all agree- 
ments was about $36 billion at December 31, 1989, over 80 percent of 
which was real estate-related.4 

Under capital loss coverage, acquirers are compensated for the differ- 
ence if the disposition price is less than the guaranteed value of any 
covered asset, generally its historical cost. Yield maintenance coverage 
guarantees that the covered asset pool will collectively yield a specified 
variable rate of return for the term of the agreements. This rate is gen- 
erally determined by adding a set number of basis points, as negotiated 
and documented in the assistance agreement, to the average cost of 
funds for all thrift institutions in the same general geographical region. 
Typically, the amount of the spread over the cost of funds declines over 
the life of the agreement. As of December 31, 1989, FDIC estimated that 
the Fund would pay about $29 billion over the remaining life of the 
assistance agreements (8 to 9 years for the larger agreements) as a 
result of these asset value and performance guarantees. However, the 
combined effect of three interrelated factors which give rise to uncer- 
tainties could have a significant impact on the actual covered asset pay- 
ments to be made after December 31,1989. 

First, local real estate market conditions, the most important determi- 
nant of any individual real estate-related asset’s value, are subject to 
significant shifts over extended periods of time. Most assets guaranteed 

%e Thrift Resolutions: Estimated Costs of FSLIC’s 1988 and 1989 Assistance Agreements Subject to 
Change (GAO/-DO-81, September 13, 1990) for a more detailed discussion of these and other 
assistance agreement provisions. 

4Heal estate-related covered assets include (1) loans and investments secured by primarily commer- 
cial properties, (2) foreclosed commercial or residential properties, and (3) subsidiaries which held 
these types of assets when the acquired institutions’ investment in the subsidiary became a covered 
asset. This definition considers undeveloped land to be commercial property. 
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by the Fund are located in the southwest and in certain parts of Cali- 
fornia-real estate markets that have experienced severe instability in 
recent years. Projected capital loss payments were based on covered 
asset appraisals. However, appraisals, which generally estimate value 
based on recent sales of similar assets, might not reliably indicate future 
values because the local real estate markets could significantly change 
prior to asset disposition. Because the majority of these assets are 
located in real estate markets susceptible to continuing instabilities as a 
result of the slowdown in the economy and the increasing size of the 
federal government’s real estate inventory, asset values determined as 
recently as 6 months ago may now be overly optimistic. 

Second, interest rate changes, which parallel changes in cost of funds 
indexes, will directly affect covered asset pool guaranteed yield levels 
and therefore the amount of the Fund’s estimated yield maintenance 
payments. A l-percent increase in interest rates could result in an 
increase of a few hundred million dollars a year in covered asset pay- 
ments. The Fund’s December 31, 1989, projections assumed interest 
rates would remain constant-an assumption consistent with the gen- 
eral interest rate environment at that time. However, interest rates are 
more likely to fluctuate over the remaining term of the agreements and, 
therefore, we cannot be certain that FDIC'S estimate provides a reliable 
basis for substantiating future yield maintenance costs. 

. 

Third, the Fund administrators’ ability to effectively oversee the 
acquirers’ asset management and disposition strategies will have a sig- 
nificant effect on actual covered asset payments. If the broad oversight 
authority provided by the assistance agreements is used properly, it 
should ensure that covered assets are being managed in a manner which 
maximizes their financial performance and disposition value and, there- 
fore, minimizes the Fund’s costs. For example, FDIC can (1) review and 
approve acquirers’ asset management plans, which provide estimated 
disposition dates and values, (2) purchase covered assets at their guar- 
anteed value, or (3) write down assets to fair market value by making 
capital loss payments prior to actual disposition. However, until FDIC 
develops a historical track record against which its performance can be 
measured, we cannot be certain that the acquirers’ asset management 
and disposition strategies will be as cost efficient as the December 31, 
1989, assistance payment projections reflect. 
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In addition, the Congress appropriated $22 billion in fiscal year 1991, 
which will permit the Fund to reduce its future assistance costs by rene- 
gotiating and/or buying out its assistance contracts. Use of this appro- 
priation could significantly reduce the Fund’s future assistance 
payments. For example, if FDIC does not expect the value of a covered 
asset to improve significantly, it could require a write-down, which trig- 
gers an immediate capital loss payment and could minimize total costs 
by reducing yield maintenance payments. While this appropriation was 
available before FDIC finalized the Fund’s 1989 financial statements, FDIC 

had not yet assessed the appropriation’s impact on the Fund’s estimated 
future assistance payments.” Therefore, these financial statements do 
not reflect any potential cost savings from the use of the $22 billion. 

Estimated Recoveries As part of its resolution activities, FSLIC placed failed institutions into 

on Assets in 
Receivership or 
Owned by the Fund 

receivership and paid out funds required to settle depositor claims of 
these failed institutions. However, FDIC expects to recover some portion 
of those paid claims through the sale of the failed institutions’ assets 
that remain in receivership. As of December 31, 1989, the Fund’s claim 
against receiverships totaled about $14.3 billion. Receivership assets 
associated with those claims totaled about $9 billion, and FDIC estimated 
it would recover $5.6 billion from the sale of these assets. In addition, 
the Fund owns about $4 billion in assets that FSLIC had purchased to 
improve the marketability (and thus facilitate the sale) of certain 
troubled institutions and to terminate receiverships. These assets are 
referred to as corporate owned assets. FDIC is managing and marketing 
these assets in an attempt to maximize their recovery value. As of 
December 3 1, 1989, FDIC estimated the Fund would recover $1.3 billion 
from the sale of its corporate owned assets. 

For the Fund’s receivership assets, FDIC calculated asset recovery values 
based on the asset’s estimated market value less the associated costs of 
holding the asset for sale. FDIC derived the corporate owned asset 
recovery rate by projecting the expected recovery values for receiver- 
ship assets to similar types of corporate owned assets. Asset recovery 
values are generally based on appraisals, which are usually the best 
available information. However, the current instabilities in the economy, 
particularly with regard to the real estate markets where the majority 
of the Fund’s assets are located, undermine the reliability of those 

‘In January 1991, a plan was announced for using the $22 billion to reduce the Fund’s assistance 
costs. A significant portion of the fiscal year 1991 appropriation will not be obligated until the last 
quarter of 1991. 
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appraisals for purposes of estimating the projected recovery values of 
assets. In addition, FDIC did not update the corporate owned asset 
recovery rate in 1989; instead, it used the asset recovery rate deter- 
mined by FSLIC in September 1988, when the overall economy was 
healthier. 

