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June 22,1995 

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

This report presents the results of our audits of the financial statements of 
the Resolution Trust Corporation for the years ended December 31, 1994 
and 1993. This report also presents our opinion on management’s 
assertions regarding the effectiveness of its system of internal controls on 
December 31,1994, and our evaluation of compliance with laws and 
regulations. We conducted our audits pursuant to the provisions of section 
21A(k)(i) of the Federal Home Loan Bank Act (12 U.S.C. 1441a(k)(i)) and 
in accordance with generally accepted government auditing standards. 

The report also discusses (1) an internal control weakness we identified 
and our recommendation to correct this weakness, (2) issues affecting 
estimated recoveries from failed thrifts, including uncertainties and 
operating controls, (3) the estimated unused loss funds after the 
Corporation’s completion of all resolution activities, and (4) the progress 
made in reducing risk. 

We are sending copies of this report to the Chairman and members of the 
Thrift Depositor Protection Oversight Board; the Deputy and Acting Chief 
Executive Officer of the Resolution Trust Corporation; the Director of the 
Office of Management and Budget; the Chairmen and Ranking Minority 
Members of the Senate Committee on Governmental Affairs, the House 
Committee on Government Reform and Oversight, the Senate Committee 
on Banking, Housing and Urban Affairs, and the House Committee on 
Banking and Financial Services; and other interested parties. 

This report was prepared under the direction of Robert W. Gramling, 
Director, Corporate Financial Audits, who may be reached at 
(202) 512-9406 if you or your staff have any questions. Major contributors 
to this report are listed in appendix V. 

Charles A. Bowsher 
Comptroller General 
of the United States 
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GAO United States 
General Accounting Office 
Washington, D.C. 20548 

Comptroller General 
of the United States 

B-25954 1 

June 22,1995 

To the Thrift Depositor Protection 
Oversight Board 

Resolution Trust Corporation 

We have audited the Resolution Trust Corporation’s accompanying 
statements of financial position as of December 31, 1994 and 1993, and the 
related statements of revenues, expenses, accumulated deficit, and cash 
flows for the years then ended. We found: 

l The Corporation’s financial statements referred to above were reliable in 
all material respects. 

l The Corporation fairly stated that internal controls in place on 
December 31,1994, were effective in safeguarding material assets against 
loss from unauthorized acquisition, use, or disposition; assuring the 
execution of transactions in accordance with management’s authority and 
material laws and regulations; and assuring that there were no material 
misstatements in the financial statements. While we identified one internal 
control weakness, we did not consider it to be material. 

l There were no reportable instances of noncompliance with laws and 
regulations we tested. 

The following section presents significant matters considered in 
performing our audit and forming our opinions. This report also discusses 
each of the above audit conclusions in more detail and our 
recommendation for improving the Corporation’s internal control 
structure. 

Appendix I discusses the scope of our audit. Appendix II presents the 
Corporation’s financial statements. Appendix III presents management’s 
report on internal controls. The Corporation’s written comments on a draft 
of this report are included in appendix IV. Major contributors to this report 
are included in appendix V. A list of related GAO products is presented at 
the end of this report. 

Significant Matters The following information is presented to highlight (1) uncertainties that 
could affect the Corporation’s loss estimates, (2) the current status of the 
Corporation and its funding, (3) the potential continuing impact of past 
weaknesses in contract issuance and contractor oversight, and (4) the 
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progress made in reducing the risk associated with weak internal controls 
and uncertain funding. 

Uncertainties Could Affect Although the Corporation continued to use an appropriate methodology 
Estimated Recoveries for estimating the future recovery value of receivership assets’ and has 

From Receivership Assets used the best information available, uncertainties regarding general 
economic conditions, interest rates, and real estate markets could increase 
or decrease the final cost of resolving failed institutions. The uncertainties 
impact the final cost of resolving failed institutions by affecting the 
amount the Corporation ultimately recovers from disposing of 
receivership assets. 

As described in notes 4 and 5 to the financial statements, the Corporation 
records as assets the full amount advanced to conservatorships and 
receiverships for liquidity and working capital (Advances) or paid to close 
failed thrifts (Subrogated Claims). The Corporation then establishes loss 
allowances against these assets by estimating the difference between the 
amounts paid or advanced and the expected recovery. As of December 31, 
1994, the Corporation estimated a total net recovery of $20.3 billion from 
its outstanding Subrogated Claims and Advances. The amounts ultimately 
recovered and repaid to the Corporation may increase or decrease as a 
result of changes in general economic conditions, interest rates, and real 
estate markets. 

Recoveries from conservatorship and receivership assets are used to repay 
the Corporation. As of March 31, 1995, approximately 26 percent of the 
book value of assets held for sale by the Corporation’s receiverships? were 
performing l-4 family mortgages, cash, and investment securities. The 
remaining 74 percent were delinquent loans, real estate owned, other 
assets, other mortgages and loans, and investments in subsidiaries of 
failed thrifts and are considered hard-to-sell by the Corporation. It is 
particularly difficult for the Corporation to predict the recovery value and 
timing of sales for these hard-to-sell assets. Typically, if a receivership’s 
assets sell later or for less than predicted, the final loss on resolving the 
failed institution will be higher than estimated. Conversely, higher or 
earlier recoveries would typically lower the final loss. 

‘The Corporation’s estimated recovery values are based in part on a statistical sampling of receivership 
assets subject to a sampling error of plus or minus $700 million with a 95 percent confidence interval. 

‘The Corporation’s one institution in conservatorship at December 31, 1994, was resolved prior to 
March 31, 1995. 
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As discussed in note 15 to the fmancial statements, the Corporation’s loss 
allowances also include estimated losses arising from securitization 
transactions,3 and representations and warranties4 made in the process of 
disposing of the assets of failed institutions. As of December 31,1994, the 
allowances included $1.7 billion representing the expected credit losses on 
securitization transactions and $1.2 billion representing losses arising from 
representations and warranties. However, the Corporation’s loss 
experience has been limited to date. Although the Corporation used the 
best information available to estimate these losses, the amount of future 
losses may signScantly increase or decrease over the remaining life of the 
loans that were sold, which could be as long as 20 years. These future 
losses will be affected by the behavior of the economy, interest rates, and 
real estate markets, as well as the performance of the collateral underlying 
the transactions. Changes in these factors, which are beyond the 
Corporation’s control, could result in higher or lower credit and claims 
losses than currently estimated. 

The final cost of resolving failed institutions will also be affected by 
uncertainties related to the Federal Deposit Insurance Corporation’s (FDIC) 
treatment of the Resolution Trust Corporation’s remaining receivership 
assets after it ceases operations on December 31, 1995.5 The Corporation’s 
estimated loss on resolving failed institutions at December 31, 1994, 
includes estimates of future asset recoveries and related expenses. These 
estimates are largely based on the Corporation’s experience in disposing 
of receivership assets. The actual amounts for some asset recoveries and 
related expenses will be determined after the Corporation ceases 
operations. After December 31,1995, FDIC may apply different asset 
disposition strategies and valuing methodologies which could result in 
changes to the estimated recovery values of the remaining receivership 
assets. 

3Securitization refers to the Corporation’s practice of selling securities backed by the underlying future 
cash flows of groups of loans. To protect purchasers of the securities against credit losses arisii from 
defaults and delinquencies of the underlying loans, the Corporation has set aside a portion of the 
securitization proceeds for possible future credit losses. 

*The Corporation and its receiverships and conservatarships provide representations and warranties 
on the unpaid principal balance of certain loans sold for cash, sold as part of securitization 
transactions, exchanged for mortgage-backed securities, or sold under contracts that convey the right 
to service mortgages. 

Wnder the Resolution Trust Corporation Completion Act, the Corporation will terminate on or before 
December X,1995. All remaining assets and liabilities will be transferred to the FSLIC Resolution 
Fund, which is managed by FDIC. 
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Fundfng and Current 
Status of the Corporation 

For each institution it resolves, the Corporation calculates the amount it 
will have to pay to cover depositor claims and then estimates how much it 
will recover from the sale of the failed institution’s assets. The portion not 
recovered from the sale of receivership assets is a loss to the Corporation 
and must be covered with loss funds. The amount expected to be 
recovered is borrowed from the Federal Financing Bank (m) and is 
considered working capital. 

As shown in table 1, the Congress has made $105 billion available to the 
Corporation to cover losses associated with resolutions. 

Table 1: Total Loss Funding Made 
Available as of December 31,1994 Dollars in billions 

Financial Institutions Reform, Recovery, 
and Enforcement Act of 1989 $50.0 

Resolution Trust Corporation Funding Act of 1991 
Resolution Trust Corporation Refinancing, 

Restructuring, and improvement Act of 1991 
Resolution Trust Corporation Completion Act 

30.0 

6.7a 

ia.3= 
Total $105.0 
aThe Resolution Trust Corporation Refinancing, Restructuring, and Improvement Act of 1991 
(Public Law 102-233) provided $25 billion in December 1991, which was only available for 
obligation until April 1, 1992. After the deadline passed, the Corporation returned $18.3 billion of 
unobligated funds to the Treasury in April 1992. In December 1993, the RTC Completion Act 
removed the April 1, 1992, deadline, thus making the $18.3 billion available to the Corporation for 
resolution activities. 

