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DIGEST ------ 

WHY THE EXAMINATION WAS MADE 

The Government Corporation Control Act requires the General Accounting 
Office (GAO) to examine the financial statements of the Government Na- 
tional Mortgage Association (GNMA), Department of Housing and Urban De- 
velopment (HUD), and of the trusts for which GNMA is trustee. The Fed- 
eral National Mortgage Association (FNMA) was an organizational compo- 
nent of HUD prior to its partitioning on August 31, 1968, and was subject 
to the Government Corporation Control Act. Therefore, GAO examined the 
FNMA financial statements covering secondary market operations for the 
months of July and August 1968. 

GAO's examination of GNMA and FNMA was made in accordance with generally 
accepted auditing standards and included such tests of the accounting 
records and other procedures as considered necessary. 

FINDINGS AND CONCLUSIONS 

In the opinion of GAO, the financial statements of the Government National 
Mortgage Association present fairly its financial position at June 30, 
1969, and the results of its operations and the source and application of 
its funds for the year then ended, in conformity with generally accepted 
accounting principles applied on a basis consistent with that of the pre- 
ceding year and with applicable Federal laws. 

In the opinion of GAO, the financial statements of GNMA as trustee for 
the Government Mortgage Liquidation Trust, the Small Business Obligations 
Trust!, the Federal Assets Liquidation Trust, and the Federal Assets Fi- 
nancing Trust--except for the manner of presentation in the trusts' in- 
come and expense statements of interest on participation certificates and 
the omission in the statements of commissions on the sale of participation 
certificates (see p. 22)--present fairly the financial position of the 
respective trusts at June 30, 1969, and the results of their operations 
and the sources and application of their funds for the period then ended, 
in conformity with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year and with applicable Fed- 
eral laws. 



FNMA adjusted its accounting records in August 1968 to give effect to a 
change in the accounting treatment of purchase and marketing fees coi- 
lected from sellers of mortgages. The change provided for the fees to 
be taken into income over the life of the related mortgages and for the 
Federal income tax equivalent to be paid on such income as earned. 

The change in the accounting treatment for the fees affected the Secon- 
dary Market Operations Balance Sheet at August 31, 1968, as follows: 
(1) the assets were decreased by $32.9 million, the amount of the un- 
amortized purchase and marketing fees (schedule 12, p. 47)$ (2) the li- 
abilities were reduced by the elimination of the Federal income tax 
equivalent liability of $16.4 million for the fiscal year ended June 30, 
1968, and of $0.1 million for July and August 1968, and (3) the retained 
earnings of the stockholders were reduced by $16.4 million (see pp. 15 
through 17). 

The Internal Revenue Service disagreed with FNMA's treatment of the pur- 
chase and marketing fees and, the Secretary of the Treasury disagreed 
with FNMA's action on the liability for the Federal income tax equiva- 
lent. On January 30, 1970, Senate bill 3207 was passed requiring the 
new FNMA, which assumed the assets and liabilities of the old FNMA, to 
pay the Federal income tax equivalent of $16.5 million to the Secretary 
of the Treasury, Action on that matter is pending in the House of Rep- 
resentatives (see pp* 15 through 17). 

In GAO's opinion, subject to the effect of the final resolution of the 
matters concerning the amortization of the purchase and marketing fees 
and the liability for the Federal income tax equivalent, the balance 
sheet and statement of earnings of the secondary market operations 
present fairly the financial position of FNMA at August 31, 1968, and 
the results of operations for the 2-month period then ended, in confor- 
mity with generally accepted accounting principles applied on a basis 
consistent with that of the fiscal year ended June 30, 1968, except for 
the change in reporting income from purchase and marketing fees, and 
with applicable Federal laws. 

The GAO report discusses also> the payment of $52 million by the new 
FNMA to the Secretary of the Treasury on September 30, 1968, for the 
general surplus applicable to his stockholdings in FNMA at the time of 
its partitioning. The Board of Directors of the new FNMA adopted a res- 
olution on December 11, 1968, to establish a reserve for valuation of 
the mortgages acquired in the partitioning of the old FNMA. 

Inasmuch as the valuation reserve was to consist of the new FNMA's total 
general surplus at September 30, 1968, including the $52 million appli- 
cable to the stockholdings of the Secretary of the Treasury, the Board 
of Directors requested the Secretary of the Treasury to refund the 
$52 million. The Secretary of the Treasury disagreed with the actions of 
the Board of Directors of the new FNMA and refused to make the refund but 
agreed to hold the $52 million in a special status account pending resolu- 
tion of the matter. The GAO report points out that the Senate passed 



: legislation (S. 3207) on January 30’, 1970, that would have the effect of 
removing the $52 million from the special status account in which it has 
been on deposit since September 30, 1968, and transferring the amount to 
miscellaneous receipts of the Government by requiring the new FNMA to pay 
the Secretary of the Treasury the $52 million. Action on the matter is 
pending in the House of Representatives (see pp. 15 through 17). 

RECOMMENDATIONS OR SUGGESTIONS 

GAO is not making any recommendation to GNMA, as trustee for the various 
trusts, on the treatment of interest and commission expenses in the trust 
income and expense statements because the Vice President, Fiscal Manage- 
ment of GNMA, informed GAO that beginning with the fiscal year 1970 state- 
ments, those items will be shown as costs of trust operations in accor- 
dance with GAO's prior recommendations. 

AGENCY ACTIONS AND UNRESOLVED ISSUES 

None. 

MATTERS FOR CONSIDERATION BY THE CONGRESS 

The report contains no recommendations or suggestions requiring action by 
the Congress. It is submitted to the Congress, as required by the Gov- 
ernment Corporation Control Act, to disclose the results of GAO's annual 
examination of GNMA's and FNMA's financial statements and the financial 
statements prepared by GNMA as trustee for the Government Mortgage Liq- 
uidation Trust, the Small Business Obligations Trust, the Federal Assets 
Liquidation Trust, and the Federal Assets Financing Trust, and such other 
information deemed necessary to keep the Congress informed of the opera- 
tions and financial conditions of GNMA, FNMA, and the trusts. 
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FNMA adjusted its accounting records in August 1968 to give effect to a I. 
change in the accounting treatment of purchase and marketing fees col- 
lected from sellers of mortgages. The change provided for the fees to 
be taken into income over the life of the related mortgages and for the 
Federal income tax equivalent to be paid on such income as earned. 

The change in the accounting treatment for the fees affected the Secon- 
dary Market Operations Balance Sheet at August 31, 1968, as follows: 
(1) the assets were decreased by $32.9 million, the amount of the un- 
amortized purchase and marketing fees (schedule 12, p. 47), (2) the li- 
abilities were reduced by the elimination of the Federal income tax 
equivalent liability of $16.4 million for the fiscal year ended June 30, 
1968, and of $0.1 million for July and August 1968, and (3) the retained 
earnings of the stockholders were reduced by $16.4 million (see pp. 15 
through 17). 

The Internal Revenue Service disagreed with FNMA's treatment of the pur- 
chase and marketing fees and, the Secretary of the Treasury disagreed 
with FNMA's action on the liability for the Federal income tax equiva- 
lent. On January 30, 1970, Senate bill 3207 was passed requiring the 
new FNMA, which assumed the assets and liabilities of the old FNMA, to 
pay the Federal income tax equivalent of $16.5 million to the Secretary 
of the Treasury. Action on that matter is pending in the House of Rep- 
resentatives (see pp. 15 through 17). 

In GAO's opinion, subject to the effect of the final resolution of the 
matters concerning the amortization of the purchase and marketing fees 
and the liability for the Federal income tax equivalent, the balance 
sheet and statement of earnings of the secondary market operations 
present fairly the financial position of FNMA at August 31, 1968, and 
the results of operations for the 2-month period then ended, in confor- 
mity with generally accepted accounting principles applied on a basis 
consistent with that of the fiscal year ended June 30, 1968, except for 
the change in reporting income from purchase and marketing fees, and 
with applicable Federal laws. 