The uncertainties surrounding these recovery values have been magni- 
fied by the Resolution Trust Corporation’s (RTC) recent introduction into 
the market place of large quantities of similar assets acquired as a result 
of thrift failures. As of December 31, 1990, RTC had resolved 362 thrift 
institutions, resulting in a $67 billion increase in the federal govern- 
ment’s asset portfolio, and estimated that another 332 thrift institutions 
with total assets of $167 billion will be resolved by December 1991. In 
resolving these additional thrift institutions, the federal government’s 
asset portfolio will greatly increase. The weakening condition of the 
banking industry is also steadily adding to the government’s supply of 
assets, further reducing the sales value of similar assets marketed by 
the FSLIC Resolution Fund. Further, financial institutions’ inventories of 
real estate acquired through nonperforming loans are growing. If the 
current recession continues or deepens and the thrift and banking indus- 
tries continue to deteriorate, asset sales are likely to yield significantly 
less than expected. As a result, the Fund’s estimated recoveries from its 
receivership and corporate owned asset sales as of December 3 1, 1989, 
may be materially overstated. 

Judgments about the future financing needs of the FSLIC Resolution Fund 
will be difficult to make until the economy and thrift and banking indus- 
tries are stabilized and real estate markets can adjust to the size of the 
federal government’s asset portfolio. Meanwhile, it is imperative that 
FDIC continue to estimate the Fund’s future obligations and recoveries in 
light of current conditions in order to provide FDIC management, the 
Congress, and others with a basis for evaluating the Fund’s exposure 
and future funding requests. 

Charles A. Bowsher 
Comptroller General 
of the United States 

March 28, 1991 
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&port on Internd Control Structure 

We have audited the financial statements of the FSLIC Resolution Fund 
for the period August 9,1989, through December 31,1989, and have 
issued our opinion thereon. This report pertains only to our study and 
evaluation of the Federal Deposit Insurance Corporation’s (FLIIC) internal 
control structure as it relates to the FSLIC Resolution Fund for the period 
ended December 31,1989. 

We conducted our audit in accordance with generally accepted govern- 
ment auditing standards. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. In planning and 
performing our audit, we considered the internal control structure of the 
Fund in order to determine the auditing procedures needed for purposes 
of expressing our opinion on the financial statements and not to provide 
assurance on the internal control structure. 

FDIC’S management is responsible for establishing and maintaining an 
internal control structure over the FSLIC Resolution Fund. In fulfilling 
this responsibility, estimates and judgments by management are 
required to assess the expected benefits and related costs of internal 
control structure policies and procedures. The objectives of an internal 
control structure are to provide management with reasonable, but not 
absolute, assurance that assets are safeguarded against loss from unau- 
thorized use or disposition and that transactions are executed in accor- 
dance 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 internal control structure, errors 
or irregularities may nevertheless occur and not be detected. Also, pro- 
jection of any evaluation of the internal control structure to future 
periods is subject to the risk that procedures may become inadequate 
because of changes in conditions or that the effectiveness of the design 
and operation of policies and procedures may deteriorate. 

For purposes of this report, we have classified FDIC’S significant internal 
control structure policies and procedures for the Fund into the following 
categories: 

. assistance to troubled institutions, consisting of policies and procedures 
related to assistance agreement claim payments and to estimates of the 
future costs of the Fund’s assistance programs; 
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. assistance to closed institutions, consisting of policies and procedures 
related to liquidation activities for receiverships and to the valuation of 
the Fund’s net receivables from assistance transactions; 

. corporate owned assets, consisting of policies and procedures related to 
the management, liquidation, and valuation of assets owned by the 
Fund; 

l treasury/revenue, consisting of policies and procedures related to cash 
disbursements, cash receipts, and investing activities; 

l expenditures, consisting of policies and procedures related to disburse- 
ments for administrative and supervisory expenses; and 

l financial reporting, consisting of policies and procedures related to the 
processing of journal entries into the general ledger and the preparation 
of financial statements. 

In obtaining an understanding of the design of the relevant policies and 
procedures for the internal control structure categories listed above, we 
found that since the FSLIC Resolution Fund had only been in existence for 
6 months6 FDIC had not had sufficient time to develop and implement 
many of the formal internal control processes and procedures necessary 
to provide management with reasonable assurance that the Fund’s 
assets are safeguarded against loss and that its transactions are exe- 
cuted in accordance with management’s authorizations. Instead, during 
the period of audit, the Fund was operating with many informal and 
undocumented control processes and procedures and, for some activi- 
ties, continued to utilize the policies and procedures of the former FSLIC. 
In addition, FDIC had not completed the conversion of all of FSLIC'S assets 
onto FDIC'S subsidiary systems. Therefore, we did not attempt to directly 
test or rely on FDIC’S internal control structure over the FSLIC Resolution 
Fund. Instead, we determined it was more efficient and effective to rely 
solely on increased substantive testing of account balances associated 
with each control category. Such tests can also serve to identify weak- 
nesses in the internal control structure. As discussed in the following 
paragraphs, our consideration of FDIC’S internal control structure 
relating to the Fund revealed two reportable conditions. 

Reportable Conditions Reportable conditions involve matters coming to our attention relating 
to significant deficiencies in the design or operation of the internal con- 
trol structure that, in our judgment, could adversely affect an organiza- 

* tion’s ability to record, process, summarize, and report financial data 

“The FSLIC Resolution Fund was established on August 9, 1989, by the Financial Institutions Reform, 
Recovery, and Enforcement Act and is managed by FDIC. 
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consistent with the assertions of management in the financial 
statements. 