Table 2, which is based on estimates in the Corporation’s December 31, 
1994, financial statements and the related notes, shows cumulative 
estimated loss funding needs of $90.2 billion. This amount includes 
funding used to cover the Corporation’s losses to date as well as amounts 
needed to complete the resolution of all receiverships, conservatorships, 
and institutions for which it is probable that government assistance may 
be required on or before June 30, 1995.‘j 

The Corporation’s estimated loss funding needs does not include up to $I billion in losses that the 
Corporation could possibly incur from pending lawsuits and as yet unasserted claims as discussed in 
note 11 to the fmancial statements. 
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Table 2: Cumulative Estimated Loss 
Funding Needs as of December 31, 
1994 

Dollars in billions 

Receiverships $89.8 

Conservatorships and probable failures .4 

Possible failuresa 0 

Total $90.2 

BAs of the date of our report, tt is highly unlikely that the Corporation will have to resolve any 
institutions considered possible failures before June 30, 1995. Institutions classified as possible 
failures will more likely become the responsibility of the Savings Association Insurance Fund 
(SAIF) if failures are to occur. SAIF will assume the Corporation’s resolution responsibilities 
beginning July 1, 1995. 

The Corporation’s estimates show that $89.8 billion will be used to resolve 
the 744 institutions closed as of December 31,1994, and an estimated 
$.4 billion will be used to resolve the 1 institution in conservatorship and 
3 institutions considered probable failures before the Corporation’s 
authority to resolve institutions expires on June 30, 1995. 

As shown in table 3, the Corporation estimates it will have $14.8 billion of 
unused loss funds after resolving all institutions for which it is 
responsible. This is based on the estimates presented in the Corporation’s 
1994 financial statements, which are subject to the uncertainties discussed 
previously and in notes 5 and 10 to the financial statements. The need to 
use any of the $14.8 billion of estimated unused loss funds is dependent on 
the Corporation’s actual recoveries from receiverships and its actual cost 
of future resolutions. 

r 

, 

Table 3: Estimated Unused Loss 
Funds After Completion of the 
Corporation’s Resolution Activities 

Dollars in billions 

Total loss funding made available 

Less: cumulative estimated loss 
funding needed 

Estimated unused loss funds 

$105.0 

(90.2) 
% 14.8 

At December 31, 1994, the Corporation had sufficient net assets to repay 
its $23 billion in working capital borrowings from FFEL The Corporation 
would only be unable to repay its FFB borrowings if its combined 
additional losses on receivership assets and future resolutions exceeded 
the $14.8 billion in estimated unused loss funds. 
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Currently, the Corporation, FDIC, and the Thrift Depositor Protection 
Oversight Board are reviewing the funding needed to dispose of the 
Corporation’s assets and settle liabilities remaining after December 31, 
1995. This review will consider the need for any additional funding in 
excess of the Corporation’s currently estimated loss funding needs of 
$90.2 billion. 

Loss funds not used by the Corporation are available for losses incurred 
by the Savings Association Insurance Fund (SAIF) subject to the conditions 
set forth in the Resolution Trust Corporation Completion Act.7 Also, 
according to the act, funds in excess of the amounts needed by both the 
Corporation and SAIF will be returned to the general fund of the Treasury. 

Controls Over Contracting The Corporation has used thousands of private contractors to manage and 
Could Affect Recoveries dispose of assets from failed thrifts, including activities such as collecting 

From Receiverships income and paying expenses. The estimated recoveries from receiverships 
included in the Corporation’s financial statements include the results of 
the receipts and disbursements made by contractors that perform services 
for receiverships during the year. Weak operating controls over contract 
issuance and contractor oversight could impact these estimated recoveries 
from receiverships. While we assess, as part of our financial statement 
audit, internal accounting controls over receivership receipts and 
disbursements, the Corporation’s operating controls over contract 
issuance and contractor oversight are not part of the scope of our audit. 
These operating controls are considered as part of GAO’S other reviews of 
the Corporation’s operations8 as well as by the Corporation’s Inspector 
General and Office of Contract Oversight and Surveillance. 

In response to previously reported operating control weaknesses, the 
Corporation has taken actions to improve the process of contract issuance 
and contractor oversight. In addition, the Corporation has recently placed 

7The Resolution Trust Corporation Completion Act makes available to SAIF, during the Z-year period 
beginning on the date of the Corporation’s termination, any of the $18.3 billion in appropriated funds 
not needed by the Corporation. However, prior to receiving such funds, FDIC must first certify, among 
other things, that SAIF cannot fund insurance losses through industry premium assessments or 
Treasury borrowings without adversely affecting the health of its member institutions and causing the 
government to incur greater losses. 

$High-Risk Series: An Overview (GAOiHR-95-1, February 1995); High-Risk Series: Quick Reference 
Guide (GAO/HR-95-2, February 1995); and Resolution Trust Corporation: Efforts Under Way to 
Address Management Weaknesses (GAOIGGD-95-109. Mav 12. 19951. 
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increased emphasis on the process of closing out9 contracts to ensure that 
contractors have fulfilled all contractual responsibilities. 

However, during 1994, reports issued by the Corporation’s Inspector 
General and the Office of Contract Oversight and Surveillance 
demonstrate that despite the Corporation’s actions to correct contracting 
problems, the effects of early neglect of contracting operations remain. 
These reports also identified significant performance problems with 
contracts that were issued before many contracting reforms and 
improvements were implemented by the Corporation. As a result, the 
Corporation remains vulnerable to the risks associated with contracting 
operations and contractors’ performance and cannot be sure that it is 
recovering all it should from receiverships. 

Progress in Reducing Risk In 1992, we reported that the Corporation was designated as a high-risk 
entity because of weaknesses in its asset disposition, contracting, 
information systems, and financial management and accountability.1o We 
also noted our concerns about uncertainties affecting its resolution 
activities and funding levels. Finally, we warned that the thrift clean-up 
would not be completed before the Corporation closed down and that the 
total cost would depend, in part, on how effectiveIy FDIC settled any 
remaining assets and liabilities. 

Since 1992, the Congress, the Corporation, and FDIC have reduced these 
risks to the point that we no longer consider the Corporation a high-risk. l1 
The Congress provided the additional funding needed to complete the 
thrift clean-up, mandated management reforms, and required that a task 
force be formed to facilitate transition. In addition, the Corporation made 
substantial progress in addressing internal control and operating 
we&nesses by implementing mandated reforms and taking additional 
actions to strengthen operating procedures, information systems, and 
internal controls. Also, as required, the Corporation and FDIC established a 
task force to facilitate the transfer of remaining assets, personnel, and 
operations to FDIC in a coordinated manner. However, one continuing 
source of concern is the difficulty in terminating a large and complex 

qhe Corporation’s contracting manual states that a contract cIoseout includes, among other things, a 
determination by the contracting officer that (1) all deliverables, including reports, have been received 
by the Corporation and accepted, (2) final payment has been made, (3) all collections of funds due to 
the Corporation have been completed, (4) all financial documents are in the file, (5) all Corporation 
property has been returned and accounted for, and (6) all corporation files have been returned. 

‘Qigh-Risk Series: Reso!ution Trust Corporation (GAO/HR-93-4, December 1992) 

“See footnote 9 
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organization with thousands of personnel and billions in assets, while 
attempting to minimize disruption. Although transition planning has gone 
well, the Corporation faces the challenge of disposing of its remaining 
assets and working successfully to carry out the transition while 
maintaining internal controls and accountability. 

Opinion on Financial 
Statements 

respects, in accordance with generally accepted accounting principles, the 
Corporation’s 

9 assets, liabilities, and equity as of December 31, 1994 and 1993; 
l revenues, expenses, and accumulated deficit for the years then ended, and 
. cash flows for the years then ended. 

However, misstatements may nevertheless occur in other financial 
information reported by the Corporation as a result of the internal control 
weakness described below. Additionally, significant uncertainties 
discussed earlier in this report and in notes 5 and 10 to the financial 
statements, may ultimately result in higher or lower resolution costs than 
those estimated in these statements. 

Opinion on We evaluated management’s assertion about the effectiveness of its 

Management’s 
internal controls designed to 

Assertion About the . safeguard assets against loss from unauthorized acquisition, use, or 

Effectiveness of disposition; 
. ensure the execution of transactions in accordance with management’s 

authority and with laws and regulations that have a direct and material 
effect on the financial statements; and 

l properly record, process, and summarize transactions to permit the 
preparation of reliable financial statements in accordance with generally 
accepted accounting principles and to maintain accountability for assets. 

Internal Controls 

The Corporation’s management fairly stated that those controls in effect 
on December 31, 1994, provided reasonable assurance that losses, 
noncompliance, or misstatements material in relation to the financial 
statements would be prevented or detected on a timely basis, based on the 
control criteria used. Management’s assertion, which is included in 
appendix III, was made using the internal control and reporting criteria set 
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forth in the implementing guidance for the Federal Managers’ Financial 
Integrity Act of 1982. 

However, our work identified the need to improve internal controls, as 
described in the following section. This weakness, although not 
considered material,12 represents a significant deficiency in the design or 
operation of internal controls which could adversely affect the 
Corporation’s ability to fully meet the internal control objectives listed 
above. In making its assertion, the Corporation’s management considered 
the internal control weakness we identified. 

WhiIe management’s assertion about the effectiveness of internal controls 
was reasonable, misstatements may nevertheless occur in other financial 
information reported by the Corporation. Because of inherent limitations 
in any system of internal controls, losses, noncompliance, or 
misstatements may nevertheless occur and not be detected. 

Reportable Condition the three reportable conditions identified in our audit of its 1993 financial 
statements. The Corporation strengthened controls over posting wire 
receipts to the general ledger and in reconciling receivership assets. For 
the remaining reportable condition, weaknesses in general controls over 
some computerized information systems,13 the Corporation addressed the 
weaknesses we identified. However, our audit of the 1994 financial 
statements identified additional weaknesses such that this reportable 
condition continued to exist. 