The GAO report discusses also, the payment of $52 million by the new 
FNMA to the Secretary of the Treasury on September 30, 1968, for the 
general surplus applicable to his stockholdi ngs in FNMA at the time of 
its partitioning. The Board of Directors of the new FNMA adopted a res- 
olution on December 11, 1968, to establish a reserve for valuation of 
the mortgages acquired in the partitioning of the old FNMA. 

Inasmuch as the valuation reserve was to consist of the new FNMA's total 
general surplus at September 30, 1968, including the $52 million appli- 
cable to the stockholdings of the Secretary of the Treasury, the Board 
of Directors requested the Secretary of the Treasury to refund the 
$52 million. The Secretary of the Treasury disagreed with the actions of 
the Board of Directors of the new FNMA and refused to make the refund but 
agreed to hold the $52 million in a special status account pending resolu- 
tion of the matter. The GAO report points out that the Senate passed 
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'legislation (S. 3207) on January 30, 1970, that would have the effect of 
removing the $52 million from the special status account in which it has 
been on deposit since September 30, 1968, and transferring the amount to 
miscellaneous receipts of the Government by requiring the new FNMA to pay 
the Secretary of the Treasury the $52 million. Action on the matter is 
pending in the House of Representatives (see pp. 15 through 17). 

RECOMMENDATIONS OR SUGGESTIONS 

GAO is not making any recommendation to GNMA, as trustee for the various 
trusts, on the treatment of interest and commission expenses in the trust 
income and expense statements because the Vice President, Fiscal Manage- 
ment of GNMA, informed GAO that beginning with the fiscal year 1970 state- 
ments, those items will be shown as costs of trust operations in accor- 
dance with GAO's prior recommendations. 

AGENCY ACTIONS AND UNRESOLVED ISSUES 

None. 

MATTERS FOR C'ONSIDERATION BY THE CONGRESS 

The report contains no recommendations or suggestions requiring action by 
the Congress. It is submitted to the Congress, as required by the Gov- 
ernment Corporation Control Act, to disclose the results of GAO's annual 
examination of GNMA's and FNMA's financial statements and the financial 
statements prepared by GNMA as trustee for the Government Mortgage Liq- 
uidation Trust, the Small Business Obligations Trust, the Federal Assets 
Liquidation Trust, and the Federal Assets Financing Trust, and such other 
information deemed necessary to keep the Congress informed of the opera- 
tions and financial conditions of GNMA, FNMA, and the trusts. 



CHAPTER1 

INTRODUCTION 

The General Accounting Office has examined the finan- 
cial statements of the Government National Mortgage Associ- 
ation (GNMA),Department of Housing and Urban Development 
(HUD) for the fiscal year ended June 30, 1969, and of the 
Federal National Mortgage Association (FNMA) for the 2-month 
period ended August 31, 1968, during which time it was an 
organizational component of HUD. The scope of our examina- 
tion is described in chapter 8 (see p. 26) of this report. 

FNMA was created as a wholly owned Government corpora- 
tion in 1938 and was rechartered by the Congress as a 
mixed-ownership corporation in 1954. As a mixed-ownership 
corporation, FNMA's preferred stock was held by the Federal 
Government (Secretary of the Treasury) and its common stock 
was privately held. 

The FNMA Charter Act (12 U,S.C. 1716, et seq.) segre- 
gated FNMA's activities into secondary market operations, 
special assistance functions, and management and liquidat- 
ing functions. Under these three functions, FNMA engaged 
in (1) the purchase of residential mortgages insured by the 
Federal Housing Administration (FHA) or guaranteed by the 
Veterans Administration (VA) and of certain other 
Government-held mortgages resulting from the Federal hous- 
ing programs, (2) the administration of the portfolios of 
these mortgages, and (3) the sale of these mortgages to the 
public at such times as there was a market demand. Each 
function is discussed in subsequent chapters of this 
report. 

The Housing and Urban Development Act of 1968 
(12 U.S.C. 1717), partitioned FNMA into two separate corpo- 
rations, effective September 1, 1968. One, a Government- 
sponsored private corporation, known as the FederalNational 
Mortgage Association (new FNMA), was established for the 
purpose of conducting the predecessor FNMA's secondary mar- 
ket operations, The second corporation, known as the Gov- 
ernment National Mortgage Association, was established as 
a Government-owned corporation to conduct the predecessor 
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'FNMA's special assistance and management and liquidating 
functions, and to act as trustee for a number of financing 
trusts for which FNMA was trustee. The trusts had been 
created under authority of the Housing Act of 1964 and the 
Participation Sales Act of 1966 (12 U.S.C. 1717). 

Prior to the partitioning, FNMA operated for 2 months 
in fiscal year 1969, and prepared financial statements for 
the secondary market operations. The statements consisted 
of a balance sheet as of August 31, 1968, and a statement 
of earnings for the Z-month period ended August 31, 1968. 
(See schedules 12 and 13.) 

FNMA did not prepare financial statements as of Au- 
gust 31, 1968, for the special assistance functions, for 
the management and liquidating functions, or for the trusts 
for which it was trustee, because it transferred the assets 
and liabilities of these functions and the trusts to GNMA 
with balances cumulative from the beginning of the fiscal 
year--July 1, 1968. Accordingly, GNMA's financial state- 
ments at June 30, 1969, covered the operations of the 
special assistance and management and liquidating functions 
and for the trusts for the entire fiscal year. (See sched- 
ules 1 through 11.1 

The new FNNA commenced to operate as a privately owned 
corporation on September 1, 1968, but did not retire the 
investment of the Secretary of the Treasury in the corpora- 
tion until September 30, 1968. As a consequence, the Sec- 
retary in conformity with a provision in the FNMA Charter 
Act shared in the general surplus earned by the new FNMA 
during the month of September 1968. 

The new FNMA as a privately owned corporation, is not 
subject to audit by us in the future except in the event 
that it incurs obligations which are guaranteed as to prin- 
cipal or interest by GNMA, then under authority of the 
Housing and Urban Development Act of 1968, we will audit 
the new FM's records related to the GNMA guaranteed ob- 
ligations, to the extent deemed necessary to protect the 
Government's contingent liability. No such obligations 
were outstanding during any part of fiscal year 1969. 



CHAPTER2 

MANAGEMENT 

All the powers and duties of GNMA are vested in the 
Secretary of HUD. GNMA is administered under his direction, 
and within the limitations of law he determines the general 
policies which govern the operations of the organization. 
The Secretary is empowered to appoint the president, vice 
president, and all other executive officers of GNMA. A 
list of the officers of GNMA is shown in the appendix. 

Prior to its partitioning, FNMA's general policies 
were determined within limitations of the law, by a five- 
member Board of Directors. The Secretary, who was Chairman 
of the Board, appointed the four other members, the presi- 
dent, and all executive officers of FNMA. The tenure of 
the four board members and the president of FNMA ended on 
August 31, 1968. 

The Housing and Urban Development Act of 1968 gives 
the Secretary of HUD general regulatory powers over the new 
FNMA and empowers the Secretary to promulgate rules and 
regulations as necessary to insure that the purposes of the 
act are accomplished. In addition, the act provides that 
the Secretary may require that a reasonable portion of the 
new FNMA's mortgage purchases be related to the national 
goal of providing adequate housing for low and moderate in- 
come families, but with reasonable economic return to the 
new FNMA. 

The act established a transitional period during which 
control of the new FNMA was to pass to the common stock- 
holders. The transitional period,which began on the date 
that the new FNMA became operative, was to continue until 
such time that not less than one third of the common stock 
was owned by persons or institutions in the mortgage lend- 
ing, homebuilding, real estate, or related businesses. In 
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any event, however, the transitional period was not to end 
sooner than May 1, 1970, nor later than May 1, 1973.1 

The act specified that during the transitional period 
the Board of Directors of the new FNMA was to consist of 
nine members and the Secretary was to appoint all members 
from the beginning of the transitional period until the 
first annual meeting of the stockholders. At the first an- 
nual meeting, the Secretary, in accordance with the act, 
appointed seven members and the stockholders elected two 
members. The act specified also, that at every subsequent 
annual meeting prior to the termination of the transitional 
period the Secretary was to appoint five members and the 
stockholders were to elect four members. After the transi- 
tional period, the new FNMA is to have a 15-member Board of 
Directors, one third of which will be appointed annually by 
the President of the United States. The Board of Directors 
shall appoint the president, vice president, and such other 
officers as provided for in the by-laws. 