There are basically two levels of reportable conditions- those that are 
considered material weaknesses,’ which could affect the fair presenta- 
tion of the financial statements, and those that while not material are 
significant matters that merit management’s attention. While we did not 
identify any material weaknesses, we noted two matters involving the 
internal control structure and its operation that we consider to be 
reportable conditions under generally accepted government auditing 
standards. The two conditions involve (1) FDIC’S inability to readily iden- 
tify cash transactions in order to prepare a statement of cash flows in 
accordance with generally accepted accounting principles (GAAP) and 
(2) the lack of sufficient documentation supporting some of the Fund’s 
corporate owned assets. 

Cash Flow Statement 
Presentation Not in 
Conformity With GAAP 

The statement of Financial Accounting Standards (FAS) no. 96, State- 
ment of Cash Flows, requires an entity to include a statement of cash 
flows when issuing a complete set of financial statements for accounting 
periods ending after July 15,1988. The primary purpose of a statement 
of cash flows is to provide relevant information about an entity’s cash 
receipts and cash payments during a given period. The provisions of 
FM 95 require that only cash transactions be included in the statement 
of cash flows and that these cash transactions should generally be 
presented as gross amounts rather than as net changes in related bal- 
ance sheet amounts. 

FDIC’S accounting system was not designed to distinguish between cash 
and noncash activity; therefore, FDIC could not readily identify cash 
transactions. As a result of this system limitation, FDIC’S statement of 
cash flows included cash that the Fund expected to receive or was obli- 
gated to pay during the periodt(accruals) and included net changes in 
activity rather than actual cash received and cash paid during the 
period. Reporting both accrued amounts and net changes in activity mis- 
states actual cash flows. For example, FDIC presented the total amount 
of interest earned on investments during 1989 as a cash inflow. How- 
ever, $170,000 of this interest was not actually received in cash as of 

‘A material weakness is a reportable condition in which the design or operation of one or more of the 
specific internal control structure elements does not reduce to a relatively low level the risk that 
errors or irregularities in amounts that would be material in relation to the financial statements being 
audited may occur and not be detected within a timely period by employees in the normal course of 
performing their assigned functions. 
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December 31, 1989, resulting in an overstatement of cash inflows by this 
amount. In another example, FDIC included $1.1 million payable to the 
Savings Association Insurance Fund as of December 31, 1989, as a cash 
outflow, resulting in an overstatement of cash outflows by this amount. 

Cash flow information, when used with related disclosures and informa- 
tion in the other financial statements, is intended to help the Congress 
and other users of the FSLIC Resolution Fund’s financial statements to 
assess the Fund’s ability to generate positive future net cash flows from 
operations and thus meet its obligations. This can be important when 
considering the level of appropriations for the FSLIC Resolution Fund. 
Our audit tests determined that the accrued and net amounts presented 
in the Fund’s statement of cash flows for the period ending 
December 31, 1989, are immaterial. However, if these immaterial 
amounts increase in significance in future reporting periods, presenting 
them in the statement of cash flows could be misleading to the users and 
could impair a reasonable determination of the Fund’s future cash 
needs. 

FDIC acknowledges that its current system does not have the capability 
to readily identify individual cash receipt and disbursement transac- 
tions and has formed a team to enhance the system to enable it to pro- 
duce a statement of cash flows that conforms with FAS 95. FDIC 
anticipates that this system enhancement will be completed in time to 
properly present its 1991 statement of cash flows. 

Lack of Supporting Asset The Comptroller General’s Standards for Internal Controls in the Fed- 

Documentation era1 Government provides documentation standards for an entity’s 
accounting transactions. The standards specify that an entity must have 
written evidence of all its accounting transactions and that the docu- 
mentation of these transactions should be complete and accurate and 
should facilitate tracing the transaction from its initiation through its 
completion. 

On August 9, 1989, when FSLIC'S corporate owned assets were trans- 
ferred to the Fund, they had a book value of $4 billion. In converting the 
corporate owned asset balances from FSLIC'S accounting systems onto its 
systems, FDIC identified $103.9 million of assets for which no supporting 
asset listings, reconciliation files, or asset manager reports existed to 
provide information necessary to properly account for the assets’ exis- 
tence and value. Many of these unsupported assets on the Fund’s books 
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resulted from WLIC purchases in the early 1980s. At that time, FSLIC pur- 
chased problem institutions’ and receiverships’ real estate, mortgage 
loans, and other assets (corporate owned assets) in an attempt to facili- 
tate acquisitions and mergers of problem institutions and terminations 
of receiverships. However, for some of its earliest asset purchases, FSLIC 
did not have a system in place to appropriately account for these 
purchases, resulting in unsupported balances for some assets recorded 
in its general ledger. 

In February 1990, after the merger of FSLIC'S operations into FDIC, FDIC'S 
Office of Inspector General (OIG) reviewed FDIC'S accounting policies and 
procedures governing the Fund’s corporate owned asset activity. The OIG 
reported several weaknesses regarding corporate owned assets, 
including the poor condition of asset files and documentation, that could 
limit FDIC’S ability to efficiently manage and liquidate these assets. 

In response to these concerns, FDIC established a task force in April 1990 
to (1) research and establish asset documentation files supporting the 
transactions that were posted in the general ledger for each asset 
account and (2) improve policies and procedures governing future 
accounting for these assets. At the time of our audit, FSLIC operations 
were transitioning into FDIC operations, and the task force was in the 
process of addressing the concerns with the corporate owned assets. 

Therefore, we determined it was not practical to test the design, opera- 
tion, and adequacy of FDIC'S controls over assets. However, we believe 
the results of our substantive testing provide sufficient evidence for our 
report on the Fund’s financial statements. In conjunction with our audit 
of the Fund’s 1990 financial statements, we are currently developing 
procedures to begin evaluating the internal controls over the Fund’s 
assets. Although we expect this work to extend beyond the 1990 audit, 
we plan to discuss any preliminary results as part of that audit report. 
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Report on Compliance With Laws 
and Regulations 

We have audited the financial statements of the FSLIC Resolution Fund 
for the period August 9,1989, through December 31,1989, and have 
issued our opinion thereon. This report pertains only to our review of 
the Federal Deposit Insurance Corporation’s (FDIC) compliance with laws 
and regulations as they relate to the FSLIC Resolution Fund for that 
period. 