12A material weakness is a reportable condjtion in which the design or operation of the internal 
controls does not reduce to a relatively low level the risk that losses, noncompliance, or misstatements 
in amounts that would be material in relation to the financial statements may occur and not be 
detected within a timely period by employees in the normal course of their assigned duties. Reportable 
conditions involve matters coming to our attention relating to significant deficiencies in the design or 
operation of internal controls that, in the auditor’s judgment, could adversely affect an entity’s abiiity 
to (I) safeguard assets against loss from unauthorized acquisition, use, or disposition, (‘2) ensure the 
execution of transactions in accordance with management’s authority and in accordance with laws 
and regulations, or (3) properly record, process, and summarize transactions to permit the preparation 
of financial statements and to maintain accountability for assets. Reportable conditions that are not 
considered to be material nevertheless represent significant deficiencies in the design or operation of 
internal controls and need to be corrected by management. 

L’General controls are policies and procedures that apply to an entity’s overall effectiveness and 
security of operations, and that create an environment in which application controls and certain user 
controls operate. General controls include the organizational structure, operating procedures, 
software security features, system development and change control, and physical safeguards designed 
to ensure that only authorized changes are made to computer programs, that access to data is 
approptiateiy restricted, that back-up and recovery plans are adequate to ensure the continuity of 
essential operations, and that physical protection of facilities is provided. 
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Because the Corporation relies on its computer systems extensively, both 
in its daily operations and in processing and reporting financial 
information, the effectiveness of general controls is a significant factor in 
ensuring the integrity and reliability of financial data. Our audit of the 
Corporation’s 1994 financial statements found that the general controls 
still did not provide adequate assurance that data fdes and computer 
programs were fully protected from unauthorized access and modification. 
However, prior to completion of our fieldwork in June 1995, we found that 
the Corporation had already corrected several of the weaknesses we 
identified. In addition, for the remaining weaknesses, the Corporation had 
prepared corrective action plans. 

During 1994, the Corporation performed accounting and control 
procedures, such as reconciliations and manual comparisons, which 
would have detected material data integrity problems resulting from 
inadequate general controls. Without these procedures, the weaknesses in 
general controls would raise significant concerns over the integrity of 
information obtained from the affected systems. 

We also noted other less significant matters involving the internti control 
structure and its operation which we will communicate separately to the 
Corporation’s management. 

Compliance With Our tests for compliance with significant provisions of selected laws and 

Laws and Regulations 
regulations disclosed no instances of noncompliance that would be 
reportable under generally accepted government auditing standards.‘4 

Recommendation We recommend that the Deputy and Acting Chief Executive Officer direct 
the Corporation’s staff to monitor the implementation and progress of the 
corrective actions related to the weakness we identified in general 
controls over some of the Corporation’s computerized information 
systems. 

‘@IYhe Federal Deposit Insurance Corporation Improvement Act of 1991 requires that the Resolution 
Trust Corporation resolve institutions in the least costly manner and that we report to the Congress 
annually on the Corpomtion’s compliance with the least-cost provisions. Our most recent lead-cost 
compliance review identified no significant compliance issues. A detailed discussion of our findings 
and the Corporation’s comments is presented in 1993 Thrift Resolutions: RTC’s Resolution Process 
Generally Adequate to Determine Least Costly Resolutions /GAO/GGD-95-119, May 15,1995). 

Page 13 GAO/AIMD-95-157 RTC’s Financial Statements 



B-269641 

Corporation 
Comments and Our 
Evaluation 

In comments on a draft of this report, the Corporation’s Chief Financial 
Officer agreed with our findings and recommendation. The Chief Financial 
Officer’s written comments, provided in appendix IV, discuss efforts, many 
of which are ongoing, intended to address the reportable condition. We 
plan to evaluate the adequacy and effectiveness of these efforts as part of 
our audit of the Corporation’s December 31,1995, financial statements. 

Charles k Bowsher 
Comptroller General 
of the United States 

June 2,1995 
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Appendix I 

Objectives, Scope, and Methodology 

The Corporation’s management is responsible for 

9 preparing annual financial statements in conformity with generally 
accepted accounting principles; 

. establishing, maintaining, and evaluating the internal control structure to 
ensure that it provides reasonable assurance that the internal control 
objectives previously mentioned ase met; and 

9 complying with applicable laws and regulations. 

We are responsible for obtaining reasonable assurance about whether 
(1) the financial statements are free of material misstatement and 
presented fairly in conformity with generally accepted accounting 
principles and (2) management’s assertion about the effectiveness of 
internal controls is fairly stated in all material respects based upon the 
criteria in GAO’S Standards for Internal Controls in the Federal Government 
required by the Federal Managers’ F’inancial Integrity Act. We are also 
responsible for testing compliance with significant provisions of selected 
Iaws and regulations. 

In order to fulfrl these responsibilities, we 

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

l assessed the accounting principles used and significant estimates made by 
the Corporation’s management; 

l evaluated the overall presentation of the financial statements; 
l evaluated and tested relevant internal controls over the following 

significant cycles, classes of transactions, and account balances: 
l resolved institutions, consisting of policies and procedures related to 

(1) resolution activities, (2) receipts and disbursements in receiverships, 
and (3) valuation of the Corporation’s net receivables from resolution 
transactions and assistance; 

l unresolved institutions, consisting of policies and procedures related to 
identifying and estimating the cost of future resolutions and of providing 
advances to institutions in conservatorship; 

l Federal Financing Bank borrowings, consisting of policies and 
procedures related to the borrowing, use, and repayment of working 
capit.& 

l treasury, consisting of policies and procedures related to Corporate 
cash receipts and disbursements; and 
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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; and 

l tested compliance with significant provisions of the following laws and 
regulations: 
l section 21A of the Federal Home Loan Bank Act (12 U.&C. 1441a) and 
l Chief Financial Officers Act of 1990 (F’ublic Law 101-576). 

We limited our work to accounting and other controls necessary to 
achieve the objectives outlined in our opinion on management’s assertion 
about the effectiveness of internal controls. 

We conducted our audit between July 1994 and June 1996 in accordance 
with generally accepted government auditing standards. We believe that 
our audits provide a reasonable basis for our opinions. 

The Corporation’s Chief Financial Officer provided written comments on a 
draft of this report. These comments are discussed in the “Corporation 
Comments and Our Evaluation” section of the opinion letter and are 
reprinted in appendix IV. We have incorporated the Corporation’s views 
where appropriate. 

Page 17 GAO/AIMD-96-167 RTC’s Financial Statements 



Appendix II 

Financial Statements 

ltatements of Financial Position 

RESOLUTION TRUST CORPORATION 
STATEMENTS OF FINANCIAL POSITIOiV 

@ollaRr Lp TBoman&) 

ASSETS 
Cub (Noto 3) 

Net rdvanccs (Note 4. 48 and 14) 

Netrubro@edchima (No&S, 4 8andll) 

Net JSJ& pnmhsed by 
the Coqnm tion (Noto 6, 7md 15) 

0th.W JSStJ 

TOTAL ASSETS (Note 14) 

LIABILlTIES 
AccouabpsyabJe, JCCnted lirbiLilics, 

and other (Note ibmd 17) 

Notwpsyabls aadaccmod irrtcrcst (Note 9) 

fitdhJt8d cost of umeaobed usea (Note 6, JO aad 15) 

fitha tsd fo#es from 
corporbta liti@tion (No& 6nd 21) 

TOTAL LIABILITIES 

EQUITY 
Cmttributad capital (Note 3) 

CrpitaJ certil77tes 

TOTAL EQUITY (Note ii?) 

TOTAL LIABILITIES AND EQUITY (Note 14) 

Lkcember 31, December 31. 
1994 1993 

$4,034,9w 16,470,428 

2,%3,704 7237.863 

17378,274 2J,J58,047 

w&997 76,387 

26,290 JU,JW 

$24,63&265 $35,052,845 

5192,622 $~83,612 

23.222.278 30.773.JQ3 

410,5J7 s,m,slrr 

J99,030 171,633 

24,024,#47 39,226, J99 

59,526#84 55,5,527,9!?3 

31.286,325 31~86,325 

(90, J99,39J) (90,983,672) 

613,818 (4,173#354) 

$24.638.265 s3~*052,845 
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RlZ!ZOLUTl0~ TRUST CURPORATION 
STATEMENTS OF RBVENUES, EXPENSES AND ACCUMULATED DEFICIT 

(LkdIsrs in nmusnlds) 

REVENUES 
IntcrcJtonJIhr~mJadau~~JtcdCbimr 

Otier f&wear iucoma 

0therremws(N0ts3) 

TOTAL REVENUES 

Year Ended Year Baded 
December 31, December 31, 

1994 1993 

sl?w32% LM’1.751 

&696 12&f 

am 4ii$tW 

914,736 _ 427,918 

EXPENSES 
Inttkwst upasG on uatca 

issuedbytheCorponkYom 

Iutcraat elpcusc on Jnlomm 
due- remiwnbips 

Rsducth ia 
prcmTisim I%? lawcs (wore 4q 

A~~t~U~~~t~2rado~~arpsrwu~ats2.14Jsd17) 

TOTAL EXPENSES 

NET REVENUE 

ACCUMULATED DEFICm, BEGINNING 

ACCUMULATED DEFICfl, ENDING (Note 12) 
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itatements of Cash Flows 