The act specified also that, during the transitional 
period, the President of the United States, with the advice 
and consent of the Senate, was to appoint the president of 
the new FNMA and could remove him from office for good' 
cause. 

RELATIONSHIP BETWEEN GNMA AND NEW FNMA 

Under authority provided by the Housing and Urban De- 
velopment Act of 1968, the new FNMA and GNMA entered into 
an Intercorporate Functional Agreement effective Septem- 
ber 1, 1968, whereby GNMA generally agreed, subject to the 
new FNMA's direction to conduct the operations of the new 
FNMA, until such time as the latter would be able to con- 
duct both organizations' operations, On December 1, 1968, 

1 The transitional period was ended by the Secretary at the 
annual meeting of the new FNMA stockholders on May 21, 
1970, at which time he approved the determination that not 
less than one third of the common stock of the new FNMA 
was owned by persons or institutions in the mortgage lend- 
ing, homebuilding, real estate, or related businesses. 



the new FNMA commenced conducting its own operations; it 
also commenced conducting substantially all of the opera- 
tions related to the special assistance and management and 
liquidating functions of GNMA, subject to GNMA's direction. 

The Agreement provided that prior to December 31, 
1968, the corporation conducting the operations would be 
reimbursed by the other for the direct and allocated ex- 
penses incurred on its behalf. The expenses incurred 
through December 31, 1968, were settled. 

The new FNMA continued to conduct GNMA's special as- 
sistance functions and management and liquidating functions 
after January 1, 1969. Reimbursement for this service was 
based on a memorandum agreement between the new FNMA and 
GNMA dated March 4, 1970, made retroactive to January 1, 
1969. Under the terms of the memorandum agreement, the new 
FNMA was to receive an agreed-upon fee in addition to being 
reimbursed for direct and allocated expenses. 

GNMA's headquarters office is in Washington, D.C. Its 
mortgage activities are conducted by the new FNMA through 
five regional offices located in Atlanta, Georgia; Chicago, 
Illinois; Dallas, Texas; Los Angeles, California; Philadel- 
phia, Pennsylvania; and a fiscal agent office in New York 
City, 
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CHAPTER3 

SPECIAL ASSISTANCE FUNCTIONS 

The special assistance functions were conducted by 
FNMA in July and August 1968, and by GNMA for the remainder 
of fiscal year 1969, under authority of sections 301(b) and 
305 of the FNMA Charter Act, as amended. These sections 
provide that upon specific authorization by the President 
of the United States or by the Congress, GNMA is to pur- 
chase (1) selected types of home mortgages originated under 
special housing programs designed to provide housing of ac- 
ceptable standards for segments of the national population 
which are unable to obtain housing under established home- 
financing programs and (2) home mortgages generally as a 
means of retarding or stopping a decline in mortgage-lending 
and home-building activities which threatens materially the 
stability of a high level national economy. 

At June 30, 1969, the combined statutory limitation 
for mortgage purchases and commitments, subject to specific 
authorizations by the President and by the Congress, 
amounted to $5,004 million. The statutory limitation for the 
Presidential authorization was $3,504.9 million and was for 
the purpose of conducting mortgage purchase programs re- 
lated to (1) below-market interest rate housing, (2) urban 
renewal housing cellaneous othei hzLg;r; supplement housing, and (4) mis- 

The statutory limitation for 
the congressional authorization was $1,499.1 million and 
was for the purpose of conducting mortgage purchase programs 
related to low- and morderate-cost housing, cooperative 
housing, and armed services housing. 

Funds required for financing the special assistance 
functions may be obtained through borrowings from the Trea- 
sury s from operations, and from repayment of mortgages in 
GNMA's special assistance portfolio. 

The FNMA Charter Act, as amended, authorized the spe- 
cial assistance functions to participate in the creation of 
trusts for the purpose of providing financing by the sale 
of participation certificates in mortgages conveyed to the 
trusts by participating trustors. When authorized by the 

9 



Congress to do so, the special assistance functions may ob- ' 
tain funds through the sale of participation certificates 
by the trusts in which it participates. The special assis- 
tance functions did not participate in the sale of partici- 
pation certificates in fiscal year 1969. Financing through 
the sale of participation certificates is discussed on 
pages 18 to 21 of this report. 

During fiscal year 1969, borrowings from the Treasury 
totaled $785.8 million and borrowings repaid to the Trea- 
sury totaled $292.7 million. At June 30, 1969, notes pay- 
able to the Treasury totaled $1,398.9 million. The inter- 
est rates on funds borrowed from the Treasury during fiscal 
year 1969 ranged from 5.5 to 6.375 percent. 

In fiscal year 1969, the special assistance functions 
sustained a loss of $10.4 million from its own operations 
and realized a profit of $0.2 million from trust activi- 
ties. Net income from trust operations amounted to 
$0,7 million offset by amortization of direct trust charges 
of $0.5 million. Our analysis of the special assistance 
functions records showed that the loss of $10.4 million was 
attributable largely to the difference between interest 
paid on borrowed funds and interest earned on below-market 
interest rate mortgages in GM's portfolio--l to 3.875per- 
cent. Our analysis showed also that the $0.2 million 
profit realized on the special assistance functions trust 
operations in fiscal year 1969 was attributable to the dif- 
ference between the interest earned on some of the mort- 
gages assigned to the trusts to back outstanding participa- 
tion certificates and interest paid on these certificates. 

Significant data for the fiscal years ended June 30, 
1969, and 1968, summarized from the special assistance 
functions mortgage records follow: 

1969 1968 
Amount Amount 

Number (millions) Number (millions) 
Number and unpaid principal of: 

Mortgages purchased under combined 
Presidential and congressional authori- 
zation 9,303 $ 522.0 26,982 $634.7 

Mortgages sold .2 32 1.3 
Mortgages repaid, foreclosed and assigned 39:. 24.3 781 11.3 
Mortgages in the portfolio at June 30 37,243 1.320.2 28,338 822.7 
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The special assistance functions purchased 17,679 
fewer mortgages in fiscal year 1969, than in fiscal year 
1968. In fiscal year 1968, a large number of mortgages 
were acquired principally in liquidation of contracts exe- 
cuted in fiscal year 1967, in connection with a program au- 
thorized by the Congress in fiscal year 1967, for the pur- 
chase.of mortgages on moderate- and low-cost housing. The 
decrease of 17,679 in fiscal year 1969, is the net effect 
of the reduction in volume of small home mortgage purchases 
and the increase in volume of multifamily project mortgage 
purchases. In fiscal year 1969, 8,966 small home mortgages 
were purchased-- a decrease of 17,848 from the preceding 
fiscal year-- and 337 multifamily project mortgages were 
purchased-- an increase of 169 from the preceding fiscal 
year. 

At June 30, 1969, the unpaid principal of 73,311 mort- 
gages of the special assistance functions which had been 
conveyed to the trusts in which these functions had partici- 
pated totaled $1,212.3 million and the outstanding partici- 
pation certificates related to these mortgages totaled 
$1,076.9 million. The conveyed mortgages are shown as a 
deduction from mortgages on hand on the special assistance 
functions balance sheet. During fiscal year 1969, partici- 
pation certificates totaling $46.5 million matured and were 
redeemed by the trusts. In addition to the remittance of 
principal and interest collected on mortgages conveyed to 
the trusts, the special assistance functions at the trust- 
ee's request remitted $12.2 million to the trustee during 
fiscal year 1969 to cover the difference between the amount 
of interest collected on the mortgages conveyed to the 
trusts, and the interest paid on the participation certifi- 
cates collateralized by the mortgages. 
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CHAPTER4 

MANAGEMENT AND LIQUIDATING FUNCTIONS 

The management and liquidating functions were conducted 
by FNMA in July and August 1968, and by GNMA for the re- 
mainder of fiscal year 1969, under authority of section 
301(c) and 306 of the FNMA Charter Act, as amended. These 
sections authorize GNMA to manage and to liquidate feder- 
ally owned mortgage portfolios in an orderly manner with a 
minimum adverse effect on the home mortgage market, The 
management and liquidatingfunctionsare authorized to pur- 
chase, service, or sell any obligations offered by the 
Secretary of HUD or anymortgagescovering residential prop- 
erty offered by any Federal agency. 

