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This report presents the results of our audit of the financial statements 
of the Bank Insurance Fund for the years ended December 3 1,199O and 
1989. The Bank Insurance Fund, the insurer of deposits for the banking 
industry, is administered by the Federal Deposit Insurance Corporation 
(FDIC). The Fund’s financial statements are fairly presented in accor- 
dance with generally accepted accounting principles, but significant 
uncertainties exist, largely beyond FDIC'S control, which affect cost esti- 
mates for resolving institutions. As a result, actual resolution costs 
incurred by the Bank Insurance Fund could be higher than estimated. 

We conducted our audit in accordance with generally accepted govern- 
ment auditing standards. Our report was delayed due to several signifi- 
cant issues which needed to be resolved before FDIC could finalize the 
Fund’s 1990 financial statements. In August 1991, FDIC officials agreed 
to adjust the Fund’s 1990 financial statements to reflect $4.2 billion in 
previously unrecognized costs related to insolvent institutions as we had 
recommended in April 1991. FDIC ultimately agreed that this amount 
represented needed additional reserves for losses in accordance with 
generally accepted accounting principles. 

In addition, we took exception to how FDIC reported on the Fund’s finan- 
cial statements amounts related to certain failed bank resolutions that 
FDIC characterized as “escrowed funds.” FDIC initially reported these 
amounts, $3.7 billion and $0.7 billion as of December 31, 1990 and 1989, 
respectively, as an offset to the financial statement line item “Net 
receivables from bank assistance and failures.” This was a significant a 
reporting issue because how these amounts are reported in the Fund’s 
financial statements directly affects FDIC'S available borrowing 
authority for the Fund under Section 15(c) of the Federal Deposit Insur- 
ance Act, as amended by the Financial Institutions Reform, Recovery, 
and Enforcement Act of 1989 (FIRREA). In October 1991, FDIC agreed to 
reclassify these amounts to the financial statement line item “Liabilities 
incurred from bank assistance and failures,” thereby decreasing its 
available borrowing authority. 

The Fund’s 1990 financial statements show that the significant losses it 
has incurred in resolving problem institutions have substantially 
depleted its equity. Its adjusted $4.0 billion balance at year-end 1990 
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represented just 0.16 percent of insured deposits. Given the minimum 
level of identifiable exposure the Fund faces from bank failures likely to 
occur in 1991, as well as other institutions that could fail in the next 1 to 
3 years, we believe that the Fund in all likelihood will be insolvent by 
December 31, 1991. In addition, the Fund faces a significant shortage of 
working capital. Based on the Fund’s level of exposure from problem 
institutions, we believe that FDIC’S current borrowing authority will not 
be sufficient to enable it to resolve problem institutions promptly and 
effectively. 

The Congress is considering legislation that would increase FDIC’S bor- 
rowing authority for the Fund to approximately $70 billion, the exact 
amount depending on the effect of a formula for limiting the Fund’s out- 
standing obligations. However, the amount of funds that will ultimately 
be needed to resolve failing institutions depends on current and future 
economic conditions, and may thus be significantly higher than the 
amount of funds FDIC may receive under the proposed legislation. Delays 
in the ability of bank regulators to resolve future problem institutions 
could occur if the funding provided is not sufficient to cover the costs of 
future bank failures and the Fund’s reserves are not rebuilt to absorb 
these additional costs. These delays, as we have seen from experience in 
the thrift industry, will ultimately lead to higher costs for resolving 
problem banks and may thus expose the taxpayer to future losses. 
Finally, we caution that no funding bill should be passed if it does not 
also address weaknesses in the regulation of the banking industry and 
deficiencies in the internal control and reporting standards for financial 
institutions. 

We are sending copies of this report to the Chairman of the Board of 
Directors, Federal Deposit Insurance Corporation; the Director of the 
Office of Management and Budget; the Secretary of the Treasury; the , 
Chairman of the Board of Governors of the Federal Reserve System; the 
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Comptroller of the Currency; and the Chairmen and Ranking Minority 
Members of the Senate Committee on Banking, Housing and Urban 
Affairs and the House Committee on Banking, Finance and Urban 
Affairs. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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To the Board of Directors 
Federal Deposit Insurance Corporation 

We have audited the accompanying statements of financial position of 
the Bank Insurance Fund as of December 31,199O and 1989, and the 
related statements of income and fund balance and statements of cash 
flows for the years then ended. These financial statements are the 
responsibility of the management of the Federal Deposit Insurance Cor- 
poration (FDIC), the Fund’s administrator. Our responsibility is to 
express an opinion on these financial statements based on our audits. In 
addition, we are reporting on our consideration of FDIC'S internal control 
structure and on its compliance with laws and regulations as they relate 
to the Fund. 

We conducted our audits 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 audits provide a reasonable basis for 
our opinion. 

The Fund’s financial statements reflect FDIC'S estimate of the cost that 
the Fund will incur in resolving troubled institutions that meet the cri- 
teria for loss recognition under generally accepted accounting principles. 
As of December 31, 1990, FDIC estimated that the Fund will incur costs 
of $7.7 billion for resolving banks identified as equity insolvent or 
insubstance equity insolvent1 This amount includes an audit adjustment 
for $4.2 billion that we recommended FDIC report on the Fund’s 

8 

December 3 1, 1990, financial statements. This adjustment represents 
our estimate of the costs to the Fund related to the likely failure of 28 
large banks and 48 small banks we identified as equity insolvent or 
insubstance equity insolvent. When we first presented our estimates and 
proposed adjustment in April 1991, FDIC did not reflect these costs on 
the Fund’s December 31, 1990, financial statements. However, in August 

‘Insubstance equity insolvent banks are banks that reported positive equity capital on their 
December 31, 1990, call reports but whose reserves for loan losses, when compared to their level of 
nonperforming loans and similar banks in the same geographical region, were determined to be insuf- 
ficient to cover the level of losses inherent in their loan portfolios. When these banks’ reserves were 
increased to reflect a more appropriate level of reserves needed to cover loan losses, their equity 
capital was depleted. 
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1991, FDIC agreed with us that these additional costs associated with 
bank failures needed to be reported. 

The Fund’s December 31, 1990 and 1989, financial statements include 
$3.7 billion and $0.7 billion, respectively, in amounts related to certain 
failed bank resolutions in which an acquiring institution purchases cer- 
tain assets and assumes certain liabilities of a failed institution. FDIC 
characterized these amounts as “escrowed funds” and initially 
presented them as an offset to the Fund’s “Net receivables from bank 
assistance and failures” financial statement line item on the Fund’s pre- 
liminary 1990 and 1989 financial statements. However, we determined 
that this reporting treatment was not in accordance with generally 
accepted accounting principles and, accordingly, proposed adjusting the 
financial statements to reclassify these amounts to the “Liabilities 
incurred from bank assistance and failures” financial statement line 
item, FDIC agreed to reclassify these amounts in October 199 1. 

In our opinion, the financial statements referred to above present fairly, 
in all material respects, the financial position of the Bank Insurance 
Fund as of December 31,199O and 1989, and the results of its opera- 
tions and its cash flows for the years then ended, in conformity with 
generally accepted accounting principles. However, significant uncer- 
tainties exist regarding the value of real estate assets, which may ulti- 
mately result in substantial reductions in the recovery value of failed 
bank assets held by the Fund and in substantial increases in costs for 
resolving future bank failures. Also, baaed on the level of identifiable 
loss exposure and working capital needs the Fund faces, it will soon be 
in a position where it will not have the funds available to enable regula- 
tors to resolve problem institutions promptly and effectively unless FDIC 
is provided a substantial infusion of loss and working capital funds. 