RESOLUTION TRUST CORPORATION 
STATEMENTS OF CASH FLOWS 

(DoIJm ia 7BousaaUsJ 

Year ENded Year Ended 
December 31, December 31, 

CASH FLOWS FROM OPERATING ACTIVITIES: 
1994 1993 

cub int7owa framr 
Rca$ts &urn subrqalcd cIab 
Repayments oflndvances and 

reJmburs&Ie ~nditums 
RewJpts of istarwt on admaces 
Rea@ts from asset liipidrtitms 
Rcaipts from other operationa 

chsh ou tfJolvs for: 
Disbwsemeets for subrogpted ckims (10,281,29lJ 
Disborscmcnts for mdwaccs (&~,8~3) 
Disbanemcmts forreimburmbk arpemditums (lm7*71lJ 
Admhktratib opcratig end other eapeadirura (94,434J 
la terest paid oa notes payable (f,O50,652J 
DLAn3emeat.s tar waet Iiquidatioas (28,202) 

Net Cash Provided by t+retiag Activities (Note 13): 1,132,778 

CASH FL0 WS FROM FINANCING ACTIVITJES: 

cash iaJ7mw Jivm: 
Contributed apiial 
Notes payable 

Cssh outfbxm for 

SJ5&77#943 

6.020.467 
4lg416 

67.783 
aqzn 

4,032,wil 34214 
5300,~ 4.1ou.m 

$14.577355 

(4931,341) 
(3,241,601 J 
(l,446,145J 

(95,366) 
(n0.W 

W=f) 

l&328,914 

Repsymea t of wtupa@k, pnhc&aJ 

Net Cash Used by FYnan&g Activiks 

Net .Gmea.se (decrease) Jn ash 

CASH - BEGINNING 

(9,900,306) 

(3,566,3Oq 

(Z435328) 

6,470,428 

CASH - ENDING $4,O34,900 56.470.428 
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Notes to Financial Statements 

RESOLUTION TRUST CORPORATION 
NOTES TO F’INANCIAL STATEMENTS 

DECEMBER 31, 1994 and 1993 

1. Impact of Legislation: 

The RTC, a Government Corporation, was created by the Financial Institutions Reform, Recovery. 
and Enforcement Act of 1989 (FIRREA) to manage and resolve all troubled savings institutions that 
were previously insured by the Federal Savings and Loan Insurance Corporation (FBLIC) and for 
which a conservator ot receiver was appointed during the period January 1, 1989 through August 
8, 1992. This period was extended to September 30, 1993 by the Resolution Trust Corporation 
Refinancing, Restructuring, and Improvement Act of 1991 and in December 1993, the period was 
extended to a date not earlier than January I, 1995 nor later than July 1, 1995 by the Resolution 
Trust Corporation Compktion Act of 1993. A final date of June 30. 1995 has been sekcted by the 
Chairperson of the Thrift Depositor Protection (TDP) Oversight Board. 

The activities of the RTC are subject to the general oversight of the Oversight Board, which was 
redesignated the TDP Oversight Board and increased in size by the December 1991 legislation. ‘iIe 
TDP Oversight Board monitors the operations of the RTC, provides the RTC with general policy 
direction, and reviews the RTC’s performance. The seven members on the TDP Oversight Road 
include: the Secretary of the Treasury; the Chairperson of the Board of Governors of the Federal 
Reserve System; the Director of the Office of Thrift Supervision (OTS); the Chairperson of the 
Board of Directars of the Federal Deposit Insurance Corporation (FDIC); the Chief Executive 
Officer of the RTC; and two independent members appointed by the President, with the advice and 
consent of the Senate. 

Under current law, the RTC will terminate on or befure December 31. 1995. All remaining usets 
and liabilities will be transferred to the FSLIC Resolution Fund which is managed by the FDIC. 
Proceeds from tie sale of such assets will be transferred to the Resolution Funclmg Corporation 
(REFCORP) for interest payments after satisfaction of any outstanding liabilities. 

Sul.Irce ofFuf?fk: 

The RTC is funded from the foIlowing sources: 1) U.S. Treasury appropriations and borrowings; 
2) a contribution from the Federal Home Loan Banks through REFCORP, 3) amounts borrowed by 
REFCORP which is authorized to issue long term debt securities; 4) the issuance of debt obligations 
and guarantees as permitted by the TDP Oversight Board; and 5) income earned on the assets of the 
RTC, proceeds from the sale of assets, and collections made on claims received by the RTC from 
receiverships. 

The Secretary of the Treasury has contributed capital of $59.5 billion to the RTC as of December 
31, 1994, SlS.8 billion of which was authorized by FIRREA, 530 billion of wbjch w author&d 
by the Resolution Trust Corporation Funding Act of 1991, $6.7 billion of which related to the 

Page 21 GAO/AXMD-96-157 RTC’s Financial Statements 



Appendix II 
Financial Statement8 

Resolution Trust Corporation Refinancing, Restructuring, and Improvement Act of 1% 1, and $4.0 
billion of which related to the Resolution Trust Corporation Completion Act of 1993 (see Note 12). 
The legislation signed in December 1991 authorized the Secretary of the Treasury to provide an 
additional $25 billion in capital to the RTC for its operations through March 31, 1992. These funds 
were received in January 1992, In April 1992, the RTC returned $18.3 billion to the Treasury 
which represented finds not committed by the March 31, 1992 deadline. 

In December 1993, the Resolution Trust Corporation Completion Act authorized funding of the $18.3 
billion which had been returned to Treasury in 1992. Expenditure of funds in excess of $10 billion 
requires certification by the Secretary of the Treasury that certain statutory requirements have been 
met. In January 1994, the TDP Oversight Board received $10 billion in funds, of which $4 billion 
was forwarded to the RTC. No further funds have been provided to either the TDP Oversight Board 
or the RTC since that time. 

The RTC has also issued capital ccrtiflcates of $31.3 billion to REFCORP as of December 31, 1994 
(see Note 12). FIRREA prohibits the payment of dividends on any of these capital certiticates. The 
RTC is also authorized to borrow directly from the Treasury an amount not to exceed in the 
aggregate $5.0 billion. There have ken no draws against these authorized borrowings through the 
end of 1994. 

2. Summary of Significant Accounting Policies: 

General. These statements pertain to the financial position, results of operations and cash flows of 
the RTC, and are presented in accordance with generally accepted accounting principles. These 
statements do not include the reporting of assets and liabilities of closed thrifts for which the RTC 
acts as receiver/liquidating agent or of thrifta in conservatorship for which the RTC acts as managing 
agent. However, these statements do reflect the RTC’s trattsactlons with these LhriRs. See Note 14 
for more detailed information. 

AlbwanceJor Losses on Advancrs. The RTC recognizes an estimated loss on advances. The 
allowance for losses represents the difference behveen amounts advanced to conservatorships or 
receiverships and expected repayments. 

Allowancefir Losses on Subrogured CWn.s. The RTC records as assets the amounts disbursed for 
assisting and closing thrifts, primarily the amounts for insured deposit liabilities. An allowan~ for 
losses is established against subrogated claims representing the difference between the amounts 
disbursed and the expected repayments. The allowance is based on the estimated cash recoveries 
from the assets of the assisted or failed thrifts, net of estimated asset liquidation and overhead 
expenses, including interest costs. 

EsrWed Cost uf Unresolved ties. The RTC records the estimated losses related to thrifts in 
conservatorship and those identified in the regulatory process as probable to fail on or before 
June 30, 1995. 

Litigation Losses. The RTC recognizes an estimated loss for litigation against it in its Corporate, 
conservatorship and receivership capacities. The RTC Legal Division recommends these estimated 
losses on a case-by-case basis. 

Due to Receivershjps -Assets Sold. The RTC establishes a contra asset account to record the amount 
payable to receiverships for the purchase price of receivership assets sold to acquiring institutions 
in resolution transactions. This is done in lieu of the receivership receiving the cash proceeds from 
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the sale of its assets. This contra account offsets the balance due from the receiverships for 
subrogated claims. The amounts that exceed the expected recovery of subrogated claims due from 
the receiverships are recorded as a liability entitled “Due to receiverships.” The RTC accrues 
interest on the total of the contra asset and liability accounts. 

Ndonal Judgments, Deficiencies attd Charge-offs hint Venture Progrum The RTC purchases 
assets from receiverships, conservatorships. and their subsidiaries to facilitate the sale and/or transfer 
of selected assets to several Joint Ventures in which the RTC retains a financial interest. 

A#ocurion of Common fipenses. The RTC shares certain administrative operating expenses with 
FDIC’s Bank Insurance Fund, FSLIC Resolution Fund, and Savings Association Insurance Fund. 
The administrative operating expenses include allocated personnel, administrative, and other overhead 
expenses. 

Allocnn’on of Corporate Expenses. The RTC recovers costs incurred by the Corporation in support 
of liquidation/receivership activities, including a portion of administrative expenses. These coats are 
billed to individual receiverships with the offsetting credits reducing the Corporation’s 
“Administrative operating and other expenses. ” 

Deprcciurion. The cost of furniture, futures, equipment and other fixed assets is expensed at the 
time of acquisition and is reported as ‘Administrative operating and other expenses. ” This policy 
is a departure from generally accepted accounting principles, however, the financial impact is not 
material to the RTC’s financial statements. 

CO& Equivaknfs. The RTC considers cash equivalents to be short-term, highly liquid investments 
with original maturities of three months or less. As of December 31. 1994 and 1993, the RTC did 
not have any cash equivalents. 

Fair Value oiFinanciaE Immmenfs. The balances of financial instruments included in the RTC’s 
Statement of Financial Position approximate their estimated fair values, The values of “Net 
advances’ and “Net subrogated claims” are based on the discounted net cash flows expected to be 
received from those instruments. The frequent repricing of the balances of “Due to receiverships” 
and the short-term nature of “Notes payable” result in face amounts of such instruments which 
approximate their fair values. 