The act also provides that GNMA administer the trusts 
formerly administered by FNMA under the management and 
liquidating functions and serve as a fiduciary with respect 
to mortgages or other types of obligations in which certain 
designated departments of the United States have a financial 
interest. 

Funds required for financing the management and liqui- 
dating functions may be obtained through borrowings from 
the Treasury9 from repayment of mortgages in GNMA's manage- 
ment and liquidating portfolio, and from operations. In 
addition, when authorized by the Congress, funds may be ob- 
tained through the sale of participation certificates in 
mortgages conveyed to trusts in which the management and 
liquidating functions participate. This method of financ- 
ing is discussed on pages 18 to 21 of this report. 

During fiscal year 1969, borrowings from the Treasury 
totaled $268.6 million and borrowings repaid to the Treasury 
totaled $228.5 million. At June 30, 1969, outstanding bor- 
rowings totaled $1,028.1 million. The interest rate on 
funds borrowed during fiscal year 1969 ranged from 5.5 to 
6.375 percent. 

During fiscal year 1969, the management and liquidating 
functions received proceeds of $139.6 million from the sale 
by the Federal Assets Financing trust of participation 



certificates having a face value of $140 million and inter- 
est rates ranging from 6.125 to 6.20 percent. 

In fiscal year 1969, the management and liquidating 
functions had net earnings of $9.8 million from its own and 
trust operations (schedule 6). Earnings from management and 
liquidating functions amounted to $14.9 million, offset by 
a loss from trust operations of $4.8 million and amortiza- 
tion of direct trust charges of $0.3 million, 

Our analysis of the management and liquidating func- 
tions records showed that the earnings of $14.9 millon were 
attributable principally to (1) the portfolio containing 
mortgages which were purchased during fiscal year 1969 
which bore higher interest rates than the mortgages in the 
portfolio purchased in previous fiscal years and (2) using 
available funds to pay for a substantial portion of the 
mortgages purchased in fiscal year 1969, thereby decreasing 
the need for borrowing and the incurrence of interest costs. 
Our analysis showed also, that the loss sustained by man- ' 
agement and liquidating functions from trust operations was 
attributable to the difference between interest earnings on 
mortgages assigned to the trusts, and the interest paid on 
the participation certificates backed by these mortgages. 

Significant data for the fiscal years ended June 30, 
1969, and 1968, summarized from the management 
ing functions mortgage records follow: 

Number and unpaid principal of: 
FHA mortgages purchased 
Mortgages sold t 
Mortgages repaid, foreclosed and assigned 
FRA and VA mortgages in portfolio at June 30 
HUD mortgages in portfolicr,at June 30 

(note a) 
Defense Homes Corporation notes in portfolio 

at June 30 (note b) 

1969 
Amount 

Number Gaillions) 

23,852 $ 272.6 

21,467 196.6 
101,238 1,129.8 

5,239 31.5 

2 16.9 

and liquidat- 

1968 
k5ount 

Number (millions) 

44,667 $ 512.8 

31,;57 273.8 
97,441 1,053.g 

6,650 38.9 

3 19.4 

%ortgages covering World War II Lanham Act housing, formerly owned by the Public Housing 
Administration, acquired by&he management and liquidating functions during fiscal year 
1960, pursuant to authorit$2&ovided by Public Law 86-372, 86th Gong.. approved Septem- 
ber 23, 1959. 

b Defense Homes Corporation mortgage loans transferred to the management and liquidating 
ftinctions" by the Reconstruction Finance Corporation & July 1, 1954, pursuant to Reorga- 
nization Plan No. 2 of 1954, dat_ed Apr&l 29, 1954. 0 

3 
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At June 30, 1969, the unpaid principal of 137,043 mort- 
gages of the management and liquidating functions which had 
been conveyed to the trusts in which these functions had 
participated totaled $780.2 million. Outstanding participa- 
tion certificates totaling $820.3 million are collateralized 
by these mortgages and other trust assets. The conveyed 
mortgages are shown as a deduction from mortgages on hand 
on the management and liquidating functions balance sheet. 
During fiscal year 1969, participation certificates total- 
ing $87.4 million matured and were redeemed by the trusts. 
In addition to the remittance of principal and interest 
collected on mortgages conveyed to the trusts, the manage- 
ment and liquidating functions, at the request of the 
trustee,remitted $6.6 million to the trustee to cover the 
difference between the amount of interest collected on the 
mortgages conveyed to the trusts and the interest paid on 
the participation certificates collateralized by the mort- 
gages. 
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CHAPTER5 

SECONDARY MARKET OPERATIONS 

Prior to partitioning, FNMA, through its secondary 
market operations, gave supplementary assistance to the 
secondary market for home mortgages by providing a degree 
of liquidity for mortgage investments thereby improving the 
distribution of investment capital available for home mort- 
gage financing. In conducting this operation, FNMA pur- 
chased Government-insured or guaranteed mortgages at times 
when, and in areas where, p rivate investment funds were in 
short supply and sold mortgages when private investment 
capital was greater than the then-current investment market 
could absorb, 

After the partitioning on September 1, 1968, adminis- 
tration of the secondary market operations was taken over 
by the new FNMA, a private corporation. The new FNMA as- 
sumed the assets and liabilities of the secondary market 
operations of FNMA in conformity with the Housing and Urban 
Development Act of 1968. 

COMMENTS ON FINANCIAL STATEMENTS 

Statement presentation inconsistent with 
presentation in preceding fiscal year 

The financial statements included in this report 
(schedules 12 and 13) cover the final 2-months--July and 
August 1968--of the secondary market operations under the 
administration of FNMA. The presentation of income from 
purchase and marketing (P&M) fees and the liability for the 
Federal income tax equivalent in these financial statements 
is not consistent with the presentation of these items in 
prior financial statements of the secondary market opera- 
tions. 

Prior to fiscal year 1968, FNMA followed the practice 
of including the full amount of P&M fees collected from the 
sellers of mortgages in the secondary market operations as 
taxable income in the year collected, and recording the 
Federal income tax equivalent liability on the net income 
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of the secondary market operations. In fiscal year 1968,' 
FNMA obtained an opinion from a legal counsel that the P&M 
fees should be considered purchase discounts and, for tax 
determination purposes, should be amortized over the life 
of the mortgages rather than treated as taxable income in 
the year collected. 

FNMA accepted the advice of the legal counsel and com- 
puted, retroactive to November 1, 1954--the date when the 
income from secondary market operations became subject to 
Federal income tax --the P&M fees that would have been unam- 
ortized at June 30, 1968, if, beginning in 1954, it had 
followed the practice of amortizing the P&M fees over the 
life of the related mortgages. FNMA estimated that of the 
Federal income tax equivalent that was paid since 1954, 
$16.4 million was applicable to the P&M fees that would 
have been unamortized at June 30, 1968. To conform the 
past payments of the Federal income tax equivalent to re- 
flect the changed method of reporting the P&M fees, FNMA 
deferred payment of $16.4 million of its Federal income tax 
equivalent due for fiscal year 1968, and showed this amount 
as a deferred liability in its balance sheet at June 30, 
1968. FNMA made this change without obtaining agreement 
from the Department of the Treasury, the agency to which 
FNMA, under the FNMA Charter Act, was required to pay annu- 
ally the Federal income tax equivalent on income from sec- 
ondary market operations, 

Inasmuch as FNHA accomplished the change relating to 
the P&M fees without adjusting the earnings of the secon- 
dary market operations or the total liability for the Fed- 
eral income tax equivalent in the financial statements for 
the secondary market operations for the fiscal year ended 
June 30, 1968, we did not qualify our opinion of these fi- 
nancial statements for fiscal year 1968. 