The Uncertain Value of The Fund’s reported financial condition is significantly influenced by 

Real Estate Could Affect FIX’S estimates of recoveries on the sale of failed bank assets held in 

Recoveries From receivership and estimates of the cost of resolving troubled institutions. 
- -_ . 
Receivership Assets and 

These estimates are derived primarily from historical experience. How- 

Costs of Bank Failures 
ever, such experience may not be reliable for estimating amounts FDIC 
will ultimately recover from the sale of failed bank assets because cur- 
rent economic conditions are adversely affecting real estate values. The 
amount of distressed real estate assets-held by the Fund, other govern- ” 
ment entities, banks, and other elements of the private sector-now on 
the market, coupled with the significant discounts the Resolution Trust 
Corporation offers in an attempt to reduce its inventory of real estate 
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assets, could severely affect FDIC'S ability to generate recoveries for the 
Fund on future asset sales similar to the recovery rates it experienced in 
the past. 

As of December 31, 1990, the Fund, in its receivership capacity, held 
failed bank assets with a book value of $23.7 billion. A significant por- 
tion of these assets consists of real estate loans and related assets. Also, 
the book value of the 28 large banks we identified as equity insolvent or 
insubstance equity insolvent, whose estimated costs of resolution are 
reflected in the financial statements, totaled $19.5 billion as of 
December 31, 1990. Approximately $11.2 billion of these banks’ book 
value consisted of real estate loans and related assets. We believe that 
the reported losses of $16.6 billion relating to assets held in receiver- 
ship, which is reflected in the Fund’s 1990 financial statements as the 
allowance for losses on net receivables from bank assistance and fail- 
ures, and costs of $7.7 billion relating to equity insolvent or insubstance 
insolvent institutions on the Fund’s 1990 financial statements could 
materially increase. 

The uncertainties about FDIC'S (1) ultimate recovery on the Fund’s 
existing inventory of failed bank assets and (2) ultimate cost to the 
Fund for resolving troubled banks will, in our judgment, continue until 
the historical experience used to calculate the losses on failed bank 
assets held in receivership and the estimate of the cost of resolving 
troubled institutions reflects significant and representative experience 
in selling real estate and troubled loans secured by real estate in the 
currently depressed market. 

Estimated Losses 
Deplete the Fund 

Will The Fund has incurred significant net losses over the last 3 years from 
resolving and assisting failing institutions. These losses have resulted in 6 
the Fund’s capital position declining from $18.3 billion as of 
December 31, 1987, to $4.0 billion as of December 31, 1990. The 1990 
Fund balance represented just 0.16 percent of insured deposits as of 
December 31, 1990. Given the minimum level of identifiable exposure 
facing the Fund from bank failures likely to occur in 1991, we believe 
that the Fund in all likelihood will be insolvent by December 31, 1991. 

In addition to the banks we identified as equity insolvent or insubstance 
equity insolvent as of December 31, 1990, the estimated costs for which 
are reflected in the Fund’s 1990 financial statements, we identified 34 
large institutions with assets totaling $28.6 billion and 47 small institu- 
tions with assets totaling $1.4 billion that are in such severely impaired 
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financial condition that, unless they receive a capital infusion, they are 
likely to fail in 1991. We estimate the costs associated with the likely 
failure of these banks to be $6.4 billion. Consistent with existing gener- 
ally accepted accounting principles for loss recognition, these costs have 
not been accrued for in the Fund’s December 31, 1990, financial state- 
ments. However, we believe that existing generally accepted accounting 
principles allow too much latitude in both recognizing when a loss has 
been incurred for reporting purposes and measuring the extent of the 
loss, Application of proposed accounting principles we have recom- 
mended2 to the Financial Accounting Standards Board would require 
earlier, and we believe more appropriate, recognition of losses on an 
entity’s financial statements. Under the accounting principles we pro- 
pose, the costs associated with the banks we identified as likely to fail in 
1991 would be recognized on the Fund’s year-end 1990 financial state- 
ments. Had this accounting been adopted, the Fund’s capital position 
would have been a deficit of $1.4 billion as of December 31,199O. 

In addition to the banks we identified as likely to fail in 1991 unless 
they receive a capital infusion, we identified 64 large banks with assets 
totaling $179 billion, whose financial condition as of December 3 1, 1990, 
was such that, continued deterioration of their financial condition could 
result in their failure over the next 1 to 3 years. If these 64 banks fail, 
and if the Fund continues to experience the level of costs from small 
bank failures similar to what it has experienced over the last several 
years, we estimate that the Fund will incur additional costs from bank 
failures totaling $255 billion over the next 1 to 3 years. In total, we 
identified likely and possible bank failures that could cost the Fund 
$30.9 billion. 

FDIC recently recognized the continuing exposure the Fund faces from 
problem institutions and raised its estimates of costs to the Fund from 1, 
projected bank failures through December 31, 1993. FDIC’S revised base- 
line estimate of $33.6 billion is now close to the minimum costs we esti- 
mated the Fund will incur from bank failures. FDIC also provided a more 
pessimistic estimate of $43.0 billion, which assumes a prolonged reces- 
sion. If the recession is prolonged, we agree with FDIC that costs to the 
Fund from bank failures will increase substantially. Also, both FDIC’S 
and our estimates of the Fund’s likely and potential costs from future 
bank failures use historical loss rates to derive the estimates. Because of 

%ailed Banks: Accounting and Auditing Reforms Urgently Needed (GAO/AFMD-91-43, April 22, 
1991). 
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the uncertain value of real estate assets, the actual cost of future bank 
failures could be significantly higher than either FDIC'S or our estimates. 

There are other factors which will also affect both the amount and 
timing of the loss exposure facing the Bank Insurance Fund. The lower 
general level of interest rates may permit banks to increase their 
interest rate spreads and, thus, their profitability. In addition, possible 
legislation affecting bank powers, among other new developments, com- 
plicates any effort to predict future costs to the Fund. Therefore, we are 
unable to reasonably estimate any long-term government funding 
requirements needed to augment funds derived from existing bank 
insurance premiums. 

Fund Does Not Have 
Enough Loss and Working 
Capital Funds 

The Fund faces, in the near future, a significant shortage of working 
capital that could severely limit its ability to resolve failing institutions 
promptly. We believe that the Fund will need to borrow at least 
$14 billion from the Federal Financing Bank (FFB) through December 3 1, 
1991, to resolve problem institutions. Section 16(c) of the Federal 
Deposit Insurance Act, as amended by the Financial Institutions Reform, 
Recovery, and Enforcement Act of 1989 (FIRREA), authorizes FDIC to 
borrow funds, so long as the Fund’s ratio of its net worth to total assets 
does not fall below 10 percent. In addition to its borrowing authority 
subject to the net worth limitation, FDIC may also borrow up to $6 billion 
with the approval of the Secretary of the Treasury. Therefore, if the 
Fund is insolvent by December 3 1,1991, FDIC will no longer have bor- 
rowing authority except to the extent the Secretary authorizes FDIC to 
borrow the $6 billion, presumably from the Treasury. This could 
severely limit the Fund’s resolution activity beyond 1991. 