~eclass@cafions. Certain balances in the 1993 financial statements have been reclassifti for 
comparative purposes. 

3. Oflice of Inspector General: 

FIRREA established an Inspector General of the Corporation and authorized to be appropriated such 
sums as may be necessary for the operation of the Office of Inspector General (OIG). All financial 
transactions related to the OK are included in the Corporation’s financial statements. 

The OIG has received $140.9 million of appropriated funds from the U.S. Treasury sinc.e it WBJ 
established of which $32.0 million relate to the Government’s Ascal Year (FY) 1995 and $34.3 
million relate to FY 1994. These funds are used to finance the activities of the OIG. Restricted 
amounts of $5,238,693 for FY 1994, $3,967,087 for FY 1993, $9.213,040 for FY 1992 and 
$773,671 for FY 1991 are included in “Cash.’ 
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Reductions to the OIG appropriated funds resulting from obligations are recorded 8s “Other 
revenue.” Accordingly, the OIG appropriated funds were reduced by $29,108,773 and $32,339,972 
during 1994 and 1993, respectively, and recorded as “Other revenue.” 

Disbursements of the OIG appropriated funds for expenditures are recorded as ‘Administrative 
operating and other expenses.” These disbursements totalled $32,000,098 during 1994 and 
$34,538,230 during 1993. As of December 31, 1994 and 1993, the unobligated OIG appropriation 
balances included in ‘Contributed capital” were $41.7 million and $38.8 million, respectively. 

4. Net Advances (in thousands): 

The RTC makes advances to receiverships and conservatorships. Advances are made to 
conservatorships to provide funds for liquidity needs and to reduce the wst of funds, and to 
receiverships TV provide working capital. The advances generally are either secured by the assets 
of the conservatorship or receivership at the time the advanEs were made or have the highest 
priority of unsecured claims. The Corporation accrues interest on these advances which is included 
in the Statements of Revenues, Expenses and Accumulated Deficit. The Corporation expects 
repayment of these advances, including interest, before any subrogated claims are paid by 
receiverships. The advances carry a floating rate of interest based upon the &week Treasury Bill 
rate. Interest rates charged during 1994 ranged between 3.27% and 6.25%, and between 3.13% and 
3.54% in 1993. At December 31, 1994 and 1993, the interest rates on advances were 5.97% and 
X37%, respectively. 

December 31, 
u% 

Advances to wnservatorships $ 81,089 S 6,5+53 
Advances to receiverships 8,084.024 5,406:256 
Reimbursements due from receiverships 

and wnservatorships 130,031 307,268 
Accrued interest 154,140 73J65 
Write-offs at termination - advances 

(Note 6 and 7) (20,489) (3,815) 
Allowance for losses on receivership 

advances (Note 6) (5,434,002) (3,981,719) 
Allowance for losses on conservatorship 

advances (Note 6) (31.089) (986.1 5 
$2.963.704 ubuz 

Reimbursements due from receiverships and conservatorships represent operating expenses paid by 
the RTC on behalf of the receiverships and conservatorships for which repayment is expected in full. 
Interest is not accrued on these reimbursements. 

5. Net Subrogated Claims (in thousands): 

Subrogated claims represent disbursements made by the RTC primarily for deposit liabilities. The 
Corporation recognizes an estimated 10s~ on these subrogated claims. These estimates are based in 
part on a statistical sampling of receivership assets subject to a sampling error of pius or minus $0.7 
billion with a 95 percent confidence interval. 
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The value of assets under RTC management could be lower (or higher) than projected because 
general economic conditions, interest rates and real estate markets could change. Because of these 
uncertainties, it is reasonably possible that the actual losses may be higher (or lower) than the current 
“Allowance for losses on subrogated claims I ’ 

Receiverships frequently sell a portionof their assets to institutions acquiring their deposit liabilities. 
In lieu of the receiverships receiving cash for the sale, the purchase price of the assets sold is 
recorded by the receivership as a receivable and by the RTC in a contra asset account entitled “Due 
ELI receive&hips - assets sold.” This accent is offset against subrogated claims expected to be 
collected from the. receivership. The portion of the contra asset account, if any, in excess of 
expected subrogated claim recoveries is recorded as a liability entitled “Due to receiverships. * The 
RTC accrues interest payable to the receiverships on the total of the contra asset and liability 
accounts. The rates used by the RTC to accrue interest are based upon the Chicago FHLB Daily 
Investment Deposit Rates. interest rates paid during 1994 ranged between 2.73% and 5.91 A, and 
between 2.50% and 3.64% in 1993. At December 31, 1994 and 1993, the interest rates paid on 
these accounts were 5.90% and 2.7946, respectively, 

December 3 1. 
1994 

Subrogated claims $222,450,889 
Recovery of subrogated claims (129,042,815) 
Claims of depositors pending and unpaid 10,905 
Due to receiverships - assets sold (716,197) 
Writesffs at termination - subrogated claims 

(Note 6 and 7) (1.984,435) 
Allowance for losses on subrogated claims(Note 6) C73.340.074) 

m  

6. Changes in Allowaua for K.UCLWS (ii thousmds): 

Albwmce raw Altewulee for Albwmcc for Estinutcd cock 
braor 

ex 
kmeem of unrmolvcd 

cgp- 
Bdmc.0, Das 31, ml7 $67.262,634 5 4,2w,111 s Il.225 $16.U1.857 

Rovikme (YedUaioM) 62,377 687,992 5.Qz.s (7.131.262) 

W&-offs u Itminalion w,w (2391 
(Nora 7) 

Costofremlutiona 1 d29.744 A  L J d29.744) 

3dmco. lk 31. 1993 60,66?,882 4.%7,%4 i6.250 II,Q97,85I 

Pmvikmr(rcductkms) (314,441) .513.9Qi (9.124) (1,355,149) 

Write-offs nt twminmt’bn (1,344.850} (16.674) 
[Note 7) 

Can of zdukiolv - 6.331.4s A  16.331.485) 

Bdmct, otc 31.1994 ) 73s340.074 &uu2i r 5 

$2Of% 406 
(115:566:781) 

17,540 
(2,316,651) 

(639.585) 

ErtLnrld loe.344 
horn corporate . . . 

$375.375 

(203.742) 

L 

171,633 

27.397 

TOTAL 
saa,7as;sM 

(6,579,610) 

(287.112) 

0 

111,921~4M 

(1,138.118) 

(I ,361,524) 

0 

w  

The ‘AlIo~ance for losses on subrogated claims” includes future interest costs and overhead 
expenses. Total “reductions’ in loss allowances contain the offset of net interest costs incurred in 
the current period that were previously included in provisions. ‘Cost of resolutions” represents 
amounts transferred from ‘Estimated cost of unresolved cases” to “Allowance for losses on 
subrogated claims” as a result of case resolutions in each year. 
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7. Net Assets Purchased by the Corporation Bn thou~d4: 

In order to pay a final dividend to the receiverships’ creditors and to expedite the process of legally 
terminating the receivership entities, the RTC has purchased the remaining assets of selected 
receiverships. As of December 31, 1994, the RTC had purchased assets from 161 receiverships for 
$295 million (assets from 77 receiverships for $173 million at December 31, 1993). Upon 
termination, the RTC may realize a Ioss on advances and subrogated claims that was previously 
included in the respective allowances and recognized in the provision for losses in a prior year. 
Additionally, as of December 31, 1994, the RTC had purchased assets from receiverships, 
conservatorships, and their subsidiaries for $101 million to facilitate the sale and/or transfer of 
selected assets to several Joint Ventures in which the RTC retained a financial interest. 

December 31, 
3‘2% 

Assets in liquidation purchased $396.377 IIE5 
Sales, collections and adjustments (154,154) (801438) 
Allowance for losses on corporate assets (Note 6) 

$2%) 3!%E 

Assets purchased include mortgage loans backed by l-4 family homes, multi-family dwellings or 
commercial real estate; consumer loans; real estate; and other assets including receivership interesis 
in credit enhancement reserve funds created when receiverships participated in RTC loan 
securitizations. 

8. Concentration of Credit Risk: 

The RTC has receivables from conservatorships and receiverships localed throughout the United 
States which are experiencing problems with both loans and real estate. Their ability to make 
repayments to the RTC is largely influenced by the economy of the area in which they are located. 
The gross balance of these receivables at December 31, 1994 is $101.9 billion (against which $81.5 
billion of reserves and contra assets have been recorded). Of this total, $26.6 billion is attributable 
IO institutions located in Texas, $17.0 billion is attributable to institutions located in California, $7.7 
billion is attributable to institutions located in Florida and $6.0 billion is attributable to institutions 
located in Arizona. 

9. Notes Payable and Accrued Interest: 

Working capital has heen made available TV the RTC under an agreement between the RTC and the 
Federal Financing Bank. The working capital is available to fund the resolution of thrifts and for 
use in the RTC’s high-cost funds replacement and emergency liquidity programs. The outstanding 
notes mature at the end of each calendar quarter, at which time they are genertily refinanced at 
simiIar terms. Payments on the note balance may also be made during each calendar quarter. The 
notes payabIe carry a floating rate of interest established by the Federal Financing Bank and ranged 
between 3.17% and 5.03% during 1994 and between 2.88% and 3.27% in 1993. As of December 
31, 1994 and 1993. the RTC had $23.2 billion and $30.8 billion, respectively, in borrowings and 
accrued interest outstanding from the Federal Financing Bank. These borrowings, approved by the 
TDP Oversight Board, are within the limitations imposed under FIRREA. 
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10. Estimated Cost of Unresolved Cases: 

The RTC has established a liability of $411 million at December 31, 1994 for the anticipated costs 
of resolving 4 troubled institutions. Of the 4 institutions, 1 was in conservatorship as of that date. 
The other 3 institutions were identified by the OTS as institutions for which it is probable that 
government assistance may be required on or before June 30, 1995 which is the hat date the RTC 
may be appointed conservator. 