In August 1968, FNMA adjusted its accounting records 
to give effect to the change in the accounting treatment of 
the P&M fees. The effect of the adjustments on the balance 
sheet (schedule 12) at August 31, 1968, is shown below: 
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Million 

Decrease in asset: 
Unamortized P&M fees (shown as a deduction 

from FHA-insured and VA-guaranteed mortgages 
at cost) $32.9 

Decrease in liabilities: 
Elimination of Federal income tax equivalent 

liability: 
Amount as shown on balance sheet at 

June 30, 1968 $16.4 
Amount applicable to July and August 1968 0.1 

Decrease in investment of the United States Gov- 
ernment: 

Retained earnings of the preferred stockholder 
-(the Secretary of the Treasury) from 
$52.4 million to $42.9 million 9.5 

Decrease in investment of the Public: 
Retained earnings of the common stockholders 

from $37.3 million to $30.4 million 6.9 

$32.9 

In November 1968, the Internal Revenue Service stated 
that in its view purchase and marketing fees were not dis- 
counts but fees for services rendered in connection with 
mortgage purchases and were includable in income for the 
taxable year in which mortgages were purchased. 

The Secretary of the Treasury disagreed with FNMA's 
deferring payment of the Federal income tax equivalent and 
legislation (S. 3207 dated December 4, 19691, which was 
passed by the Senate on January 30, 1970, requiring the new 
FNMA, which assumed the assets and liabilities of the old 
FNMA, to pay the Federal income tax equivalent of $16.5 mil- 
lion to the Secretary of the Treasury. Action on this mat- 
ter is pending in the House of Representatives. 
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CHAPTER 6 

XJSTEE OPERATIONS 

The Housing Act of 1964 and the Participation Sales 
Act of 1966 amended the FNMA Charter Act to authorize the 
creation of trusts, with FNMA as trustee9 to sell, for fi- 
nancing purposes, participation certificates in pooled mort- 
gages and other obligations of FNMA and certain other agen- 
cies. The other agencies specified in the acts were (1) the 
Farmers Home Administration, Department of Agriculture, 
(2) the Office of Education, Department of Health, Educa- 
tion, and Welfare, (3) HUD ( x e cept for secondary market op- 
erations of FNMA), (4) the Veterans Administration, (5) the 
Export-Import Dank, and (6) the Small Business Administra- 
tion. 

The Housing and Urban Development Act of 1968 further 
amended the FNMA Charter Act and the changes included the 
designation of GNMA to replace FNMA as trustee of the 
trusts, Accordingly, GNMA began to function as trustee on 
September 1, 1968, and assumed responsibility for the as- 
sets and liabilities of the respective trusts as of that 
date. As did its predecessor, GNMA administered the fidu- 
ciary acts of a trustee under its management and liquidating 
functions. As of June 30, 1969, four trusts had been estab- 
lished. Inasmuch as most of the financial transactions 
were consummated by FNMA during its tenure as trustee, ref- 
erence is made to FNM where applicable in the discussion 
that follows. 

The agencies participating in the trusts conveyed title 
to certain mortgages and loans to the trusts, and in accor- 
dance with the FNMA Charter Act, the agencies retained 
custody, control, and administration of the conveyed mort- 
gages and loans. FNMA, acting as trustee, issued and sold 
to private investors participation certificates in these 
mortgages and loans. Thus, the 1964 and 1966 acts provided 
means for substituting funds of private investors for funds 
borrowed from the Secretary of the Treasury. 

GNU in its corporate capacity has succeeded FNMA as 
the guarantor of the payment of all participation 
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certificates. In addition, the participation certificates 
are considered to be obligations of the United States on 
the basis of an opinion rendered by the Attorney General of 
the United States on September 30, 1966. 

FNMA, and subsequently GNMA, as trustee, received from 
the participating trustor agencies principal and interest 
collected on the mortgages and loans subject to the trusts 
less the charges made by the agencies for administering the 
assets conveyed to the trusts. These funds are used to pay 
interest on the participation certificates, to pay trust 
expenses, and to retire participation certificates on matu- 
rity. Pending disbursement, the trustee invested these 
funds in Government securities. Funds without fiscal-year 
limitation are available to the trustors under provision of 
the Independent Offices Appropriation Act, 1967 (80 Stat. 
663, 683), to enable the trustors to pay such insufficiency 
as may be required by the trustee on account of outstanding 
participation certificates. 

Our review of the trust records indicated that the 
trusts have complied with the provisions of the trust in- 
dentures which set limits on the amount of participation 
certificates that may be issued against the pool of mort- 
gages and loans collateralizing the participation certifi- 
cates. The four trusts are discussed in the following para- 
graphs. 

GOVERNMENT MORTGAGE LIQUIDATION TRUST 

On October 1, 1964, FNMA and the Veterans Administra- 
tion established a trust known as the Government Mortgage 
Liquidation Trust, with FNMA as trustee, to sell to private 
investors participation certificates in mortgages conveyed 
by the two agencies to the trust. 

Five issues of participation certificates, aggregating 
$1,790 million, have been sold since the trust was estab- 
lished. The last issue was dated June 23, 1966. As of 
June 30, 1969, participation certificates totaling $360 mil- 
lion had been redeemed at maturity, of which certificates 
totaling $110 million were redeemed in fiscal year 1969. 
At June 30, 1969, participation certificates outstanding 

19 



totaled $1,430 million with maturities ranging from July 
1963 to June 1981 and interest rates ranging from 4.25 to 
5.5 percent, 

SMALL BUSINESS OBLIGATIONS TRUST 

On June 1, 1966, FNMA and the Small Business Adminis- 
tration established a trust known as the Small Business 
Obligations Trust, with FNMA as trustee, to sell to private 
investors participation certificates in loans conveyed to 
the trust by the Small Business Administration. 

One issue of participation certificates, aggregating 
$350 million, was sold by the trust on June 23, 1966. As of 
June 30, 1969, participation certificates totaling $210 mil- 
lion had been redeemed at maturity, of which $70 million 
were redeemed in fiscal year 1969. At June 30, 1969, par- 
ticipation certificates outstanding totaled $140 million of 
which $70 million matured in June 1970 and $70 million will 
mature in June 1971. The participation certificates bear 
interest at the rate of 5.75 percent. 

FEDERAL ASSETS LIQUIDATION TRUST 

FNMA, as trustor and as trustee, entered into a trust 
indenture as of December 1, 1966, to establish a trust known 
as the Federal Assets Liquidation Trust, to sell to private 
investors certificates of participation in mortgages and 
loans conveyed to the trust. The trust indenture provided 
for the acceptance by the trustee of conveyances in trust of 
obligations from the other agencies named in the FNMA Char- 
ter Act. Such conveyances were received from (1) the Farm- 
ers Home Administration, Department of Agriculture, (2) the 
Office of Education, Department of Health, Education, and 
Welfare, (3) HUD, (4) the Veterans Administration and 
(5) the Small Business Administration, 

Four issues of participation certificates aggregating 
$3,230 million have been sold since the trust was estab- 
lished, In fiscal year 1969, participation certificates 
totaling $450 million were redeemed at maturity. At June 30, 
1969, participation certificates outstanding totaled $2,780 
million with maturities ranging from September 1969 to 
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April 1987 and interest rates ranging from 5 to 6.45 per- 
cent. 

During fiscal year 1969, the collections of interest on 
mortgages received from four trustors were insufficient to 
cover the interest due on the participation certificates. 
The trustee requested and obtained $28 million from the 
trustors to cover the.insufficiency. As stated previously, 
funds were appropriated to the trustors by the Congress to 
pay the insufficiencies. 

FEDERAL ASSETS FINANCING TRUST 

FNMA, as trustor and as trustee, entered into a trust 
indenture as of November 1, 1967, to establish a trust knowT 
as Federal Assets Financing Trust, to sell to private in- 
vestors certificates of participation in mortgages and loans 
conveyed to the .trust. The trust indenture provided for 
the acceptance by the trustee of conveyances in trust of 
obligations from the other agencies named in the FNMA Char- 
ter Act. Such conveyances were received from (1) the Farm- 
ers Home Administration, Department of Agriculture, (2) the 
Office of Education, Department of Health, Education, and 
Welfare, (3);HUD, (4) h V t t e e erans Administration, and 
(5) the Small Business Administration. 