We conducted our audit in accordance with generally accepted govern- 
ment auditing standards. Those standards require that we plan and per- 
form the audit to obtain reasonable assurance about whether the 
financial statements are free of material misstatement. 

FDIC’S management is responsible for compliance with laws and regula- 
tions applicable to the FSLIC Resolution Fund. As part of obtaining rea- 
sonable assurance as to whether the financial statements were free of 
material misstatement, we selected and tested transactions and records 
to determine FBIC’S compliance with certain provisions of the Federal 
Deposit Insurance Act, as amended (12 USC. 1811 et. seq.), and title III -- 
of the Competitive Equality Banking Act of 1987 (12 U.S.C. 226 note), 
which, if not complied with, could have a material effect on the FSLIC 
Resolution Fund’s financial statements. However, it should be noted that 
our objective was not to provide an opinion on overall compliance with 
such provisions. Because of the limited purpose for which our tests of 
compliance were made, the laws and regulations tested did not cover all 
legal requirements with which FDIC has to comply. 

The results of our tests indicate that with respect to the items tested, 
FDIC complied, in all material respects, with those provisions of laws and 
regulations that could have a material effect on the Fund’s financial 
statements, With respect to transactions not tested, nothing came to our 
attention that caused us to believe that FLNC had not complied, in all 
material respects, with those provisions. 
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Statements of Financial Position 

(In tbou8and8) 

Amets 

Cash and cash equivalents (Note 3) 

Net receivables Rom assistance 
and failures (Note 4) 

Corporate owned assets, net (Note 6) 

Other assets (Note 6) 

Liabilitiee 

Accounts payable, accrued 
liabilities and other 

Liabilities incurred from 
assistance and failures (Note 7) 

Liabilities for estimated 
assistance (Note 8) 

Estimated losses from litigation 

Total Liabilitiee 

Resolution Equity (Note 10) 

Contributed capital 

Accumulated deficit 

December 31 
1989 

$ 1,576,l27 

7,168,442 

1,262,462 

34,442 

$ 10,061,473 

23,941,645 

20,047,694 

103,000 

44,118,867 

August 9 
1989 

$ 1,936,649 

7,634,476 

1,266,370 

18,637 

$10,876,331 

20,711,701 

19,920,642 

-O- 

40,609,622 

26,628 37,279 

Total Resolution Equity 

1,829,OOO -o- 

(35,886,394) (29,794,191) 

(34,067,3Q4) (29,794,191) 

$ 10,061,473 $ 10,876,331 

See accompanying notes 
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Statement of Income and Accumulated Deficit 

For the Period from Inception (August 9,198Q) through December 31,198Q 
(In thounBul&) 

Revenue 

Assessment revenue (Note 11) 
Interest on U.S. Treasury obligations 
Other interest 
Revenue from corporate owned assets 
Other revenue 

Total Revenue 301,688 

Expenses and Loeees 

Administrative operating expenses 
Interest expense 
Operating expenses for corporate owned assets 
Provision for losses (Note 9) 

Total Expenses and Lot~ser 

Net Loss Before Funding Transfer 

Funding Transfer to Savings Association 
Insurance Fund (Note 1) 

Net Lore 

Accumulated Deficit - Augwt 9 

Accumulated Deficit - December 31 

See accompanying notes 

$ 98,827 
39,996 
54,538 
82,423 
26,904 

70,161 
820,740 

18,207 
6,479,181 

6,388,289 

(6,086,601) 

(6,602) 

(6,092,203) 

(29,7Q4,191) 

6 (SA886.394) 
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For the Period from Inception (August 0,106O) through December 81,1969 
(In thouaand8) 

Statement of Cash Flows 

~ 

Cash Flows From Operating Activities: 

Cash inflows from: 
Assessment revenue 
Interest on U.S. Treasury obligations 
Recoveries from assistance and failures 
Recoveries from corporate owned assets 

Cash outflows for: 
Administrative operating expenses 
Disbursements for assistance and failures 
Disbursements for corporate owned assets 
Increases in other assets 
Decreases in accounts payable, accrued 

liabilities and other 

Net Cash Used by FRF Operating Activities 

Funding transfer to SAIF 

Net Cash Used by Operating Activities 

Cash Flows Provided from Investing Activitiee 

Cash Flows From Financing Activities: 

Cash inflows from: 
U.S. Treasury payments 
Sale of capital certificates 

Cash outflows for: 
Payments of liabilities incurred from 

assistance and failures of insured institutions 

Net Cash Provided by Financing Activities 

Net (Decrease) in Cash and Cash Equivalents 

Cash and Cash Equivalents - Aligwt 9 

Cash and Cash Equivalents - December 31 

See accompanying notes 
I 

$ 98,827 
39,996 

466,160 
3 

72,416 
2,326,106 

14,606 
38,783 

30,448 

(1,887,371) 

6.602 

(1,892,975) 

-o- 

1,169,000 
670,000 

296,549 

1,633,451 

(850,622) 

1,936,649 

$1,676,127 
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Notea to Financial Statements 

DECEMBER 81,1@89 

1. Impact of FIRREiA LegldatSon: 

The Financial Inatltutlons Reform, Recovery, and Enforcement Act of 1989 VIRREA) became 
public law on August 9,1989. The primary purpose of the legislation was to reform, recapital- 
ize, and consolidate the federal deposit insurance system so ea to restore the public’s con- 
fidence in the ravinga and loan industry and to ensure a safe and stable system of affordable 
housing finance through mejor regulatory reforms, strengthened capital standards and 
safeguards for the disposal of recoverable assets. FIRRBA abolished the Federal Savings and 
Loan Insurance Corporation (FSLIC) and the Federal Home Loan Bank Board (FHLBB). 
Their functions were transferred, in a prescribed manner, to the Federal Deposit Insurance 
Corporation (FDIC!), the Of&e of Thrift Supervision, the Federal Housing Finance Board, and 
the Resolution Trust Corporation (RTC). 