The Congress is considering legislation that would increase FDIC’S bor- 
8 

rowing authority for the Fund to approximately $70 billion, the exact 
amount depending on the effect of a formula for limiting the Fund’s out- 
standing obligations. However, given the uncertainties associated with 
current and future economic conditions, the amount of funds that will 
ultimately be needed to resolve failing institutions is difficult, if not 
impossible, to estimate precisely at this time. 
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We believe that the Fund needs to be adequately capitalized to enable 
the regulators to act promptly and effectively to close institutions 
before all of the economic value of these institutions has been dimin- 
ished or lost. Failure to provide sufficient funding will only delay the 
resolution of troubled institutions and will ultimately increase the cost 
of bank resolutions to the Fund and, possibly, to the taxpayer. 

Charles A. Bowsher 
Comptroller General 
of the United States 

November 1,199l 
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Report on Intxxmil Control Structure 

We have audited the financial statements of the Bank Insurance Fund as 
of December 31,199O and 1989, and have issued our opinion thereon. 
This report pertains only to our study and evaluation of the Federal 
Deposit Insurance Corporation’s (FDIC) internal control structure as it 
relates to the Bank Insurance Fund for the year ended December 3 1, 
1990. The report on our study and evaluation of the Corporation’s 
internal control structure as it relates to the Fund for the year ended 
December 3 1, 1989, is presented in GAO~AFMD-90-100, dated September 11, 
1990. 

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 
FDIC as it relates to the Fund in order to determine the auditing proce- 
dures 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 Bank Insurance 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 
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 gener- 
ally accepted accounting principles. a 

Because of the inherent limitations in any internal control structure, 
errors or irregularities may nevertheless occur and not be detected. 
Also, projection of any evaluation of the internal control structure to 
future periods is subject to the risk that procedures may become inade- 
quate 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: 
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w assistance, consisting of the policies and procedures related to the 
Fund’s efforts to provide financial assistance to open but troubled insti- 
tutions and to liquidate closed financial institutions; 

l treasury, consisting of the policies and procedures related to the Fund’s 
cash balances, cash receipts, cash disbursements, and investing activity; 

. assessments, consisting of the policies and procedures related to the 
Fund’s levying, collecting, and accounting for insurance premiums 
charged to insured banks; 

. expenditures, consisting of the policies and procedures related to the 
Fund’s recognition of liabilities and expenses and disbursements for 
payroll, property and buildings, and administrative expenses; and 

l financial reporting, consisting of the policies and procedures related to 
the form, content, and preparation of the Fund’s financial statements. 

For each of the internal control structure categories listed, we obtained 
an understanding of the design of the relevant policies and procedures 
and whether they have been placed in operation. Also, we assessed con- 
trol risk. We performed limited tests of control procedures for each of 
the categories listed; however, we found it more efficient to rely solely 
on substantive audit tests to determine if related financial statement 
balances and disclosures were fairly stated. For all categories, we per- 
formed audit tests to substantiate account balances associated with each 
control category. Such tests can also serve to identify weaknesses in the 
internal control structure. 

Our consideration of the internal control structure would not necessarily 
disclose all matters in the internal control structure that might be mate- 
rial weaknesses, A material weakness is a condition in which the design 
or operation of one or more of the specific internal control structure ele- 
ments does not reduce to a relatively low level the risk that errors or 
irregularities in amounts that would be material in relation to the finan- 4 
cial statements being audited may occur and not be detected within a 
timely period by FDIC personnel while performing their assigned func- 
tions. We noted no matters involving the internal control structure and 
its operations that we consider to be material weaknesses as defined 
above. 

However, we noted certain matters involving the internal control struc- 
ture and its operations that do not affect the fair presentation of the 
Bank Insurance Fund’s financial statements, but which nevertheless 
warrant management’s attention. We are reporting these other matters 
in a separate letter to FDIC’S management. 
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Report on Compliance With Laws 
and Regulations 