From inception to June 30, 1969, the trust sold four 
issues of participation certificates aggregating $4,250 mil- 
lion of which $1,330 million were sold in fiscal year 1969. 
The interest rates on the participation certificates, all of 
which were outstanding at June 30, 1969, ranged from 6 to 
6.45 percent. The maturity dates ranged from February 1970 
to August 1988. 

During the fiscal year, the interest remitted by the 
trustors on the mortgages backing the participation certifi- 
cates was insufficient to cover interest due on the partic- 
ipation certificates. The trustee requested and obtained 
$62.7 million from the trustors to cover the insufficiency. 
As stated previously, funds were appropriated to the trus- 
tors by the Congress to pay the insufficiencies. 
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COMMENTS ON TRUST FINANCIAL STATEMENTS 

Interest and commission expenses 
omitted from trust operating statements 

In our report to the Congress on the examination of 
the financial statements of FNMA for the fiscal year ended 
June 30, 1968 (B-114828; dated November 26, 19691, we rec- 
ommended that GNMA, which succeeded FNMA as trustee of the 
various trusts on September 1, 1968, present as a cost of 
trust operations in the income and expense statements for 
the trusts, interest paid to holders of participation cer- 
tificates and commissions paid to brokers for the sale of 
participation certificates. 

We made similar recommendations to FNMA, trustee, on 
these matters in our report to the Congress on the examina- 
tion of the FNMA financial statements for fiscal year 1968 
(~-114828, dated September 20, 1968). 

We made theserecommendationsbecause we believed that 
interest and commission expenses on the participation cer- 
tificates issued by the trusts were trust expenses and 
should have been shown in the trusts income and expense 
statements, and also because there are no other financial 
statements in which the total interest and commission ex- 
penses incurred by the trusts in connection with the par- 
ticipation certificates are shown. 

The Vice President-Fiscal Management of GNMA has in- 
formed us that beginning in fiscal year 1970, the trusts' 
statements of income and expense will show as a cost of 
trust operations the interest paid to participation certifi- 
cate holders and the commissions paid to brokers on the 
sale of participation certificates. Accordingly, we are not 
making any recommendations in this report on these matters. 
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CHAPTER7 

SECRETARY OF TREASURY'S SHARE OF FNMA'S 

EARNING REMAINS IN A SPECIAL STATUS ACCOUNT 

On September 30, 1968, a month after the partitioning 
of FNMA became effective, the new FNHA retired the preferred 
stock held by the Secretary of the Treasury in the secondary 
market operations. As prescribed by section 303 of the FNMA 
Charter Act, the preferred stock was retired at par value 
plus an allocated portion of the general surplus deemed to 
have been earned through use of the capital represented by 
the preferred stock. Accordingly, on September 30, 1968, 
the Secretary of the Treasury was paid $217,934,960, con- 
sisting of $163,820,305 for the par value of the preferred 
stock, $52,190,693 for the share of the general surplus al- 
located to the preferred stock, and $1,923,962 for a divi- 
dend declared for July, August, and September 1968 and pay- 
able on September 30, 1968. 

At the request of the new FNMA, the Department of the 
Treasury held the $52,190,693 in a special status account 
because of the view within the new FNMA that the foregoing 
amount would not be payable to the Secretary of the Trea- 
sury if a reserve were established for depreciation in value 
of the mortgage portfolio acquired in the partitioning of 
FNMA. 

On December 11, 1968, the Board of Directors of the 
new FNMA determined that the assets of the secondary market 
operations, which the new FNMA had aequired in the partition- 
ing, had depreciated in value as of September 30, 1968, by 
not less than an amount equal to the then full general sur- 
plus of FNMA. To implement its determination, the Board on 
December 11, 1968, approved a resolution to establish a "Sur- 
plus Reserve" as of September 30, 1968, in-mediately preced- 
ing the retirement of the preferred stock. The resolution 
provided that the reserve be established by the transfer of 
the general surplus of FNMA which included the amount appli- 
cable to the investment of the Secretary of the Treasury. 
The Board specified that the Surplus Reserve was not to be 
considered as having been earned through use of the capital 
invested in FNMA by the Secretary of the Treasury. 
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The resolution approved by the Board regarding the de- 
preciation in value of the secondary market operations as- 
sets was made after the payment on September 30, 1968, to 
the Secretary of the Treasury, covering the par value of the 
preferred stock and the general surplus allocated to such 
stock. This being so, the Board resolved also on Decem- 
ber 11, 1968, to request the Secretary of the Treasury to 
return the $52,190,693 paid as the Treasury's share of the 
general surplus. 

In a reply to the new FNMA's request for return of the 
'$52,190,693, the General Counsel of the Department of the 
Treasury advised the new FNMA, by letter dated January 15, 
1969, that it could not accept the views of the Board that 
led to the establishment of the Surplus Reserve and that 
setting up a reserve for depreciation in value of the port- 
folio of secondary market operations mortgages was unwar- 
ranted for a number of reasons. Among the reasons cited 
were that the portfolio consisted almost exclusively of 
Government-insured mortgages on which no foreseeable losses 
will be sustained and that there was no necessity of the 
new FNMA to sell the mortgages before maturity. In his let- 
ter, the General Counsel proposed to transfer into the mis- 
cellaneous receipts account of the Government the 
$52,190,693 that had been deposited in a special status ac- 
count and requested the new FNMA's concurrence in this ac- 
iion. In February 1969, the Board of Directors of the new 
FNMA reaffirmed the resolutions adopted on December 11;1968, 
in which the Board set forth its position regarding the 
$52,190,693. 

From inception of the secondary market operations FIWA 
did not provide a valuation reserve, such as the %rplus Re- 
serve, for the mortgage portfolio acquired in these opera- 
tions. The Board of Directors of FNMA had declined to pro- 
vide such a reserve on the premise that FNMA would not be 
forced to liquidate the secondary market operations mort- 
gage portfolio under adverse market conditions and that a 
reservation of surplus presumed future losses'from forced 
sales in an adverse market. 

The operating experience of the secondary market opera- 
tions has shown the position of FNMA to have been reasonable. 
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In our opinion, the mortgage portfolio of the secondary 
market operations was presented fairly in the past financial 
statements of the secondary market operations and is pre- 
sented fairly in the amount of $6,534,917,669 in the finan- 
cial statements for these+operations for the 2-month period 
ended August 31, 1968 (schedule 12). 

The resolution to establish Fhe valuation reserve was 
approved by the Board of Directors of the new FNMA after 
August 31, 1968,‘and therefore .had no effect on the finan- 
cial statements for secondary market operations included in 
this report. However, in accordance with generally accepted 
auditing standards, disclosure must be made of significant 
events which occur subsequent to the date of the financial. 
statements under examination if these events could be im- 
portant considerations in an evaluation of the statements. 

Legislation was passed by the Senate on January 30, 
1970 (S. 3207, dated December 4, 1969), which would have the 
effect of removing the $52,190,693 from the special status 
account in which it has been on deposit since September 30, 
1968, and.transferring the amount to miscellaneous receipts 
of the Government, by requiring the new FNMA to pay 
$52,386,117 to the Secretary of the Treasury. Action on 
this matter is pending in the House of Representatives. 

The general surplus applicable to preferred stock held 
by the Secretary of the Treasury amounted to $52,386,117 at 
September 30, 1968, an increase of $195,424 from the amount 
of $52,190,693 at July 1, 1965. The increase resulted from 
the secondary market operations during the %months--July. 
through September--prior to the retirement on September 30, ' 
1968, of the preferred stock held by' the Secretary of the 
Treasury. We examined the statements of earnings covering 
the secondary market operations for the 3-month period ended 
September 30, 1968,'and we agreed with the amount allocated 
to the preferred stock held by the Secretary of the Trea- 
sury. The first 2-months operations were conducted by FNMA 
prior to its partitioning, and the operations for the third 
month were conducted by the new FNMA. 
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CHAPTER 8 

SCOPE OF EXAMINATION 

Our examination of GNMA's financial statements for 
.fiscal year 1969 included an examination of the balance 
sheets as of June 30, 1969, the statements of earnings and 
the statement of sources and application of funds for the 
year then ended. The statements are presented in this re- 
port on a combined basis and separately for the special as- 
'sistance functions and the management and liquidating func- 
tions. 