Under FIRRBA, the FDIC became the administrator of two separate and distinct insurance 
funds: the Bank Insurance Fund (BP, formerly the Deposit Insurance Fund) which insures 
the deposits of all BIF member banks, and the Savings Association Insurance Fund @AIR) 
which insures the deposits of all SAIF member savings associations (formerly a function of the 
FSLIC). Both insurance funds are maintained separately to carry out their respective legisla- 
tive mandates, with no commingling of assets or liabilities. The FSLIC Resolution Fund 
@RF), a third separate fund under FDIC management, the SAlF and the RTC replaced the 
FSLIC in problem thrift resolution activities. 

In accordance with FIRREA, the FRF will complete the resolution of all thrifts that failed be- 
fore January 1, 1989 or were assisted before August 9, 1989. The RTC will manage and 
resolve all thrifts that were previously insured by the FSLIC end for which a conservator or 
receiver is appointed during the period January 1, 1989 through August 8, 1992, after which 
the SAIF will begin resolving cases. Accordingly, the RTC is managing seven receiverships 
that were effected by the FSLIC after January I,1989 but prior to the enactment of FIRRBA, 
However, activities of these receiverships are included in the FRF financial statements be- 
cause the FRF remains financially responsible for the losses associated with these resolution 
cams. 

The Resolution Funding Corporation was established by FIRREA to provide funds to the RTC 
to enable the RTC to carry out its mandate. The Financing Corporation (established under 
the Competitive Equality Banking Act of 1987) is a mixed-ownership government corporation 
whose sole purpose is to function as a financing vehicle for the F’RF (formerly the FSLIC). 
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Cm&on und Purpose ofthe FRF. The FRF was established on August 9,1989 by FIRRW Its 
purpose in to liquidate IWJIW~IB and contractual obligations of the now deiunct FSLIC. 

FIRRRA requires the FRF to pay to the Savings Association Insurance Fund such amounts as 
are needed for the SAWS administrative and supervisory expenses for the period from incep 
tion (August 9,1989) through September 39,199l. Upon termination of the RTC (not later 
than December 31,19961, all assets and liabilities of the RTC will be transferred to the FRF, 
after which all future net proceeds from the sale of such assets will be transferred to the 
Resolution Funding Corporation for interest payments. The FTRF will continue until all of its 
assets are sold or otherwire liquidated and all of its liabilities are satisfied. Upon dissolution 
of the FRF, any funds remaining shall be paid to the U. S. Treasury; any administrative 
facilities and supplies will be transferred to the SAIF. 

Source of Funda. The FRF is funded from the following sources, to the extent funds are 
needed, in the listed priority: 

1) Income earned on, and proceeds from the disposition of, assets of the FRF, 

2) Liquidating dividends and payments made on claims received by the FRF from receiver- 
ships to the extent such funds are not required by the Resolution Funding Corporation or the 
Financing Corporation; 

3) Amounts borrowed by the Financing Corporation; and 

4) During the period from inception (August 9,1989) through December 31,1991, amounts 
assessed against Savings Association Insurance Fund members by the Federal Deposit Insur- 
ante Corporation which are not claimed by the Financing Corporation or by the Resolution 
Funding Corporation. 

If the above sources are insulXcient to satisfy the liabilities of the FRF, payments will be made 
from the LT. S. Treasury in such amounts as are necessary, as approved by the Congress, to 
carry out the purpose of the FRF. 

Findncial Statements. The August 9, 1989 inception balances for the FRF are the August 8, 
1989 ending balances of the FSLIC, except for the following changes. 

1) The net investment in the Federal Asset Disposition Association @ADA) of $16.8 million 
is shown in the FRF “Other assets” line item. The FSLIC presented its investment in this 
wholly-owned subsidiary on a consolidated basis. 

2) The FSLIC Capital Stock and Capital Certificates ending balances have been reclassified 
to the FRF accumulated deficit for a decrease of $7.6 billion. 

3) The estimated assistance liability and accumulated deficit have been corrected for an er- 
ror in the FSLIC ending financial statements caused by double counting the liability for 
certain assistance notes payable outstanding. This change resulted in a decrease of $1.7 bil- 
lion. 
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4) Additionally, the estimated assistance liabiity has been decreased by $376 million due to 
the reclassification to the FRF “Liabilities incurred from assistance and failures” line item for 
certain assisuuxe agreement coats which were incurred as of August 8,1989, but not yet paid. 
The FSLIC included these caste as a component of its estimated assistance liability. 

6) The FSLIC August 8,1989 liability for the estimated cost of unresolved cases of $66.2 bil- 
lion was transferred to the Resolution Trust Corporation. 

01 Other minor reclassllcations have been made to conform to the Fries presentation, 

2. Summary of Si@ficmt Accounting Pokier: 

General. These statements do not include reporting for assets and liabilities of closed insured 
thrift institutions for which the FRP acts as receiver or liquidating agent. Periodic and final 
reports of the FRF’s activities as receiver or liquidating agent are furnished to courts, super- 
visory authorities, and others aa required. 

Allowance for Loss on Receivables and Ckpomte Assets. The FRF records, sc a receivable, the 
amounts advanced for assisting and closing thrift institutions, and as an asset, the amounts 
advanced for the purchasing of corporate assets. An allowance for loss is established to 
represent the difference between the amounts advanced and the expected repayment, based 
on the estimated cash recoveries from the assets of the assisted or failed thrift institution, net 
of all estimated liquidation costs. 

Liabilities for Estimated Assistance. The FRF recognizes an estimated liability for probable 
future assistance payable to acquirers of troubled thrifts under its financial assistance agree- 
ments. Such estimates are presented on a discounted basis. In addition, the FRF recognizes 
estimated adjustments to its promissory notes to acquirers of troubled thrifts when draft in- 
ventory audit reports verifying the required final note amount are received. Such estimates 
are presented in the “Liabilities for estimated assistance” line item until a revised note is 
issued. 