We have audited the financial statements of the Bank Insurance Fund as 
of December 31,199O and 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 Bank Insurance Fund for the year ended December 31,199O. Our 
report on FDIC’S compliance with laws and regulations as it relates to the 
Fund for the year ended December 31,1989, is presented in GAO/ 
~~~~-90-100, dated September 11, 1990. 

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 Bank Insurance Fund. As part of obtaining rea- 
sonable assurance as to whether the financial statements were free of 
material misstatements, we selected and tested transactions and records 
to determine FDIC’S compliance with certain provisions of the Federal 
Deposit Insurance Act, as amended (12 U.S.C. 1811 et. seq.), which, if 
not complied with, could have a material effect on the Bank Insurance 
Fund’s financial statements. However, it should be noted that our objec- 
tive was not to provide an opinion on the overall compliance with such 
provisions. Because of the limited purpose for which our tests of compli- 
ance 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 FDIC had not complied, in all 
material respects, with those provisions. 
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Finavlcial Statements 

Statemsnts of Financial Posltlon 

FEDERAL DEPOSIT INSURANCE CORPORATION 
BANK INSURANCE FUND 

STATEMENTS OF FINANCIAL POSlTlON 
(In thousands) 

Assets 

Cash and cash equtvalents (Note 3) 

Investment in U. S. Treasury 
obligations, net (Note 4) 

Accrued Interest receivable on 
investments and other assets 

Net receivables from bank assistance 
and failures (Note 5) 

Property and buildings (Note 7) 

Llabllltles and the Fund Balance 

Accounts payable, accrued 
llabillties and other 

Llabilltles for estimated bank 
assistance (Note 8) 

Uabllitles Incurred from bank 
assistance and failures (Note 9) 

Liabilities for estlmated litigation losses 
Total Liabilities 

Fund Balance 

December 31 

1990 1989 

$ 1,216,lffl $ 4,803,032 

5,649,222 8,925,360 

196,795 245,315 

12,778,620 6,245,491 

145.216 97.672 

$19,966,240 $20,316,871 

07,942 43,514 

8,596,269 3,820,297 

7,105,640 3,121,336 

151.908 122.201 
15,941,754 7,107,348 

4.044.4aQ 13.209.5a 

$19,986,240 $20,316,871 

The accompanying notes are an integral part of these financial statements. 
” 

4 
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Financial Statements 

Statement8 of Income and the Fund Balance 

FEDERAL DEPOSIT INSURANCE CORPORATlON 
BANK INSURANCE FUND 

STATEMENTS OF INCOME AND THE FUND BALANCE 
(in thouaanda) 

For the Year Ended 
December 31 

1990 1999 

RWienue 

Assessments earned (Note 10) 
Interest on U. S. Treasury obligations 
Other revenue 

$ 2555,263 $ 1965,029 
655,252 1.371962 
127,7%j 237.W 

3,838,311 3,494,620 

Expenses and Lorree 

Admlnlstrattve operatlng expenses 
Merger assistance losses and expenses 
Provlslon for Insurance losses - Actual (Note 6) 
Provlslon for Insurance losses - Unresolved (Note 6) 
Nonrecoverable Insurance expenses 

Nol Lose (9,165,037) (851,607) 

Fund Balance - Beginning 13.209.523 14.001.13Q 

Fund Baknce - Ending $ 4,044,406 $13,209,523 

219,561 
178,339 

4.448,055 
7565,033 

472.344 
13,003.348 

213.655 
235,314 

3.016.290 
795.000 

” ?he accompanying notes are an Integral part of these financial statements. 
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Flnanclal Statements 

- - 
Statements of Cash Flows 

FEDERAL DEPOSIT INSURANCE CORPORATfON 
BANK INSURANCE FUND 

STATEMENTS OF CASH FLOWS 
(In thousands) 

December 31 

Cash Flowa From Opemtlng Actlvltlea: 

1990 1989 

Cash Inflows from: 
Assessments earned 
Interest on U. S. Treasury obllgatlons 
Recoverfes from bank assistance and failures 
Miscellaneous Receipts 

Gash outffows for: 
Admlnlstratlve operatlng expenses 
&slstance and failures of Insured banks 
Interest paid on Indebtedness Incurred from 

bank aaslstance and failures 
Net Cash Provided (Used) by Operatlng Activities 

Caah Flowa From Investing Activltlea: 

Gash lnftows from: 

$2651,561 t 1685,029 
1,019,065 1,575,695 
2,700.099 4,627,697 

51,518 5.461 

216,214 214.294 
9,749.910 6,490,370 

Maturity and sale of U. S. Treasury obllgatlons 
Galn on sale of U.S. Treasury Obllgatlons 

Gash outflows for: 
Purchase of U. S. Treasury obligations 
Property and bulldlngs 

($is) , , * 

3,199,544 6,092,095 
6,143 xl)- 

A&i 
1,773,967 

31,527 

Net Caah Provlded by lnvestlng Activities 

Cash flow From Flnanclng Activities: 

Cash outflow for: 

3,156,755 4,296,601 

Payments of Indebtedness incurred from bank 
assistance and failures 

Cash Used by Financing Actlvltler 

Net Increau In Cash rend Cash Equivalents 

Cash and Cash Equivalents - Beglnnlng 

Cash and Cash Equlvalrnts - Endlng 
i 

3.088.710 3.518.609 

13.088.710) w 

(3.586647) 1685,025 

4.803.032 291 

9 1,216,185 $4,803,032 

The accompanying notes are an Integral part of these financial statements. 
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Finnnchl Statements 

Note8 to the Financial Statements 

NOTES TO THE BANK INSURANCE FUND 
FINANCIAL STATEMENTS 

DECEMBER 31, 1999 and 1989 

1. Leglrlatlvo Reform 

The Flnanclal lnstftutlons Reform, Recovery, and Enforcement Act of 1909 (FIRREA) became public law on 
August 9, 1999. The prlmary purpose of the leglslatlon was to reform, recapltallze, and consolidate the 
federal deposit Insurance system In order to restore the public’s confidence In the savings and loan Industry 
and to ensure a safe and stable system of affordable housing finance through major regulatory reforms, 
strengthened capital Standard8 and safeguards for the disposal of recoverable assets. FIRREA abolished 
the Federal Savings and Loan Insurance Corporatlon (FSLIC) and the Federal Home Loan Bank Board. 
Their functions were transferred, In a prescribed manner, to the Federal Deposit Insurance Corporatlon 
(FDIC), the Cfflce of Thrift Supervlslon, the Federal Houslng Finance Board and the Resolutlon Trust 
Corporatlon (RTC). 

Under FIRREA, the FDIC became the admlnlstrator of two separate and dlstlnct insurance funds: the Bank 
Insurance Fund (BIF), which Insures the deposits of all BIF member banks, and the Savings Assoclatlon 
Insurance Fund (SAIF), which Insures the deposits of all SAIF member savings associations (formerly a 
function of the FSUC). Both Insurance funds are malntalned separately to carry out their respective legisla- 
tlve mandates. The FDIC was glven authorlty to borrow from the U.S. Treasury up to $5 billion for the two 
funds combfned. 

In November 1990, Congress enacted the FDlCAssessment Rate Act of 7990 (1990 Act). Principle provisions 
of the 1990 Act removed annual assessment rate restrlctlons. timing of rate increases, the upper limit on the 
deslgnated reserve ratlo, and permltted the FDIC, on behalf of the BIF or SAIF, to borrow from the Federal 
Flnanclng Bank (FFB) on terms and conditions determined by the FFB. The borrowing authority Is In addition 
to the $5 bllllon Treasury borrowlng authorlty and is limited by the Federal Deposit Insurance (FDI) Act which 
provkfes that the FDIC may not Issue notes or incur obllgatlons which would cause the net worth of the BIF 
to be less than 10 percent of assets. 

2. Summary of Slgnlficanf Accounting Policies 

Genera). These flnanclal statements pertain to the financial position, results of operations, and cash flows 
of the Bank Insurance Fund only.These statements do not Include reporting for assets and llabllltles of 
closed Insured banks for which the BIF acts as receiver or llquldatlng agent. Periodic and final accountability 
reports of the BIF actlvltles as receiver or llquidatlng agent are furnished to courts, supervisory authorities, 