Our examination of FNMA's statements for secondary 
market operations included an examination of the balance 
sheet as of August 31, 1968, and the statement of earnings 
for the 2-month period ended August 31, 1968. 

We also examined financial statements of GNMA as 
trustee for the Government Mortgage Liquidation Trust, the 
Federal Assets Liquidation Trust, the Small Business Obli- 
gations Trust, and the Federal Assets Financing Trust. 
These statements included statements of condition as of 
June 30, 1969, for the four trusts and statements of income 
and expense and of sources and application of funds for the 
fiscal year ended June 30, 1969. 

Our examination was made in accordance with generally 
accepted auditing standards and included such tests of the 
accounting records and such auditing procedures as we con- 
sidered to be necessary in the circumstances, 

Our examination was conducted at the Washington head- 
quarters of GNMA and FNMA and at two of FNMA's five regional 
offices--Philadelphia, Pennsylvania, and Los Angeles, Cali- 
fornia. Our work included the examination of a number of 
mortgages in the portfolio in the custody of the agency of- 
fices. We did not, however, count all the mortgages in 
GNMA's portfolio at June 30, 1969. We also examined the 
records of each of the seven trustors related to the activ- 
ities of the four trusts. 
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; We reviewed the work done by the new FNMA's internal 
auditors for GNMA including their verification of the GNMA 
mortgage portfolio, and found the coverage and quality of 
the auditors' work to be satisfactory. The work of the new 
FNMA internal auditors enabled-us to reduce our examination 
of the mortgage portfolio and our tests of the accounting 
records. 
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CHAPTER9 

OPINION OF FINANCIAL STATEKENTS 

--- --- 

The financial statements presented in this report as 
schedules 1 through 7 are the statements of GNMA. In our 
opinion, the accompanying financial statements present 
fairly the financial position of GNMA at June 30, 1969, and 
the results of its operations and the sources and applica- 
tion of its funds for the year then ended, in conformity 
with generally accepted accounting principles applied on a 
basis consistent with that of the preceding year and with 
applicable Federal laws. 

The financial statements of GNMA as trustee for the 
Government Mortgage Liquidation Trust, the Small Business 
Obligations Trust, the Federal Assets Liquidation Trust, 
and the Federal Assets Financing Trust are presented as 
schedules 8 through 11. In the section UsComments on Trust 
Financial Statements," (see p. 15) 9 we point out that the 
interest expense on participation certificates is not 
clearly described in the income and expense statements of 
the trusts and is not shown as an expense of the trusts. 
In our opinion, the income and expense statements of the 
trusts would be more informative if interest on participa- 
tion certificates were so labeled and were treated as a 
cost of trust operations instead of being termed "'increase 
in preferred equity of participation certificates--accrued 
interest" and deducted from net income from operations. 

We also point out that the financial statements of the 
Federal Assets Financing Trust would be more informative if 
commissions paid to brokers on the sale of participation 
certificates were shown as part of the cost of trust opera- 
tions. 

In our opinion, except as noted in the preceding com- 
ments, the accompanying financial statements of the trusts-- 
schedules 8 through ll--present fairly their financial posi- 
tions at June 30, 1969, and the results of their operations 
and the sources and application of their funds for the pe- 
riod then ended in conformity with generally accepted 
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accounting principles applied on a basis consistent with 
that of the preceding year and with applicable Federal 
laws. 

The financial statements presented in this report as 
schedules 12 and 13, are the statements of the old FNMA 
covering secondary market operations for the months of July 
and August 1968, FNMA's presentation of the purchase and 
marketing fees, and the liability for Federal income tax 
equivalent as of August 31, 1968, was inconsistent with the 
presentation accorded those items at June 30, 1968. The 
changed accounting treatment is explained in the section, 
"Comments on Financial Statements for Secondary Market Op- 
erations" (see pp. 15 through 17). The changed accounting 
treatment resulted in the inclusion in the Balance Sheet 
(schedule 12) of $32.9 million as unamortized purchase and 
marketing fees and in the elimination of the August 31, 
1968, liability of $16.5 million for Federal income tax 
equivalent, and in the reduction of stockholders' retained 
earnings by $16.4 million. The changed accounting treat- 
ment given the purchase and marketing fees had no signifi- 
cant effect on the net earnings of the secondary market op- 
erations shown in the Statement of Earnings (schedule 13) 
for the 2 months ended August 31, 1968. 

In our opinion, subject to the effect of the final 
resolution of the matters concerning the amortization of 
the purchase and marketing fees and the liability for the 
Federal income tax equivalent, the balance sheet and state- 
ment of earnings of the secondary market operations present 
fairly the financial position of FNMA at August 31, 1968, 
and the results of operations for the 2-month period then 
ended, in conformity with generally accepted accounting 
principles applied on a basis consistent with that of the 
fiscal year ended June 30, 1968, except for the change in 
reporting the income from purchase and marketing fees over 
the life of the related mortgages instead of income in the 
period collected, and with applicable Federal laws. 
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SCHEDULE 1 

Government National Mortgage Association 
COMBINED BALANCE SHEET 

ASSETS June 30.1969 June 30. 1968 

Mortgages and related receivables: 
FHA-insured and VA-guaranteed mortgages at cost: 

insured by Federal Housing Administration . . . . . . . . . . . . . . . . . . . . . . . . 
Guaranteed by Veterans Administration . . . . . . . . . . . . . . . . . . . . . . . . . . 

$3,769,411,686 $3.191,907,636 
625.453.469 645.029.343 

4,394,865,155 3.836.936.979 

Lass unpaid principal of mortgages subject to: 
Government Mortgage Liquidation Trust . . . . . . . . . . . . . . . . . . . . . . . _ . . 
Federal Assets Liquidation Trust 
Federal Assets Financing Trust . : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : : 

815.357.117 
623.214.822 
553;934;944 

2402.358.272 

870.831.134 
677.620.137 
455,379,144 

1.833.106.564 

321,823.960 305,751,708 
29.108,704 29.952.703 

(445,086) (91.401) 

2,752,845.850 2,168.719.574 

Equity in the Government Mortgage Liquidation Trust ................. 
Equity in the Federal Assets Liquidation Trust ....................... 
Equity in the Federal Assets Financing Trust ........................ 

Direct mortgage loans transferred from HUD: 
Unpaid principal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $31.486.104 

25.728.792 33.124.705 Less allowance for losses . . . . . . . . . . . . . . . . . . . . . . . . . . 5.757,312 
DHC Durchase monev notes transferred from RFC: 

Unpaid principal 1. ............................. 16.868,933 
Less unrealized equity ............................ 14.410.226 2.458,707 4.994,648 

2,781,033.349 2,206.838,927 Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..-...... 

Accrued interest receivable .................................... 
Other receivables arising from mortgages ........................... 

9.302.433 7,523.494 
5.089.102 5.410.639 

2.795.424.884 2.219.773.060 

Assets acquired through foreclosure and claims in process: 
Property held oendino transfer to: 

Federal Houskg Administration ............................... 
Veterans Administration .................................... 

Claims in process against: 
Federal Housing Administration ............................... 
Veterans Administration ..................................... 

Less allowance for losses ..................................... 

Property held for sale ....................................... 

4,489,272 4,769,434 
50,613 7,782 

3.505.422 
482.615 

8.527.922 
325,043 

8.202.879 
26,069 

8.228.948 

4.325.444 
676,363 

9.779.023 
318,072 

9.460.951 
53,387 

9.514.338 

Jther assets: 
Cash on hand and on deposit with the U.S. Treasurya .................. 
Deferred charges and miscellaneous .............................. 
Furniture and equipment, less accumulated depreciation ................ 

4,931,984 
3,796,721 

283,893 

9,012.598 

2.812.666.430 

8,480.670 
4.487.367 

334,655 

13,302.692 

2,242,590,090 

LIABILITIES 
Liabilities: 

Accrued interest payable on notes to the U.S. Treasury ................. 
Accounts payable and accrued liabilities 
Trust and deposit iiabititiesb 

........................... 
................................... 