Litigation Losses. The FRF accrues as a charge to current period income au estimate for 
probable loss from litigation against the FRF in its corporate or receivership capacity. The 
FDIC Legal Division recommends these estimated losses on a case-by-case basis. 

Assessment Revenue Recognition. The FRF recognizes as assessment revenue only that por- 
tion of SAIP member assessments due that is not claimed by the Fiiancing Corporation or the 
Resolution Funding Corporation. 

Depreciation. The cost of furniture, ftiures, equipment, and other fixed assets is expensed at 
time of acquisition. This policy is a departure from generally accepted accounting principles; 
however, the financial impact is not material to the FRF financial statements, 

Wholly-Owned Subsidiary. The Federal Asset Disposition Association (FADA) is a wholly- 
owned subsidiary of the FRF. FIRREA requires that FADA be sold or liquidated by February 
9, 1990. The investment in FADA is accounted for using the equity method and is included in 
the financial statement line item “Other assets”. The value of the investment at December 31, 
1989 has been adjusted for projected expenses relating to the liquidation of FADA. 
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8. Cash and Caeh Equivalente (in thousands): 

The FRF considerrr cash equivalents to be short-term, highly liquid investments with original 
maturities of three months or leas. This includes the purchase of one-day Special Treasury 
Certificates. 

Cash 
Cash Equivalents 

December 81 
198s 

$ 1)236,144 
339,983 

$ 1,676,127 

4. Net Receivables from Assistance and Failures (in tbouaaads): 

December 3 1 
1989 

Due from Insured Institutions: 
Collateralized loans $ 740,000 
Other loans 367,608 
Income capital certificates 234,163 
Net worth certificates 44,026 
Preferred stock from 

assistance transactions 672,216 
Accrued interest 19,939 
Allowance for losses (Note 9) (404,687) 

1,613,264 

Due from Receiverships: 
Subrogated accounts 14,337,803 
Collateralized advances/loans 730,407 
Accrued interest, net 2,026 
Allowance for losses (Note 9) (9,616,947) 

6,666,188 

$ 7,168,442 

Augost B 
lB8B 

d 66,340 
1,309,309 

$ 1,985,849 

August 9 
1989 

$ 800,000 
392,398 
284,163 

-O- 

672,216 
8,179 

(214,401) 

1*842&M 

14,614,136 
806,973 

(9,629,!& 

5,791,sao 

$ 7,634,476 

Page 24 GAO/AFMD-91-69 FSLIC Resolution Fund 



Financial Statements 

Capital Instruments Ptugmm. As part of its default prevention activities, the FSLIC pur- 
chased capitaI instruments such as Income Capital Certificates (ICCs) and Net Worth Certiii- 
cates (NWCs) Rom insured institutions. Generally; the FSLIC would purchase these certifi- 
cates in a non-cash exchange by issuing a note payable of equal value; however, some cert.& 
eaten were acquired by cash payments. The total amount of ICCs purchased and recorded in 
the accounting record6 M of both December 31, 1989 and August 9, 1989 is $293,163,000. 
Likewise, the total amount of NWCs purchased and recorded in the accounting records as of 
December 31,1989 and August 9,1989 is $168,960,000 and $162,326,000, respectively. 

For 6nancial statement purposes, capital instruments purchssed by the issuance of notes pay- 
able and for which no lossea are expected have been netted against their corresponding paya- 
bles. No new NWCs have been issued by the FRF, the change in the NWC receivable and re- 
lated payable (Note 7) Ram $0 on August 9,1989 to $44,026,000 on December al,1989 is the 
result of new losses ertabhshed against certain outstanding NW&. These losses require the 
presentation of related gross asset, aiIowance, and habiity balances in the accompanying foot- 
notes. The FRF financial statements as of both December 31, 1989 and August 9, 1989 ex- 
cluded ICCs of $Q,OOO,OOO. Likewise, the FRF financial statements as of December 31, 1989 
and August 9, 1989 excluded NWCs of $114,926,000 and $162,326,000, respectively. 

5. Corporate Owned Aerete, Net (in tboueande): 

The FSLIC acquired assets from problem institutions in its efforts to merge and/or sell failing 
thrifts. The vast wority of these assets sre real estate and mortgage loans. 

December 81 
1989 

August 9 
1989 

Corporate owned assets 
Allowance for losses 

$ 3,966,361 $ 3,963,903 
(2,673,899) (2,667,633) 

$ 1,282,462 $ 1,286,370 

6. Other Assets (in thoueande): 

December 31 
1989 

Auguet 9 
1989 

Investment in FADA, net 
Accounts receivable 
Miscellaneous assets 

S 16,781 
18,298 

363 

s 34,442 

% 19,126 
(310) 

21 

$ 18,837 
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7. Uabilitier Imurred from Auhtanoe and Failurea (in thoumndh 

The FSLIC had issued promissory notes and entered into assistance agreements in order to 
prevent the default and subsequent liquidation of certain insured thrift institutions. These 
notes and agreements required the FSLIC to provide facial assistance over time. Under 
FloRREA, the FRF has assumed these obligations. The FRF presents ita notes payable and ita 
obligation for assistance agreement payments incurred but not yet paid as a component of the 
line item “Liabilities incurred from atwiatance and failures”. Estimated future assistance pay- 
ments to acquirers required under ita assistance agreements are presented as a component of 
the line item “Liabilities for estimated assistance” (Note 8). 

From time to time, the RTC, on behalf of the FRF, may renegotiate some of its notes payable 
and assistance agreements with terms that are more favorable to the FRF. In addition, results 
of inventory audits performed in accordance with terms of certain existing assistance agree- 
ments may also alter the amount of promissory notes outstanding. 