and others as required. 

U. S. Treesury Obllgatlons. Securities are shown at amortized cost, which Is the purchase price of securltles 
lees the amortized premlum or plus the accreted discount. Such amortizations and accretions are computed 
on a daily basis from the date of acquisition to the date of maturity. Interest Is also calculated on a daily 
baels and recorded monthly using the constant yield method. 

Allowence for Loss on Receivables from Bank Assistance and Failures. A receivable and an associated 
estimated allowance for loss are establlshed for funds advanced for asslstlng and closing banks. The 
allowance for loss represents the difference between the funds advanced and the expected repayment, 
baaed on the estkttated cash recoveries from the assets of the assisted or failed bank, net of all estimated 

u llquldatlon costs, lncludlng any dividends received from, and sales of, equity instruments acquired In 
assistance agreements (the Proceeds of which are deferred pending flnal settlement of the assistance 
transactlon). 

4 

Page 18 GAO/AFMD-92-24 Bank Insurance Fund 



FlnancLal Statementa 

Escrowed Funds from Purchese and Assumption Transections. In a purchase and assumptlon transaction 
the BIF pays the acqukw the difference betwesn Felled bank liabliitles assumed end assets purchased, plus 
or mlnua any pramlum or discount. The BIF considers the amount of the deductlon for assets purchased 
to ba funds held on bahalf of the receivership. The funds will remain In escrow and accrue lnter0St Until 
such tlma as the recelverdrip uses the funds to: (1) repurchese assets under asset put optlona: (2) pay 
preferred and secured claims; (3) pay recetvershlp expenses; or (4) pay dividends. 

L/rfgar/on Losses. The BIF accrues as a charge to current period Income an estlrnate for probable loss 
from lltigatlon agalnst the BIF In its corporate and receivership capacity. The FDIC Legal Divislon 
recommends these estimated losses on a case-by-case basis. 

Depredef/on. The Washington office bulldlngs are depreciated on a straight-line basfs over a 50-year 
estlmatad Me. The San Francisco condomlnlum offlces are depreciated on a straight-line basis over a 35- 
year astlmatad Me. The cost of furniture, flxtures, and equipment purchased by the FDIC on behalf of the 
three Funds under Its edmlnistratlon Is allocated among these Funds on e pro rata basis. The BIF expenses 
its share of these allocated costs at the time of acquisition. This policy Is a departure from generally 
accsptad accounting principles; however, the financial Impact Is not material to the BIF financial statements. 

Recovery/X//ocetion olCommon Expenses. Admlnistrative operatlng expenses Include allocated personnel, 
admlnlstratlve, and other overhead expenses not directly related to the BIF. These expenses are allocated 
In amounts reflecting the relative degree to which the expenses were incurred by the BIF. The BIF recovers 
certain lndlrect llquidatlon expenses from receivershlps that cannot be directly charged to a given 
receivership. 

MergerAsslstence Losses end G!penses. The costs incurrscl by the BIF which resulted from either providing 
assistance to open insured banks or merglng of Insured banks are recorded es merger assistance losses. 
These costs, whkh are not Ilquidetlon-related, are specified In the terms of the agreements and have no 
potentlel for recovery by the BIF. 

Nonrecoverable lnsurence Expenses. Nonrecoverable Insurance expenses are incurred by the BIF as a 
result of: (1) paylng Insured depositors in closed bank payoff activity; (2) edministerlng and liquidating 
assats purchased In a corporate capacity; (3) administerlng assistance transactlons: (4) bridge bank 
operations; and (5) Interest on escrowed funds. 

Reclesslflcatlons. Reclasslflcatlons have been made In the 1989 Financial Statements to conform to the 
prasentatlon used In 1990. 

R&ted Part/es. The nature of related party relatlonships end a description of related party transactions are 
disclosed throughout the flnanclal statements and related footnotes. 

3. Cssh snd Ca8h Equlvslents 

The BiF considers cash equivalents to be short-term, highly liquid Investments with original maturitles of 
three months or less. Thls includes the purchase of one-day Special Treasury Certificates. There is a cash 
restrictlon represented by funds held in escrow totaling $147,000,008. BIF received proceeds beginning In 
October 1988 from the sale of the Delaware Bridge Bank settlement. These funds are held In escrow by 
FDIC pending a litlgation settlement. Cash and cash equivalents as of December 31 consisted of the 
fdlowlng (In thousands of doilars): 

Cash 
Cash Equivalents 

” 

1990 1989 

$ 581,039 $ 66.581 
655.146 4.736.471 

S 1,216,185 S 4,003,032 
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4. U. 8. Treaawy ObligatIona 

All cash receMd by the BIF not used to defray operatlng expenses or for outlays related to assistance to 
banks and liqufdatkm acthfitles or he&d In short-term hlghly liquid Investments Is Invested In U. S. 
Treasury obllgatklna. The BIF Investment portfdlo as of December 31 conslsted of the fdlowlng (in 
thousands d ddlars): 

Maturity Deacrlptlon 

Yield to 
Maturity 

at Market Book Value Market Value Face Value 

Less than U.S.T. Bills, 
one year Notes & Bonds 8.92 $1,711,922 $1,714,588 $1,700,000 

19 years U.&T. Notes & Bonds 7.23 3.970.721 

$5$349,222 $5,685,289 $5,600,000 

Maturlty Deacrlptlon 

Yield to 
Maturlty 

at Market Book Value Market Value Face Value 

Lass than U.S.T. Bills, 
one year Notes & Bonds 8.18 $1,812,004 $1,824,807 $1800,000 

l-3 years U.S.T. Notes & Bonds 7.99 5448,301 5,414,1?5 5,300.800 

3-5 years U.S.T. Notes & Bonds 7.97 JJj89.277 1.700.000 

$8,925,380 $8,908,259 $8,500,000 

The unamOrtl& premium, net of uneccreteci discount, for 1990 and 1989 was $49,222,000 end 
$125380,000, reSpecth%iy. The emortlzed premlum expense, net of eccretecl discount Income. for 1990 and 
1989 was $76594,080 and S49,157,000 respectlyely. 
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5. Net RecWmblrr from Bank Asshtance and Failures 

Net f?e&mbles from Dank Assistance and Failures as of December 31 consistsd of the fdlr%‘lng (in 
thousands of dollars): 

Reaeivablw from Bank Assistance: 

Open banks 
Capital instruments 
Facilitate demlt assumptions 
Facilttate merger agreements 
Accrued interest receivable 
Allowance for losses 
Deferred settlements 

Recolvabh from Bridge Banks: 

Capitaiizatkxt 
@rwcl interest receivable 
Allowance for losses 

Rocelvabler from Bank Failures: 

Loans and related assets 
Rs&vershlps/Purchase and Assumptlon transactions 
Deposftors’ claims unpaid 
Corporate Purchase transactlons 
Deferred settlements 
Allowance for losses 

1990 

$1,759,163 
25,000 
38,000 

115,000 

3,891 
(1,198,435) 

-o- 
-o- 
-o- 
-o- 

1,741,275 
26,065,215 

509.363 
823,174 
(298,992) 

(16593.1111 
12,046,924 

$ 12,778,820 

1989 

$ 1,713,879 
xl- 

36,000 
134,398 

14,366 
(1.153,122) 

-xi%2 I 

1,950.000 
93,582 

(1.75O.OOQ) 
293,592 

2,018,692 
15047,257 

79,055 
523,239 

(284,217) 
(12.172.440) 

5,211,586 

$ 6,245,491 

As stated In Note 2 the allowance for loss on receivables from bank assistance and failures represents the 
difference betwaen amounts advanced and the expected repayment. based upon the estimatedAy; 
recrnwies from the ass&s of the assisted or failed bank, net of all estimated liquidation costs. 
December 31, 1990 and 1989, the BIF, in its receivership capacity, held assets with a book value of 3 23.7 
biliion and $13.3 billion, respectively. 

The a&mated cash recoveries from the sale of these assets are sub]ect to uncertainties because Of Current 