The 1994 “Estimated cost of unresolved cases’ has decIined from the December 31, 1993 estimate 
of $8.1 billion. The primary reason for this decline was the resolution of cases during 1994 leaving 
fewer unresolved cases at the end of the year. 

Furthermore, the value of assets anticipated 10 come to the RTC could be lower (or higher) than 
projected because general economic conditions, interest rates, and real estate markets could change. 
Because of these uncertainties, it is reasonably possible that the cost of unresolved cases will be 
higher (or lower) than what has been estimated. 

11. Estimated Losses trum Corporate Litigation: 

As of December 31, 1994. the RTC has been named in several thousand lawsuits while serving in 
its Corporate, conservatorship or receivership capacities. Currently, it is not possible to predict the 
outcome for all of the various actions. An allowance for loss totalling $199.0 million has been 
established as of December 31, 1994 for the 57 actions that management feels are probable to result 
in a significant loss ($171.6 million at December 31, 1993 for 40 actions). Additionally, the 
Corporation could possibly incur futier losses of up to $1 billion from other pending lawsuits and 
other yet unasserted claims. 

12. Changes in Equity (ii thousands): 

Contributed capital Accumulated TOtd 

Qg&# c&jrtcates D&j& Ellyit 

Balance, Dee 31, 1992 $55,522,019 $31.286,325 $(96,805,321) $(9,996,977) 

1993 Net revenue 5,821,649 s&21,649 
FY 94 OIG appropriation 34,314 
I993 Obligated OIG funds 132.3401 : 

34,314 
(32.340) 

Balance, Dee 31,1993 55,523,993 31,286,325 (90,983,672) (4J73.354) 

1994 Net revenue 784,281 784,281 
Resolution Trust Corporation 

Completion Act of 1993 4,ooo,ooo 4,ooo,ooo 
FY 95 OIG appropriation 32,000 32,oQO 
1994 Obligated OIG funds . : 

Balance, Ike 31,19!M y9.526.884 $&Q&32$ w $ 613.818 
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13. Supplementary Information Relating Lo the Statements of Cash Flows (in thousands): 

Reconciliation of net revenue to net cash provided by operating activities: 

Net Revenue 

Reduction in provision for losses 
Interest expense financed as additional 

notes payable 
Increase (decrease) in accrued interest on 

notes payable 
Increase in accrued interest on amounts due to 

receiverships 
Increase in accrued interest due from advances 
Receipts from subrogated claims 
Repayments of advances and 

reimbursable expenditures 
Receipts from asset liquidations 
Increase (decrease) in accounts payable, accrued 

liabilities and other 
(Increase) decrease in reimbursable portion of 

liabilities above 
Disbursements for advances 
Disbursements for subrogated claims 
Disbursements for reimbursable expenditures 
Disbursements for asset Iiquidations 
OIG income recognized 
Interest accrued on subrogated claims 
Other non-cash (income) and expenses (net) 
(Increase) decrease in other assets 

Net cash provided by operating activities 

For the Year Ended 
December 3 I, 

Ip9r?: 
$ 784,281 % s,Eg49 

(1,138,118) (6.579.610) 

-0s 278,975 

49,481 (39,122) 

78,433 72,977 
(200,758) (35,033) 

9,087,943 14,577,355 

6,020,467 5,836,959 
67,783 40,544 

57,239 (56,W 

(19,877) 55,290 
(1,977,813) (3,241,601) 

(10,281,291) (4,931,341) 
(1,077,711) (1,446,14S) 

(28,202) (8,225) 
(29,109) (32,340) 

(235,083) -O- 
(24,797) 8,594 

(90) 6.616 

k132.778 a328.914 

Noncash transactions incurred from thrift assistance and failures: 

l $6,331,485 and $1,629,X4 were reclassified from “Estimated cost of unresolved cases’ to 
“Allowance for losses on subrogated claims” during 1994 and 1993, respectively, due to the 
resolution of 64 cases during 1994 and 27 cases in 1993. 

l “Due to receiverships - assets sold” decreased by $1,020,715 and $62,157 in 1994 and 1993, 
respectively, with offsetting decreases of $900,933 and $61,364 to “Advances to receiverships” 
and of $119,782 and $793 to “Accrued interest” to repay receivership advances and related 
interest. 

l $0 and $278,975 of interest expense was financed through increases in notes payable in 1994 
and 1993, respectively. 
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l “Recovery of subrogated claims” increased by $4,406,990 and 57,#2,027 during I994 and 
1993, respectively, with an offsetting decrease in “Due to receiverships - assets sold”, m  
record liquidating dividends declared by receiverships. 

l ‘Subrogated claims” increased by $4,060,927 and $2,983,857 in 1994and 1993, respectively, 
resulting from resolution activity with an offsetting increase in “Due to receiverships - assets 
sold.” 

l “Due to receiverships” decreased by $11,334 and $15,715 in 1994 and 1993, respectively, with 
the offset to “Due to receiverships - assets sold” (a component of ‘Net subrogated claims”) for 
amounts exceeding the expected recovery of subrogated claims due from the receiverships. 

l “Reimbursements due from receiverships and conservatorships’ decreased by $130,573 and 
$89,272 during 1994 and 1993. respectively, with an offsetting decrease to “Due to 
receiverships - assets sold.” 

l “Due m receiverships - assets sold’ increased by $122,214 and $31.280 in 1994 and 1993. 
respectively, with an offsetting increase to ‘Net assets purchased by the Corporation” relating 
m  the purchase of receivership assets by the Corporation. 

14. Related Party Tranaactioaf: 

The Financial Institutions Reform, Recovery, and Enforcement Act of 1989 established the RTC to 
manage and resolve failed savings institutions that were formerly insured by the FSLIC and for 
which a receiver or conservator was appointed afkr January 1, 1989. At December 31, 1994, there 
were 745 institutions with $40.4 billion of assets for which the RTC was appointed conservator or 
receiver. This compares to 743 institutions with $75.7 billion of assets at December 31, 1993. 

In its fiduciary capacity as receiver or conservator, the RTC has substantial control over the 
operations of the institutions placed ln receivership or conservatorship by the OTS. The RTC, as 
receiver or conservator, has uItlmate authority in the day-to-day operations, including the timing and 
methods of the disposal of the institutions’ assets in an effort m  maximize returns on such assets. 

The RTC does not include the assets and liabilities of the receiverships and conservatorships in its 
financial statements. However, certain transactions with these institutions, including advances to and 
receivables from the institutions, as well as interest paid or received on such items, are included in 
the RTC’s financial records. At December 31. 1994, the net balances of advances and subrogated 
claims were $3.0 billion and $17.4 billion (net of ‘Due to receiverships - assets sold” of $0.7 
billion), respectively. The RTC owed $0.7 billion to receiverships, including the liability account 
of $2 million, at December 31, 1994 resulting from resolution transactions (see Note 5). Interest 
income earned on advances and subrogated claims was $853 million during the year ended December 
31, 1994 and interest expense on amounts due receiverships was $78 million. 

At December 31, 1993, the net balances of advances and subrogated claims were $7.3 billion and 
$21.2 billion (net of “Due to receiverships - assets sold” of $2.3 billion), respectively. ToteI 
amounts due receiverships were $2.3 billion, including the liability account of $13 million. Interest 
income on advances and subrogated claims was $368 million during the year ended December 31, 
1993 and interest expense on amounts due receiverships was $73 million. 
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RTC receiverships and conservatorships are holders of limited partnership equity interests as a result 
of various RTC sales programs which include the National Land Fund, Multiple Investor Funds, N- 
Series and S-Series programs, Through 1994, the RTC sold $7.1 billion of loans through these 
programs ($5.2 billion through 1993). 

The RTC funds the activities of the TDP Oversight Board based on its fiscal year budgets. The 
amounts funded in 1994 and 1993 were $5.2 million and $5.1 million, respectively. These amounts 
are subject to the Corporation’s policy of allocating corporate expenses to the receiverships. 

“Administrative operaring and other expenses” for the Corporation were $90.0 million and $102.3 
million for the years ended December 31, 1994 and 1993, respectively (total costs of $848.3 million 
and $933.0 million less $758.3 million and $830.7 million billed back to receiverships during 1994 
and 1993, respectively). The Corporation bears the Casts of administrative expenses for the assets 
purchased from receiverships in the termination process since they are managed by the Corporation 
(see Note 7). 