The following components of the line item are presented in thouaar~ds: 

December 31 August 0 
1080 1080 

Notes payable to FHLB/Treasury 
Income capital certificate notes (Note 4) 
Net worth certifkate notes (Note 4) 
Assistance agreement notes 
Accrued assistance agreement costs 
Accrued interest 
Other liabilities to savings institutions 

8 774,800 $ 834,800 
92,801 92,801 
44,025 

19,8fM,l23 l&760,2% 
2,213,847 376,324 

651,421 243,233 
410,628 414,268 

$ 23,941,546 $ 20,711,701 

Maturities of these liabilities for each of the next five years and thereafter are 
(in thousands): 

lOP0 1991 1922 1992 1094 1005/themdter 

$5,617,%?3 52u7,lw 818.108 Sl,n31,778 s@w,uE5 $16,672,018 

- 
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8. Liabilitlea for Edmated Auimtanae: 

The “Liabilities for estimated assistance” line item represents, on a discounted basis, an 
estimate of future assistance payments to acquirers of troubled thrift institutions. Such fu- 
ture assistance sterns fkom the FRF’s obligation to: (1) fund losses inherent in assets covered 
under the assirtance agreement (e.g., by subsidizing asset write-downs, capital losses and 
goodwill amortization), and (2) supplement the actual yield earned from covered assets as 
necessary for the acquirer to achieve a specified yield (the “guaranteed yield”). The discount 
rates applied as of December 31,1989 and August 9,1989 were 7.98 percent and 9.89 percent, 
respectively. The August 9,198O rate was based on FICO borrowing rates, whereas the De- 
cember Sk1989 rate ia based on U. 8. Treasury ‘I-year constant maturities. This rate change 
more accurately reflects the FRF’s cost of funding as of December 31, 1989. Except for the 
possible renegotiations and note a&u&ments described in Notes 7 and 16, there will be no 
new assistance agreements or modifkations. There were 202 assistance agreements outstand- 
ing as of December 31,1989, the last of which currently expires in December 1998. 

As discussed in Note 7, the results of inventory audits may alter the amount of certain 
promissory notes outstanding. Estimated notes payable adjustments based on draft audit 
reports are first reported as a component of the “Liabilities for estimated assistance” line item 
until the notes are actually reissued, at which time the actual adjustments are then reported 
in the line item “Liabilities incurred from assistance and failures”. As of December 31, 1989 
and August 9,1989, estimated notes payable adjustments included in this line item were $1.4 
billion and $613 million, respectively. 

The estimated assistance liabilities are affected by several factors including expected notes 
payable adjustments, the terms of the assistance agreements outstanding, and, in particular, 
the salability of the related covered assets. The variable nature of the FRF assistance agree- 
ments will cause the cost requirements to fluctuate. This fluctuation will impact both the 
timing and amount of eventual cash payments. Although the “Liabilities for estimated as- 
sistance” line item is presented on a discounted basis, the following schedule details the 
projected timing of the future cesh payments (in thousands) as of December 31, 1989 on a 
nominal dollar basis: 

1990 1001 1992 1998 1904 1996/thm.dter 

S0.762,@81 $6,620,626 $3,166,se2 E2J567.263 $2,072,141 S7,160,046 
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0. Analyasr of IdaaM (ill thouMnd6): 

August 8 
1989 

Provirion Net 
For Carh Demmbsr 81 

Loss68 Payment0 mustmentr lBS9 

Due from receivenhip~ S @,629,788 S (18,207) 8 -0. $ (1,629) S Q,615,047 
Due from insured 

htltUtiO~S 214,401 190,286 -CL -0. 404&87 
corpomte ovfaed au@ %@7,538 -0. -o- eQ66 2,678,8W 
Investment in FADA 6,874 5,546 -o- a &219 
Liabilities for 

atlthatedMIlstance 1@,920,542 1,196,767 W82.428) @JS6,177) 20,047,004 
Estimated losses from 

lltigStiOU -O- 103,000 0 -o- 108,000 

SS2,338,133 $5,470,181 $(1,882,428) $(3,181,340) $82.768,646 

The adjustments column includes necessary adjustments to allowance for losses and 
estimated liabilities for reclaseiflcations, transfers and audit adjustments. The adjustment of 
$3,186,177 to the “Liabilities for estimated assistance” include8 reclassifications to the state- 
ment of financial position line item “Liabilities incurred from assistance and failures” for notes 
payable and accrued assistance agreement costs of $1,368,238 and $1,837,522, respectively. 

10. Resolution Equity (in thousands): 

Contributed Accumulated 
Capital Deficit 

Balance August 0,1989 $ -0. $ (20,704,lOl) 

Net Loss (6,002,203) 

Issuance of capital certificates (09/28/89) 670,000 
Treasury payment (12/16/89) 620,000 :;: 
Treasury payment (12/27/89) 639,000 -O- 

Balance December 91,1089 8 1,820,000 8@5,880wJ4) 

The Accumulated Deficit carried over from the FSLIC at August 9, 1989 includes $7.6 billion 
in non-redeemable capital certificates and redeemable capital stock. These capital instru- 
ments were issued by the FSLIC to the Financing Corporation (FICO) as a means of obtaining 
capital. In order to meet its fourth quarter obligations, the FRF issued an additional $670 mil- 
lion in capital certificates to the FICO. However, due to the availability of U. S. Treasury pay- 
ments to satisfy FRF obligations, no additional borrowings from the FICO are anticipated 
Furthermore, the implementation of FlRREA has effectively removed the redemption charac- 
teristics of the capital stock issued by the FSLIC. 
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11. AmlaIn& 

In September 198@, the FDIC allowed for a one-time, transition aeeelrament again& SAIF 
membere to change euch memben’ premium aeseesment due dates to a semiannual bask 
This nprcial a~sowmrnt available from SAIF members totalled $393,827,000, of which 
$295,000,000 wee cleimed by the Fiuancing Corporation for debt eervicing needs. Remaining 
funds of $96,627,000, in addition to intereat earned thereon, were provided to the FRF’ in the 
heace of ameeunent, authority by the Reeolution Funding Corporation on the treneition as- 
remmeat date. 