economic con&ions affecting reel estate and the oversupply of distressed real estate assets now in the 
marketplace. These factors could reduce the BIF’s actual recoveries upon s&s of these assets from the ieVsl 
of recovefk35 currently estimated. 
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fbcelvdes from open bank assistance lndude amounts outstanding to qualified Institutions under the 
Capital instrument Program. This program was established at the FDIC by authorization of the Gam-St 
Wmaln Deposlt~ lnstitutlons Act of 1982. Under this program, the BIF would purchase a qualffled 
lttstkuUon’s capital Instrument such as Net Worth Certificates (NWCs), and Income Capital Certificates 
(ICC@. The BIF woukl issue, In a non-cash exchange, its non-negotiable promissory note of equal value. 
The total assistance outstandlng to qualMed Institutions as of December 31,199O and 1989 Is $179,4S8.000 
and $25&fB9,ooO, respectively. As of December 31, 1990 and 1989. the financial statements excluded 
$lS4,488,000 and $25S,S39,000, respectively, of NWCs, for which no losses are expected. The original 
authority to Issue NWCs/lCCa expired October 13, 1985. The Competltlve Equality Banklng Act of 1987 
minstated the net worth/capital certificate program through October 13, 1991. 

For December 31, 1990, the BIF establlshed an allowance for loss of $25,000,000 for one capital note 
outstaMIng as It poses a probable loss to the BIF. Once an allowance for loss Is establlshed against a 
NWC. the flnancbl statement presentation of the NWC and related promlssory note (I.e., exduslon from 
statement d ffnancial position) Is dlscontlnusd. Therefore, the off balance sheet exposure to credit loss Is 
represented by the stated value of those Instruments excluded from financial statement presentation. 

8. Anafyeir of Changes In Allowance for Losses and Estimated Liabllltles 

The Analysis of Changes In Allowance for Losses and Estimated Llabllltles as of December 31 consisted of 
the fdlowlng (In thousands of dollars): 

Beginning 
Allowance for Lo8seS Balance 

Open bank assistance $ 1.153,122 

Brklga Bank 1,750,OOo 

Failed Sank: 
Loans and related assets 1,057,727 
Receivership/Purchase 
end Assumption lO,S92,024 

Corporate Purchases 227 fj@ 

Total Allowances 16,075,682 

Estlmtod LhMlltles 

uabllRles for estheted 
bank as&stance 3,820,297 

Llabliitles for estlmeted 
litigation losses 122.m 

Total Llabllities 3,942,498 

Totel Allowanwe/ 
” Liebllftles $10,018,080 

Provlslon 
for Losses 

d 88,025 

4% 

82,368 

3,406,218 
145.u 

3,702,128 

Net Cash Transfers and Ending 
Payments Adjustments Balance 

$ Q- S (44,712) $ 1,196.435 

4 (1,750,000) -o- 

-Q- 
a)- 

-0. 

-O- 1 .120,095 

787,532 15,065,772 
39.038 407.244 

(988,142) 17,789,548 

8.401.260 (1.511.022) (2.114.266) 8,596,289 

29.7022 2151.903 

8,43O,Q82 (1,511,022) (2,114,288) 8,748,172 

$ 12,133,088 $ (1,511,022) $(3,102,408) $26,537,718 
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(1. Analysis of Changes In Allowance for Losrer and Edlmated Uabllitirs (contlnuad) 

Beginning Provlrion NetCash Transfersand Endlng 
Allomnce For Louss B8knce 1orLorses Payment Adjustments Balance 

Openbankassistance S 1,110,328 $ 42,794 $ a- 5 -O- $ 1,153,122 

Bridge Bank -O- -O- -o- 1,7!!0,000 1,750,oM) 

FaNed Bank: 
Loan8andrelatedassets l&9,200 (222,383) -Q- (159.090) 1,057,727 
Recelvemhlp/Purchas 
and Assumptlon 8,931,851 2,050,270 

297.515 (74.8261 -2 
(90,097) 10,892,024 

Corporate Purchase8 xl- 222.m 

Total Allowences 11,778,894 1,796,QSS 9 1,500.813 lS,075,662 

Estimated Lfabflltles 

L&bultles for estkllated 
bank assistance 3,877,378 2,002,757 Pw=4 (1.414,970) 3,820,297 

LlabUitles for estimated 
lltlgatlon losses 109.a 12.678-o- -0-122301 

Total Llabllltles 3,Q86,8QQ 2,015,435 w4,w ($414,970) 3.942.498 

TotalAllowance8/ 
Liabllitler $16,785,793 $3,811,290 S @44,8W $ 85,843 $lQ,018,080 

7. Property and Bulldings 

Property and Bulldings as of December 31 consisted of the following (In thousands of dollars): 

lQQ0 lQ8Q 

Land $ 32,024 $ 31,930 
Office bulkllngs 126,481 77,843 
Accumulated depreclatlon I1 It 

$145,218 $97,873 

ThQ tm Increase of $48,932,000 for land and bulldlngs represents dlsbursements for completion of the 
L, William Seklman Center In Arlington, Vlrglnla. 

A portIon of depreclatlon expense on BIF-owned offlce buildings Is allocated to the failed banks as 
llquldatlon expense, In both 1990 and 1989, the amount of depreclatlon expense allOCated to the falled 
bankaWa8$498,000. 
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8. Llebllitlo for Estlrneted Bank Asshnce 

The BIF has recorded as a contingent llabllity an estimated loss for its probable cost for those banks the 
mgufatory process has kfentified as either equity lnsdvent or In-substance equity lnsdvent and for those 
banks where current agreement terms Indicate further as&stance will be required. The BIF outstanding 
IlaMit&s for eetlmated bank assistance as of December 31, 1990 and 1989 are S8.8 billlon and $3.8 bllllon, 
respectfveiy. 

01 thlo totai line item, the amounts representing estimated liabllitlea for probable bank failures as of 
December 31, 1990 and 1989 are $7.7 bllllon and $1.1 billion, respectively. These estimated costs are 
derfved In part from estimates of recoveries from the sale of the assets of these probable bank failures. As 
such, they am subject to the same uncertalnties as those affecting the BIF’s net receivable from bank 
assistance and failures (see Note 5) and thus could understate the ultimate costs to the BIF from probable 
bank falures. 

The BIF has Included In the December 31, 1990 ‘Llabllltles for estimated bank assistance’ line item, 
$341,730,000 of realized proceeds from the sale of equity Instruments and other such transactions 
assochted with the assisted Institution. BIF defers recognltlon of such proceeds pendlng final termlnatlon 
of the assistance agreement. Such proceeds are used to offset future assistance costs for related 
agreements and have been conskfered In determinlng the estimated loss to the BIF. 

BANK ASSISTANCE AGREEMENTS 

CNB Texas National Bsnk 

Termlnatkm and final Separate Asset Pool settlement for the NCNB agreement Is scheduled for November 
22, 1991. At the time of termlnatlon, the BIF must: (1) purchase remalnlng unllquldated assets at their 
original mark-to-market value; (2) settie with NCNS for the current settlement account balance arising from 
admlnlstering the Separate Asset Pod; and (3) settle with NCNB for the deferred settlement account balance 
arising from gains and losses on dlspositlon of assets as well as charge-offs and w&e-ups of pod assets. 
The BIF expects to pay $2.5 bllllon to repurchase unllquidatsd assets remalnlng In the Separate Asset Pool 
at the termlnatlon date. 

The Separate Asset Pool balance on December 31, 1990 was $35 billion. Total estimated cost to the BIF 
for the First RepublIcBank transactlon Is projected to be $3.4 billion. 

On January 1, 1990, the FDIC consummated the sale of the MCorp Bridge Bank, N.A. to BancOne 
Corporadon, BancOne Texas Corporation, and BancOne Texas, N.A. through a financial assistance 
agreement. 

Commencement date funding by the BIF of $2.8 billion was for the negative equity of the Bridge Bank 
(Indudlng Btige Bank operating losses) during its tenure of operation (March 29, 1989 to December 31, 
1989) as well as mark-to-market for assets and llabllitles. 

By terms of the Sharehddem Agreement, the BIF purchased 3,375,OOO shares of Class B non-voting 
Convertible Common Stock and 1,250.OOO shares of Class C non-voting Common Stock of BancOne Texas, 