15. Commitments and Guarantees: 

Securitization Credit Reserves: 

Through 1994, the RTC sold through its mortgage-backed securities securitization program $39.2 
billion of receivership, conservatorship and Corporate loans ($36.6 billion through 1’393). The loans 
sold were secure-d by various types of real estate including 14 family homes, multi-family dwellings 
and commercial real estate. Each securitization transaction is accomplished through the creation of 
a trust, which purchases the loans to be securitized from one or more institutions for which the 
Corporation acts as a receiver or conservator or purchases loans owned by the Corporation. The 
loans in each trust are pooled and stratified and the resulting cash flow is directed into a number of 
different classes of pass-through certificates. The regular pass-through certificates are sold to the 
public through licensed brokerage houses. RTC and its receiverships and conservatorships retain 
residual pass-through certificates which are entitled to any remaining cash flows from the trust ati 
obligations to regular pass-through holders have been met, 

To increase the likelihood of full and timely distributions of interest and principai to the holders of 
tbe regular pass-through certificates, and thus the marketability of such certificates, a portion of the 
proceeds from the sale of the certiftcates is placed in credit enhancement reserve funds (reserve 
funds) to cover future credit losses with respect to the loans underlying the certificates. The reserve 
funds’ structure limits the receiverships’. conservatorships’ or Corporation’s exposure from credit 
losses on loans sold through the RTC securitization program to the balance of the reserve funds. 
The initial balances of the reserve funds are determined by independent rating agencies and arc 
subsequently reduced for claims paid and recovered reserves. Through December 1994, the amount 
of claims paid was approximately 6% of the initial reserve funds. At December 31, 1994 and 1993, 
reserve funds related to the RTC securitization program totalled $7.0 billion and $6.7 billion, 
respectively. RTC management expects to recover a substantial portion of the reserve funds over 
time. IXe RTC estimates Corporate losses related to the receiverships’ reserve funds as part of the 
RTC’s allowances for losses. Additionally, the RTC estimates Corporate losses related to 
conservatorships’ reserve funds as part of the RTC’s “Estimated cost of unresolved cases.” As of 
December 31, 1994, the RTC included $1.7 bitlion in these provisions to cover future estimated 
losses on the reserve funds ($1.5 billion as of December 31, 1993). As of December 31, 1994, the 
provisions were offset by $0.6 billion, the market value of the residual pass-through certificates ($0.8 
bhlion as of December 3 1, 1493). 
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Representations and Warranties: 

The RTC has provided guarantees, representations and warranties on approximately $9698 billion in 
unpaid principal balance of loans sold and approximately $151 billion in unpaid principal balance of 
loans under servicing right contracts which have been sold. In gener8l, the guarantees, 
representations and warranties on loans sold primarily relates to the completeness and accuracy of 
loan documentation, the quality of the underwriting standards used, the accuracy of the delinquency 
status when sold, and the conformity of the loans with characteristics of tie pool in which they were 
sold. The representations and warranties made in connection with the sale of servicing righa are 
limited to the responsibilities of acting as a servicer of the loans. 

For loans which were sold through the sezuritization program or for which the sales terms provided 
corporate guarantees, the receiverships and conservatorships who sold the loans have established 
escrow accounts containing a portion of the sales proceeds to honor any obligations that might arise 
from the guarantees, representations and warranties. 

The RTC estimates Corporate losses related to the receiverships’ representations and warranties 
claims as part of the RTC’s allowances for losses. Additionally, the RTC estimates Corporate losses 
related to the conservatorships’ representations and warranties claims as part of the RTC’s 
“Estimated cost of unresolved cases.” The Corporation has also established a liability for the 
estimate of losses related to representations and warranties claims associated with loan sales that 
involved corporate purchased assets (see Note 7). 

As of December 31, 1994, the RTC included $1.2 billion in these provisions to cover the estimated 
costs of representations and warranties claims ($1.2 billion as of December 31, 1993). 

Letters of Credit: 

The RTC has adopted special policies for outstanding RTC conservatorship and receivership 
collateralized letters of credit. These policies enable the RTC to minimize the impact of iu actions 
on capital markets. In most cases, these letters of credit are used to guarantee tax exempt bonds 
issued by state and local housing authorities or other public agencies to finance housing projects for 
low and moderate income individuals or farnilbs. As of December 31, 1994, the RTC has issued 
a commitment to honor approximately $1.0 billion of these letters of credit. The Corporation has 
also established a liability for the estimate of losses related to letters of credit in the amount of $275 
million. 

Affordable Housing Program: 

As part of its Affordable Housing Program, RTC management has committed to expend up to $6 
million to pay reasonable and customary commitment fees to various state and local housing 
authorities who will, in turn, assist in providing financing to low and moderate income families. 
Under this program, the RTC works with state and local housing finance agencies to secure 
commitments of Mortgage Revenue 3ond and Mortgage Credit Certificate funds which will be lent 
to qualifying families to enable them to purchase properties from the RTC. At December 31, 1994, 
$2.1 nillion remains unexpended. No substantiai recoveries are anticipated from the program, 
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Rental Expense: 

The RTC is currently leasing office space at several locations to accommodate its staff. As of 
December 31, 1994, these offices include: (1) the Washington, D.C. Headquarter offks, (2) the 
six rnegasite offices, and (3) the three satellite offices located throughout the country. Additional 
satellite offkes have been closed, but the RTC remains obligated for the remainder of their lease 
terms pending negotiations for lease buyouts or subleases. These obligations total $0.2 million. The 
RTC’s rental expense for 1994 and 1993 totalled $49.8 million and $59.5 million, respectively. The 
RTC’s total contractual obligations under lease agreements for office space are approximately $94.4 
million. These agreements ofken contain escalation clauses which can result in adjustments to rental 
fees for future years. The minimum yearly rental expense for all locations is as follows (in 
thousands): 

L9.96 1997 m l922w 

5 37,823 $ 16.982 $6,616 s 7.069 s 7,069 $ 18,85i 

Lease obligations for 1997 and beyond are exclusively for the RTC headquarters building in 
Washington, D.C. This lease was entered into by the now defunct FSLIC in 1987. At the date of 
RTC’s termination, which under current law shall not be later than December 31, 1995. all of the 
RTC’s debts, obligations and assets, including the above lease obligations, shall be transferred to the 
FSLIC Resolution Fund which is managed by the FDIC. 

16, Pension Plan and Accrued Annual Leave: 

The FDIC eligible employees assigned to the RTC are covered by the Civil Service Retirement 
System and the Federal Employees Retirement System. Employer contributions provided by the 
RTC for all eligible employees for the years ended December 31, 1994 and 1993 were approximately 
$18.4 million and $16.9 million, respectively. 

Although the RTC contributes a portion of pension benefits for eligible employees and makes the 
necessary payroll withholdings from them, the RTC does not account for the assets of either of these 
retirement funds and does not have actuarial data with respect to accumulated plan benefits or the 
unfunded liability relative to its eligible employees. These amounts are reported by the KS, Office 
of Personnel Management (OPM) and are not allocated to the individual employers. OPM dso 
accounfs for Federal health and life insurance programs for those RTC retired eligible employees 
who had selected Federal government sponsored plans. 

The RTC’s liability to employees for accrued annual leave was approximately $24.8 million at 
December 31, 1994, and $20.2 million at December 31, 1993. 

17. Health, Dental and Life Insurance Plans for Retirees: 

The RTC, through its association with the FDK, provides certain health, dental and life insurance 
coverage for its eligible retirees, the retirees’ beneficiaries and covered dependents. Eligible retirees 
are those who have elected the FDIC’s health and/or life insurance programs and are entitled to an 
immediate annuity (dental coverage is automatic at retirement). The health insurance coverage is a 
comprehensive fee-for-service program, with hospital coverage and a major medical wraparound. 
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Corporate contributions for retirees are the same as those for active employees. Premiums are paid 
to the FDIC, where they are held until plan fixed costs and expenses are paid. The life insufar~ 
program provides for basic coverage at no cost and allows converting optional coverages to direct- 
pay plans. The cost of providing this benefit is not separable from the cost of providing benefits for 
active employees, as the charge for retirees is built into rates for active employees. 

The RTC recorded charges of $6.9 million and $13.8 million for the current periodic cost, for 1994 
and 1993, respectively. All amounts have been reflected in the “Administrative operating and other 
expenses” line of the Statements of Revenues, Expenses and Accumulated Deficit. 

The net periodic postretirement benefit cost for 1994 and 1993 included the following components 
(in millions): 

1994 
Service cost, bmefts attributed to employee service during the year $ 7.2 &F 
Interest cost on accumulated postretirement benefit obligations 4.4 
Net amortization and deferral (E) .9 
Return on plan assets 
Net periodic postretirement benefit cost &it iii& 

The RTC, as a government corporation scheduled under current law to terminate on or before 
December 3i, 1995, decided. in conjunction with the FDIC, that the liability for postretirement 
benefits for eligible employees assigned to the RTC will be recorded on the books of the FDIC. The 
RTC pays the FDIC an amount equal to the RTC’s obligation. In return, the F’DIC agrees to pay 
the costs associated with postretirement benefits due to eligible employees assigned to tbe RTC upon 
their retirement. As of December 31, 1994, the RTC has included as a current liability on its 
Statement of Financial Position an amount equal to $6.1 million for a revised 1994 net periodic 
postretirement cost ($5.2 million as of December 31, 1993). 

The discount rate used in the calculation of the postretirement benefit obligation was 6.0% in 1994 
(6% in 1993). The assumed medical inflation trend in 1994 was 12.5% (14% in 1993), decreasing 
to an ultimate rate of 8.0% in 1998 and remaining at that level thereafter. The dental cost trend rate 
in 1994 and thereafter was 8.0%. Both the assumed discount rate and health care cost trend rates 
have a significant effect on the amount of the obligation and periodic cost reported. 