The transition emeeement ageinet SAlF members yielded the following results (in thousands): 

Gross SAIF member auewaeata due $ 639,665 
Lesr: Secondary Remrve o&t (64,982) 

Other adjuhmenta/crcditd (180,766) 

Net SAIF member ummmmnh available 398,827 

Leas: IWO aueeement (296,000) 
REFCORP aMeM!neIlt -O- 

Prhclpal fhnd~ provided to the FRF $ 98,827 

Secondary Reserve Offset. Title If, Section 208 of FIRREA authorizes insured savings in&u- 
tione to offeet agajnet any aeeesement promi= their pro rata share of amounta that were 
previously part of the FSLICk “Secondary Reserve”. FTRIWA limita the allowable offaet to 20 
percent of an inetitutioa’s remaining pro rata share for any calendar year beginning before 
1993. After calendar year 1992, there ia no limitation oa the remaining offset amount. FIR- 
REA also require8 the FRF to pay in c.aB (or reduce an outrtanding indebtedness) the 
remaining portion of the eaviage inetitution’s full pro rata dietribution when the institution 
loses ita insured statue through liquidation, The FRF establishes a payable to that institution 
or its receiver with a correrpoading charge to expense. As of December 31, 1989, the FRF 
owed $766,119 to iartitutionr whose iaeured status wan terminated in 1989. The total 
Secondary Rererve credit at December 31, 1989 was $621,284,768. This amount will be 
reduced in future yeare by off&a @net assessment premiums and by payments to savings 
institutions who low their ineured statue. 

12. Peneion Plpn and Accrued Annual Laavec 

The FDIC eligible employeer assigned ta the FRF are covered by the Civil Service Retirement 
and Disability Fund, Matching employer contributions prc . itied by the FRF for all eligible 
employees were approximately $1,466,000 for the period from inception (August 9,1989) 
through December 91.1989. 

Although the FRF contributes a portion of pension benefits for eligible employees and makes 
the necessary payroll withholdings from them, the FRF does not account for the assets of the 
Civil Service Retirement and Disability Fund and does not have actuakl data with respect to 
accumulated plan beneflta or the unfunded liability relative to its eligible employees. These 
amounts are reported by the U. S. Of&e of Personnel Management (OPM) and are not allo- 
cated to the individual employers. The OPM also accounts for all health and life insurance 
programa for retired eligible employees. 

he FRF liability to employees for accrued annual leave is approximately $1,063,000 at De- 
cember 31,1989. 
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18. Commitmen* 

The FRF lease agreement commitments for office space are $20,836,000 for future years. The 
agreemente contain escalation clause8 retadting in adjustments, usually on an annual bask 
Leare apace expense from inception (August 9, 1989) through December 31, 1989 was 
$3,96epsa. 

Expected leased space fees for future yeam are 88 follow8 (ia thouaand~): 

lmo lrnl 1*02 

SW557 S&S18 SW39 

14. FSLIC Guaranteed Advance Program: 

The FSLIC had guaranteed repayment in the event of default on Federal Home Loan Bar& 
(FHLBanh) advancer to certain insured institutions. These guarantees have subsequently 
been transferred to either the FRF or the RTC in accordance with FIRREA. Guarantee8 
made to the FHLBanhs generally cover advances that are secured. AB of December 31,1989, 
the FRF balance of guaranteed commitments WBB $304 million, which had been advanced to 
institutions by the FHLBanlsa In the event that the FRF is called upon to honor theee guar- 
antees, the FRF records the amounts disbursed as a receivable and becomes subrogated to the 
rights of the FHLBanlt a a eecured creditor. The FRF will not be issuing any future guaran- 
tees. 

16. Subrequent Eventr: 

As required by FIRREA, FADA was placed in receivership on February 5,199O. However, due 
to outstanding litigation, a !lnal liquidating dividend to the FRF, FADA’s sole stockholder, will 
not be made until euch time as FADA’e litigation liability, if any, is determined. 

Several assistance notes payable were reissued during 1990 for revised amounts based on the 
completion of inventory audits required under certain assistance agreements. Aa of December 
31,1989, the actual note net principal at&&meats of $1.4 billion have been reclassified to the 
“Liabjlitiea incurred from assistance and failures” line item from the “Liabilitiee from 
estimated assistance” line item. The related accrued interest payable of $124 million calcu- 
lated through December 31,lQSQ has been expensed. 

The FRF hatr received U. S. TreasuSy payments of $7.1 billion through December 31,1990, in- 
cluding $1.2 billion during calendar year 1989. 

Public Law X101-607 was recently passed which appropriated $22 billion to the FRF for the 
fiscal year ending September 30, 1991. The funds may be used to prepay notes payable, ac- 
celerate write do- of covered ameta, purchase covered assets, and/or renegotiate aat&ance 
contracts to reduce projected coats to the FRF. These statements do not reflect any potential 
uoeo of the $22 billion, because management cannot yet aseem its impact on estimated future 
assistance payable to acquirers. 
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16. Supplementary Information Relating to the Statement of Carh Flows 
(in thouundn): 

Reconciliation of net income (10~1) to net cash ueed by operating activities for the period from 
inception (August 9,1989) through December 31,198Q: 

Net Lorr 

Adjustments to reconcile net income 
to net cash used by operating activities: 

$ (6,092,204) 

Provieion for losses 
Incream other atmets 
Decrease in accounts payable, accrued 

liabilities aud other 
Net cash disbursed for aseiatance 

and failures not &ecting income 
Accrual of assets and liabilitiee from 

assistance and failures 

Net Cash Used by Operating Activities 

5,479,181 
(38.783) 

(30,448) 

(1,490,893) 

280,174 

8 (1,892,@78) 

Schedule of non-cash transactions from amistance aud failures from inception 
(August 9,1989) through December 31,1989: 

Increase (decrease) in net receivables 
from assistance and failures: 

Net worth certiticatea 3 (3,375) 
Loans - collateralized (60,000) 

Total Increase (Decrease) 033,376) 

Decrease (increase) in liabilities 
incurred from akstance and failures: 

Notes payable - NW 
Notes payable - FHLB 
Notes payable 
Liabilities for estimated assistance 

Total Decrease (Increase) 

3,375 
60,000 

(1,368,238) 
1,368,238 

$ 63,375 
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