N.A. in exchange for a note payable In the amount of $416.3 million due on or before the day on which the 
FDIC no longer owns any sheres of such stock. On March 1, 1991, BancOne purchased 375,000 shares 
of Class B stock and 577,242 shares of Class C stock for an aggregate purchase price of $94.8 mllllon or 
a S9 million gain to the BIF. As a result the note payable Is reduced to $321.5 million. 
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By terms of the assistance agreement, the BIF and BancOne Texas, N.A transferred to a Separate Asset 
Pod $2.5 Wlion of troubfsd assets and owned real estate of the Insolvent MCorp banks to be administered 
by the acquirer. During lsB0. BancOne transferred an addltlonai $77 mlllldn of assets to the Separate Asset 
Pool. The second year llmttatlon for addltlonai asset transfers to the pooi Is S8tM mllllon. The BIF bears 
the costs of admlnlsterlng and fundlng the Separate Asset Pool for the five year term of the agreement. 

Tenlnatlon and finai asset poof settfement Is scheduled for January 1,1895. At the time of termination, the 
BIF must: (1) purchase remslnlng assets at thelr orlglnal mark-to-market value: (2) settie with BancOne for 
the current settfement account batance arising from admlnisterlng the pool; and (3) settle wlth BancOne for 
the deferred settiement account balance arising from gains and losses on dlspositlon of assets as well as 
charge-offs and wrfte-ups of pooi assets. 

The Separate Asset Pooi baiance on December 31, 1990 was $1.8 bllllon. Total estimated cost for the 
MCorp transactlon Is projected to be 0.8 bllllon. 

On January 1, 1990, the FDIC consummated the sale of the Texas American Bridge Bank, N.A. (TAB) to 
the Deposit Guaranty Bank, Dailas, Texas. The bank was renamed Team Bank, N.A., Fort Worth, Texas. 

By terms of the as&stance agreement, the BIF and Team Bank, N.A. transferred to a Separate Asset Pool 
$772 mlilion of troubled assets and owned real estate of the Insolvent Texas American banks to be 
admlnistered by the acquirer. During 1990, Team Bank transferred an additlonai $148 million of assets to 
the pooi. The second year llmltatlon for additional asset transfers to the pool Is $188 milllon. The BIF bears 
the costs of admlnlstering and fundlng the Separate Asset Pooi for the five year term of the agreement. 

Terrnlnatlon and flnai asset pool settlement Is scheduled for January 1,1885. At such time, the BIF will settle 
wfth Team Bank for the current settiement account balance arising from administering the pool. By terms 
of the as&stance agreement, the Team Bank does not have a deferred settlement account as all pool related 
transactions are settled on a quarterly basis. 

The Separate Asset Pooi balance on December 31, 1990 was $647 mllllon. Total estimated cost for the TAB 
transactlon is projected to be $1 .l bllllon. 

Pool RlsJ.( 

Estimated total as&stance costs for lnstltutlons Involving Separate Asset Pools Include estimated amounts 
for subsequent asset transfers which are probable. The amounts for subsequent asset transfers are jolntiy 
determIned by the acquirer and the FDIC at speclflc points In time. However, actual assets transferred may 
be more than orlglnal estimates as allowed under the terms of the related assistance agreements. if these 
addItIonal transfem were to occur, the BIF would be required to pay the mark-to-market value of the 
additlonal assets transferred as well as repurchase any remaining assets In the Separate Asset Pod at the 
terrnlnatlon date of the agreement. 
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0. UIbllft&s lnouwd from Bank Asslstancs and Falluras 

Llabflltier lnc~rred from Bank Asslstence and Failures as of December 31 consisted of the following (in 
thowands of d&m): 

l990 1989 
Escrcrwed funds from purchass 

and assumption tWi8acti~8 $ 3,673,279 $ 702,464 
Funds hakf In trust 146,425 489 
Depo8ltom’ dalms unpaid 509,363 79,055 
Notes lndabtadness 2,613,755 796,962 
Guaranty a88Mance 4,776 6,660 
Federal lndebtednew 1,450,000 
Accrued Intere8t/other lfabllltles ,,,.,“,’ 

s 7,105,649 $zg!!z 

Maturltlea of these llabllltles for each of the next five years and thereafter are as follow8 (in thousand8 of 
dollars): 

lEM la?.s 19WThereafter 

$5,740 $1,067,561 $61,970 

The FDI Act aUthorbe the FDIC to set assessment rates for the BIF members semiannually to be applied 
against a member’8 average a88essment base. 

The FDI Act al80 provlde8 for an assessment credit to BIF member8 when the Board of Directors determlnes 
that the BIF re8ewe ratio is eXpected to exceed the designated reseNe rat10 in the Succeeding year, after 
taking Into account expected expenses and revenues. The FDI Act defines the BIF designated reserve ratlo 
a8 (I) 1.25 percent of e8tlmated Insured deposits; or (ii) such higher percentage of estimated ln8UWd 
depo8lta as the Board of Dlrectom determines for that year to be justlfled by circumstances that raise a risk 
of 8~bstantktl fUtUre IosSeS t0 the BIF. 

The a88e88ment rate Is 0.195 percent for calendar year 1991. The FDIC Board of DireCtOr approved an 
Increase In the assessment rate to 0.230 percent for the second semiannual period of 1991 and thereafter. 
Be8ed on the present projected status of the BIF and antlclpated expenses and revenue for the next year, 
the re8ervB ratlo Is not expected to exceed the current designated reserve ratio of 1.25 percent. Therefore, 
insured member8 will not recefve an assessment credit In 1991. 

11. Pension Benefits, Savings Plans and Accrued Annual Leave 

Penslon Benefits and Savings Plan8 expense8 as of December 31 consisted of the following (in thousands 
of dollars): 

1990 1989 

Clvll Service Retirement System (CSRS) 
Federal Employee Retlrement System (FEW) (Basic Beneflt) 
FDIC - 461 K Plan 
Thrlft Savlngs Plan (TSP) 

$ 6,284 $ 6.497 
10,573 7,442 
5,697 5.242 

2,181 
$ 24,735 
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Tha PDIC eflglbfe employee8 ssdgned to the BIF are covered by either the CSRS or the FEW Automatic 
and m8tchlng employer contrfbutlon8 ar8 provided by the SIF for all ellglble employees. Matching 
corMbut- are al8o provfded by the Blf on behalf of all eligible employees to the FDIC 401 K Plan and the 
TSP. 

Aflhough the BlF contrfbute8 a porrbn of penslan benefiI8 for eligible employee8 and make8 the nece88ary 
payroll wkhholdlng8 from them, the BIF do88 not account for the asset8 of &her retirement 8y8tam, nor 
doe8 lt have actusrial data wfth respect to accumulated plan beneflt8 or the unfunded llablllty relative to t!S 
elfgfbfe employeea These amounts are reported by the U. S. Dfflce of Personnel Management and are not 
allocated to the lndlvkfual employers. 

The BIF llabflfty to employees for accrued annual leave Is approximately $17,062,000 and $18,430,000 at 
December 31,199O and 1969, respectively. 

Tha FDIC provides certain health (including dental care) and life Insurance coverage for its eligible retirees. 
Ellglble rWW8 are those that have elected the FDIC’8 health and/or life Insurance program and are entitled 
to an Immediate annulty. The health Insurance coverage Is a comprehenske fee-for-servlce program 
underwritten by Blue Cross/Blue Shield of the Natlonal Capital Area, with hospital coverage and a major 
medlml wrap-around (the dental care Is underwrftten by Connecticut General Insurance Company). The 
FDIC m8ke8 the 8ame contrlbutlon8 for retirees as those of active employees. The FDIC benefit program8 
are fully ln8ured and expense% are mcognlzed as premiums are paid. The cost of benefits provided and the 
number of retlree8 are a8 follows: 

FDIC tieslth lnsursnce Pbn 

Premlume PaM 
Partlclpatlng retirees 

FDIC Dents1 lnsunnce Plan 

1990 1989 

$434,063 $341,594 