If the health care cost trend rate was increased one percent, the accumulated postretirement benefit 
obligation for health care benefits as of December 31, 1994 wouId have increased $15.3 million, or 
26.2% ($17.8 million, or 27.3% as of December 31, 1993). Additionally, a one percent increase 
would have increased the aggregate service and interest costs of the 1994 net periodic postretirement 
health care benefit cost by $2.9 million, or 29.9% ($3.7 million, or 31.7% of tic 1993 cost). 
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car 0 P rate Internal Control Ob? t e 'ec iv 

The Resolution Truat Corporation (RTC) maintains an internal 
control system which is designed to provide reasonable assurance 
that: 

. assets are safeguarded against loss from unauthorized 
acquisition, use or disposition; 

. transactions are executed in accordance with 
management's authority and with laws and regulations; 
and 

. transactions are properly recorded, processed, and 
summarized in accordance with generally accepted 
accounting principles and to maintain accountability 
for assets. 

The Thrift Depositor Protection Oversight Board (TDPOB) issued a 
policy statement on internal controls dated July 25, 1991, 
encouraging the RTC to establish and adhere to internal control 
standards that are no less stringent than those required of 
certain agencies pursuant to the Federal Managers8 Financial 
Integrity Act of 1982 (F'MFIA) and to vest in its Chief Financial 
Officer powers substantially similar to those provided in the 
Chief Financial Officers Act of 1990. 

To meet the TDPOB's expectations, the internal control system 
established by RTC includes a documented organizational 
structure, division of responsibility, and established policies 
and procedures. The corporate policy sets a positive tone for 
the organization and is intended to influence the control 
consciousness of RTC personnel. 

801 17thSfreel. N,‘.‘.! ubshingt0n.D.C. 20434 
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mtemal Control Prosram Activitv 

The RTC has continuously enhanced its internal control system, 
reinforced its commitment to promote and encourage internal 
control program activity and taken major steps to measurably 
improve internal controls throughout the Corporation. 

Over the life of the Corporation, formal internal control and 
audit follow-up program directives were implemented, automated 
systems and procedures for tracking internal control weaknesses 
and audit findings were developed, management training sessions 
and conferences were held, additional resources were allocated to 
field internal control components, enhanced coordination was 
effected between field and headquarters, a proactive program of 
assessing internal controls was developed and a comprehensive 
internal control review initiative was completed. 

During 1994, the Corporation's objectives were to build on past 
successes by managing and maintaining its existing programs, by 
continuing to aggressively pursue its internal control and review 
activity and to begin planning for RTC's downsizing and 
consolidation with the Fedaral Deposit Insurance Corporation 
(FDIC) in a manner that preserves accountability and fiscal 
integrity. 

In 1994, RTC program managers completed 85 internal control and 
program compliance reviews covering all major programs and 
financial management systems. The reviews monitored compliance 
with corporate policies and the adequacy of internal control 
objectives and techniques. Also during 1994, the GAO issued a 
total of 11 reports resulting from its audits and reviews of RTC 
operations and financial statements, and the RTC's OIG issued a 
total of 158 reports on its audits and reviews. 

Banaaement's Assertion 

Management acknowledges its responsibility for establishing and 
maintaining an effective system of internal control. During the 
year, management evaluated the Corporation's internal control 
system to determine whether it achieved its objectives. The 
evaluation was based on the control criteria established under 
FMFIA, federal directives and applicable policy statements of the 
TDPOB. Based on that evaluation, management believes that the 
Corporation's internal control system as of December 31, 1994, 
was effective in safeguarding material assets against loss from 
unauthorized acquisition, use, or disposition; assuring the 
execution of transactions in accordance with management's 
authority and material laws and regulations; and assuring that 
there were no material misstatements in the financial statements. 
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There are, however, inherent limitations in the effectiveness of 
any internal control system, including the possibility of human 
error and the circumvention QC overriding of controls. 
Accordingly, even the most effective internal control system can 
provide only reasonable assurance with respect to safeguarding of 
assets against unauthorized acquisition, use or disposition, 
compliance with laws and regulations, and financial statement 
preparation. Furthermore, the effectiveness of an internal 
control system can change with circumstances. 

It should be noted that, notwithstanding management's overall 
conclusion on the adequacy of RTC's system of internal control, 
high risk areas and control weaknesses were identified and 
disclosed through internal control reviews undertaken in 1994. 
However, management does not consider the high risk areas and 
control weaknesses disclosed to be material in relation to the 
financial statements. Through December 31, 1994, the high risk 
areas and control weaknesses, along with the status of corrective 
actions taken or proposed, were disclosed in the Corporation‘s 
1994 Internal Control Report to the TDPOB dated March 31, 1995. 
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June 12, 1995 

The Honorable Charles A. Bowsher 
Comptroller General of the United States 
United States General Accounting Office 
Washington, D.C. 20543 

Re: Financial Audit - Resolution Trust Corporation 
1994 and 1993 Financial Statements 

Dear Mr. Bowsher: 

We appreciate being given the opportunity to respond to the 
General Accounting Office (GAO) draft report of the Resolution 
Trust Corporation's (RTC) 1994 and 1993 financial statements 
prior to its issuance. We are pleased that the GAO has concluded 
that the statements are reliable in all material respects, and 
that the objective of the RTC in receiving an unqualified audit 
opinion for the year ended December 31, 1994, has been met. 

We also appreciate that the GAO has concluded that management 
fairly stated that RTC's system of internal controls provides 
reasonable assurance that losses, non-compliance, or 
misstatements material in relation to the financial statements 
would be prevented or detected on a timely basis. Additionally, 
we note that the GAO found no reportable instances of 
non-compliance with laws or regulations during the course of the 
audit. We acknowledge the positive comments by the GAO related 
to the progress made by the RTC in addressing and correcting the 
internal control weaknesses identified in prior GAO financial 
audits. In that regard, we wish to express our appreciation to 
the GAO for the assistance and guidance provided in achieving 
that progress. 

Throughout the period from its original formation to the end of 
the fiscal period covered by the GAO audit, the RTC has expended 
substantial effort in addressing the operational deficiencies 
such as those which were documented in the 1992 GAO report 
(HR93-4). In that report, the RTC was designated as "high risk" 
because of certain operational weaknesses, concern associated 
with its resolution activities, and potentially insufficient 
funding levels. Since the issuance of the 1992 report, 
additional funding has been provided by the Congress. Further, 
progress has been made by the RTC in implementing mandated 
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management reforms, enhancing internal controls and improving its 
general operating procedures. We are, therefore, pleased that 
the GAO has removed the "high risk" designation frown the RTC. 

The RTC is now focused on issues associated with transition of 
operations to the FDIC, and we are confident that satisfactory 
results will be achieved in meeting this major responsibility. 

The following addresses the remaining significant matters and the 
reportable condition identified in the GAO draft audit report for 
1994: 

1) Uncertainties aould affect estimated rccovariea fram 
receivership asseta. 

We concur with GAO's aseessment that changes in general economic 
conditions, interest rates and real estate markets could affect 
the final cost of resolving failed institutions. 

Given the present economic circumstances, we are confidant that 
through December 31, 1935, the assumptions used in estimating the 
recoveries on assets, and the bases for reserve requirements for 
future credit losses on sacuritizations and for established 
reserves fox claims arising from representations and warranties 
are appropriate. We agree that any significant changes in 
disposal strategies or valuation methodologies by the FDIC, 
following sunset of the RTC, may change financial asset 
valuations used for subsequent accounting periods. However, 
because of the expected reduction in the size of the remaining 
portfolio of assets and the existing level of corporate reserves, 
these uncertainties will become less of a substantive exposure. 

2) Funding and current Status of the corporation. 

We are satisfied that the estimated $90.2 billion at year and 
1994 in total loss funding needed compares favorably with the 
estimated funding requirements of $92.0 billion as of December 
31, 1993. We expect little change in the amount of the current 
estimates or the related methodology to be used during fiecal 
year 1995. Further, a joint effort is presently underway in 
cooperation with the FDIC to review additional funding needed to 
dispose of the Corporation's assets and settle liabilities 
remaining after the RTC ceases operations. 

We concur that the level of uncertainties, as noted above, exist 
as to the actual financial outcome of RTC operations. Certain 
economic factors could affect the recovery value of the remaining 
assets. Similarly, other factors could influence the final 
funding requirements of the RTC through changes in assumptions as 
to future reserve and/or contingency requirements. 
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31 Controls ova contracting could affact recoveries from 
rsaeivorsbips. 

We concur with the observation in your draft report that the RTC 
continues to deal with the effects of contracting problems 
associated with the early years of its operation. As discussed 
in our prior year commentary on this issue, the RTC established 
a number of corporate initiatives and enhanced certain operating 
procedures to ensure that appropriate control and oversight would 
exist within our ongoing contracting operations. To deal with 
the historical problems associated with this corporate function, 
we have encouraged and supported the efforts of the RTC's Office 
of the Inspector General and the Office of Contractor Oversight 
and Surveillance in assisting RTC management in identifying and 
resolving these historical problems. 

kEPORTABLl COMPLTXO~ 

1. Computerinrd Xnforraation System controls. 

We concur with the GAO report that additional actions are needed 
in order for the RTC to rely more fully on the automated systems 
it currently uses in its daily activities. During the past year 
the RTC has: 

A) developed and implemented operational changes to 
resolve the issues of control identified in the 1993 
financial audit report issued by the GAO; 

B) responded to and implemented the significant changes 
and improvements mandated for our Information Systems 
operation by the Resolution Trust Corporation 
Completion Act of December 1993; and 

Cl implemented many changes to correct the control 
weaknesses identified in January 1995 as a result of 
the current annual audit effort. 

It is our expectation that actions taken and those planned will 
serve to correct remaining control weaknesses in the near term. 
Further, it is our understanding that agreement has been reached 
on the resolution of all these issues between the GAO and the 
RTC. 

Please contact me if any further RTC assistance may be provided 
by this office. 

Sincerely, 
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