171 153 

Premiums Pa&f $ 36,345 $ 33,212 
Partlclpatlng retirees 214 192 

The Me in8urance program Is underwritten by Metropolitan Life Insurance Company and provides for bask 
coverage at no co81 and alloW8 convertlng optlonal coverages to direct-pay plans with Metropolitan Life. 
The FDIC doe8 not make any contrlbutlona towards annultants basic life Insurance coverage: thls charge 
I8 bulk Into rate8 for acthfe employees. 

12. Commitments 

The BIF lease agreement commitments for office space are $45,593,000 for future years. The agreements 
contain e8calatlon clauses resulting In adjustments, usually on an annual basis. Leased space expense was 
$31,264,000 and $29,390,000 for the years ended December 31,1996 and 1969, respectively. 

Leased fee8, which are committed per contractual agreement, for future yearn are a8 follow8 (in thousands 
of ddlam): 

$22,432 $10,265 $6,525 85,179 $1,179 $13 
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Upon re8dutlon of a falled bank, the assets are placed Into recelvershlp and may be sold to an acquirer 
under an agreement that the assets may be ‘putbaclc, or reedd to the recelvemhlp at the recognized book 
value wkhln a defined perfod of tlme. It Is possible that the BIF could be called upon to fund the purchase 
of any or a5 of the ‘unexpfred put8” at any time prior to explratlon. The balance of unexpired asset putbacks 
a8 of December 31, las0 la $236.095,060. The total amount that will be repurchased and the losses 
re8Mlng from the8e acqufsltions Is not reasonably estimable at December 31,199O. 

13. Contfngencles 

The FDIC estimate8 that 141 bank8 could fall In 1991 with comblned bank assets totaling $73 bllllon and that 
378 bank8 could fall In 1992 and 1993 with combined bank assets between $166 blllion and $236 billion. 
These In8tltutlon8, located prlmarlly In the Northeast region, are experlenclng the effect8 of softening real 
e8tate market8 and weakening state economies. Current estimates Indicate the BIF could recognize 
addltkwurl net loscres of approximately $22.3 billion to 332.9 billion through December 31.1993. Current and 
future economk condltfons and the increasing level of government held real estate assets In the marketplace 
could lncreese both the number of bank failures over the next several yearn and their cost to the BIF. 

14. Supplomentsry lnformatlon Relrtlng to the Statements of Cash Flow8 

Reconclllatlon of net loss to net cash used by operating actlvltles for the year ended December 31 (in 
thOU&WIdS of dollars): 

1990 1989 

Nat Low 

Adjustment8 to reconcile net income (loss) 
to net cash provided by operating actlvftles: 

ProvisIon for loss 
Amortlzatlon of U. S. Treasury obligations 
Interest on e8crowed funds 
Gain on sale of U.S. Treasury obllgatlons 
Asswsments 
Depreclatlon expense 

6(9.165.037) $ (651,607) 

12,133,066 3611,290 
76,594 49,156 
21,616 25.037 
(6,143) -o- 

765 -cl- 
1.367 1,387 

Increase (decrease) in accounts payable, 
accrued llabllftles and other 31,359 (7.646) 

Decrease In accrued Interest receivable 
on lnve8tmenta and other assets 

Net cash disbursed for bank assistance 
and fallurea not lmpactlng Income 

20,159 2,165 

(7.061,753) (1.795324) 

Accrual of a88et8 and llablltties from 
bank asbtanca and failures 313.073 (127.4231 

Net cssh provkfsd (used) by operating activities $(3,854,892) $ 1,107,033 
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Schedule of non-cash tran8actlons incurred from bank assl8tance and failures: 

Increase (decrease) In net receivable from 
bank asslstanca and failures: 

1990 1989 

Preferred stock 
Notes receivable 
Notes In lieu of Cash 
Depositors’ dalms unpakf 
Transfer of allowance for loss 

Tote1 lncresu (Decrease) 

Decrease (Increase) In llabllltles incurred from 
bank asalstance and failures: 

$ 416.250 S (320,000) 
(243,582) 1,770,099 

2,597,4a6 -o- 
430,308 46,213 

(1.095.000) (1,950.0001 

2,101,482 (453,787) 

Eecrowed fund8 (205,078) 
Note8peyable (3,453.417) (1,450,OiE) 
Pendlng claims of depositors (430,306) (46,213) 

tibif&s for estimated aSSh?taIICe transfer 1.983.341 1,950.000 

Tote1 Decrease (Incrrse) $(2,105,482) $ 453,787 

As 8tated In the Escrowed Funds from Purchase and ASsumptlOn Transactions section Of the Summary Of 
Slgnlflcant Accounting Pdlcies, the BIF pays the acquirer the difference between failed bank liabilities 
assumed and as8et8 purchased, plus or mlnus any premium or discount. The BIF COnSlderS the aSSetS 
purchased portion of thls transaction to be a non-cash adjustment. Accordingly, for Cash Flow Statement 
preaentatlon, cash outflow8 for bank assistance and failures exclude8 $3.3 billion in 1999 and $702 million 
ln 1969 for 868818 pUrCha8ed. 

15. Concentration of Credit Rlrk 

The BIF la counterparty to a group of financial instruments with entitles located throughout regions of the 
United States which are experiencing problems in both loans and real estate. The BIF’s maximum exposure 
to po88lble accounting lo88 should each counterparty to these instrument8 fail to perform and any undenylng 
88881s prove to be of no value is shown as follows (in millions of dollars): 

South South North Mid 
East West East west Central West Total 

Net Pecelvables from 
A8818tance & Failures $724 $4.478 $5,482 $61 $865 $879 $12,509 

Corporate Purchases 
(NM 9 62 112 2 7 56 270 

Amat Putback 
Agreements (off 

Balance Sheet) -a 89 a4 -O- 63 -O- 236 
N'd'ic/I~S 
(Off Balance Sheet) 3 22 1543ko--o- 154 

TotsI $733 $4,849 $6,832 S 83 $955 $937 Sl3.189 
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18. Subaquent Events 

On January 8, lgI)l, Bank of New England, N.A., Boston, Massachusetts, Connecticut Bank and Trust, N.A., 
Hartford, Conneotlcut and Maine National Bank, N.A., Portland, Maine, three bank subskliaries owned by 
the Bank of New England Corporation were declared insolvent by their chartering authorities and 
8ub8equ8ntiy dosed, with the FDIC appointed receiver. The FDIC organized three new national ‘bridge 
banka’, chartered by the Offkx of Comptroller of the Currency to purchase ail assets and assume deposits 
and certain nondepo8lt ilabiiities from the failed institutions. These three new brkfge banks are being 
operated by the FDIC pending acquisftlon by p&ate sector entitles. 

The FDIC announced on February 1, 1991 that bids would be accepted either for the entire three-bank 
franchise or on a bank-by-bank basis in the spring of 1991. On April 22, 1991, fleet/Norstar was awarded 
thlo bld. The BIF has recorded In 1990 an estimated loss for this transactlon of $2.5 bliilon. 

of Bank mnce Fg~g 

On February 5. 1981, the Department of the Treasury released a report on the federal deposft Insurance 
system entitled Modernizing the Financial System: Recommendations for Safer, More Competitive Banks. 
The report proposed deposit insurance reform through four Interrelated parts: (1) restoring competttiveness 
through natlonwkfe banking and branching; (2) reducing overextended insurance coverage to reduce the 
Fund expogure and increase market discipline; (3) streamllnlng the regulatory system; and (4) recapltallzlng 
the FDIC wtth sufftclent resources using Industry funds while avoiding imposing unnecessary stress on the 
banking sy8tem. Subsequently, various proposals are belng offered by the banking industry, regulatory 
agencies and iegisiatfve offices on recapitallzatlon of the BIF. The outcome of these proposals Is not certain. 

a 
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Ordc~ing Iufornmtion 

1i.S. Gcmv-al Accouritiug Office 
P.O. Box 60 15 
(Asi thrsburg, MD 20877 

Ordt*rs may also be placed by calling (202) 2758241. 
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