58.202,792 38,014,105 
24.363.025 21.512.234 
73.519.955 58.577.798 

26,817 48,789 
81,712 808,676 

156.194.301 118.961.602 

2.426.984.000 1.893.754,OOO 

Reserved for losses and contingencies . . . . . . . . . . . . . . . . . . . . . . . . . . . . 229.488.129 

2.656.472.129-’ 

2.812,666,430 

229.874.488 

2.123.628,488 

2,242,590.090 

Deferred credits 

Investment of the United States Government: 
Notes payable to the U.S. Treasury . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Retained earnings: 

Footnotes to Combined Balance Sheet are shown on bottom of 
Schedule 2. 
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SCHED-ULE 2 

Goverr:ment National Mortgage Association 
COMBINED STATEMENT OF EARNINGS 

INCOME Fiscal Year Ended 

interest ....................... 
Comnltment and other fees ......... 
Acquisitfon and service fees .......... 
Purchase and marketing fees .......... 
Purchase discounts realtzecl 
Servicefees ..... ...... :::::::::: 
Other ....................... 

. . . 

. . . 
. . 
. . 

. . 

. . 

. . 
. 

EXPENSE 

Interest on notes to the United States Treasury ....... 
Interest on notes-other ....................... 
Administrativea ............................ 
Fees for servicing mortgages ..................... 
Net losses on sales ........................... 
Provision for 105585 ........................... 
Other ................................... 

. . 

. . 
. . 
. . 

. 

. 
. . 

. . . . 

. . . . 
. . . . 
. . . . 
. . . . 
. . . 
. . . 

Earnings Prror to income from GMLT. FALT and FAFT operatfons . . . . 
Gatn or (loss) on trust operations: 

Government Mortgage Lrqurdatron Trust . . . . . . . . . . . . . . . . . 
Federal 4ssetS Llquidatron Trust . . . . . . . . . . . . . . . . . . 
Federal Assets Frnancrng Trust . . . . . . . . . . . . . . . . . . . . . . . . . 

Amortrzatron of deferred charges and credits on sale of assets-net. 
Government Mortgage Liquidatron Trust participations . 
Federal Assets Liquidation Trust participations . . . . . . 
Federal Assets Frnanclng Trust partropatrons 

Net earnrngs . . . . . . . . . . . . . . . . . . . . . 

June 30,1969 June 30.1968 

$116.786,245 $ 82.342.804 
5.282.605 6.753.033 

1.619.560 4,078,826 
2,637,918 2.260,071 

638 28.100 
315,671 143.333 

126.642.637 95,606,167 

109,296,225 74.315.288 

3.906,326 3.647.571 
7.660,192 5.500.555 

1,026,118 712.786 
177.704 117,815 

122.066.365 84.294.015 ~. 
4,576,272 11,312,152 

16,072.254 12.993.764 
(9.490.674) (8,304,921) 

(10.706,203) (2.589.953) 

(256.707) (273,250) 
(324,172) (119,165) 
(257.129) (32.384) 

(386,359) 12.986.243 

- 
CUMULATIVE NET EARNINGS AND ANALYSIS OF DISPOSITION 

Cumulative net earnings-June 30, 1968 . _ . . . _ . . . . . . . . . . . . . . . $497,247,315 
Net loss for the twelve months ended June 30. 1969 . . . . . . . . . _ . . . . . . (386.359) 

496,860,956 
Dividends paid . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Earnings paid to the United States Treasury . . . . . . . . . . . . . . . . . . . . . . . 
Liability for accrued annual leave for employees tranferred from RFC . . . . . . 
Adjustments of reserves covering certificates of claim . . . . . . . . . . . . . . . . . 
Retarned earnings: 

164,401.297 
97.633.561 

418,926 
4,919,043 

Reserved for losses and contingencies . . . . . . . . . . . . . . . . . . . . . . . . . 229.488.129 
496,860,956 

alncludes expenses for the custody, control and administration of mortgages subject to GMLT. FALT and FAFT. 

FOOTNOTES TO COMBINED BALANCE SHEET 

aExcludes $592 Interest at June 30, 1969 and June 30. 1968, 
on deposrt wrth the U.S. Treasury for payment of matured 
Interest on notes payable--other. 

btncludes only that portion of such deposits held in the 
general funds of the Association. In addition, the 
Associatron IS responsible for the payment by servicing 
rnstrtutrons for taxes, insurance. etc., (out of funds received 
from mortgagors and held tin escrow for that purpose) in the 
amount of $22.300.129 at June 30, 1969. All such funds 
are on deposit with commerctal banks which are members 
of the Federal Deposrt Insurance Corporation. 
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Note: On June 30, 1969. the unpaid principal balance of 
FHA mortgages was $3.816.487.532 and VA, $625.999,009 
and on that date, under contracts previously executed, the 
Association was committed to purchase FHA-insured and 
VA-guaranteed mortgages aggregating $1.328,029,304 upon 
delivery of eligible mortgages. Included in the unpaid 
principal balances are $1.537.032.360 in FHA mortgages and 
$455.474.523 in VA mortgages which are subject to GMLT, 
FALT, and FAFT. This statement does not show the 
Association’s accountabilrty under the four Trusteeships 
(GMLT, SBOT, FALT and FAFT). Such information and the 
Assocfatron’s contlnqent habilrtv relatrve thereto appear in 
the last footnote of Schedule 5 and in schedules 8, 9, IO, 

and II. 



Government National Mortgage Association 
Special Assistance Functions 

RAIAMCFWIFFT w-e- I . - - -  .e. . - - .  

ASSETS June 30.1969 June 30.1968 

Mortgages and related receivables: 
FHA-insured and VA-guaranteed mortgages at cost: 

Insured by Federal Housing Administration . . . . . . . . . . . . . . . . . . . . . . . . 
Guaranteed by Veterans Administration . . . . . . . . . . . . . . . . . . . . . . . . . . 

$2.116,000,523 $1,698,241,515 
412,716,636 393.965.735 

2.528,717,159 2,092,207,250 
Less unpaid principal of mortgages subject to: 

Government Mortgage Liquidation Trust .......................... 
Federal Assets Liquidation Trust ............................... 
Federal Assets Financing Trust. ................................ 

Equity in the Government Mortgage Liquidation Trust 
Equity in the Federal Assets Liquidation Trust . . . . . : : : : : : : : : : : : : : : : : 
Equity in the Federal Assets Financing Trust . . . . . . . . . . . . . . . . . . . . . . . . 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Accrued interest receivable . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Other receivables arising from mortgages . . . . . . . . . . . . . . . . . . . . . . . . . . - 

Assets aquired through foreclosure and claims in process: 
Property held pending transfer to: 

Federal Housing Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Veterans Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Claims in process against: 
Federal Housing Administration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Veterans Adminstration . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Less allowance for tosses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Other assets: 
Cash on hand and on deposit with the U.S. Treasury . . . . . . . . . . . . . . . . . . . 
Deferred charges . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

SCHEDULE 3 

686,010,223 731.374,737 
289,346.638 295,234,238 
236.982.397 246.880.031 . 

1,316,377,901 
267,024.76Sa 

(963.2371a 
i516,331ja 

1.581.923.098 
4;021;011 
1,238.306 

1,587,182,415 

703.188 963,670 
50,388 2,492 

1.050,207 677,581 
445,055 566,569 

2,248,838 2.210,312 
90,811 62,838 

2.158.iJ27 2.147.474 

2.793.733 
2;169;431 
4.963.164 

1.594.303.606 1,080,539.115 

LIABILITIES 
Liabilities: 

Accrued interest payable on notes to the U.S. Treasury . . . . . . - - . . . . . - . . . 
Accounts payable and accrued liabilitiesb . . . - . - . . * . . - . . . . . - . . . . . . . . 
Trust and deposit liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Deferred credits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

Investment of the United States Government: 
Notes payable to the U.S. Treasury . . . . . . . . . . . . . , . . . . . . . . . . . . . . . . . 
Retained earnings: 

Reserved for losses and contingencies . . . . . . . . . . . . . . . . . . . . . . . . . . . . 

34,344.027 17.024.888 
11.249,281 9.601.811 
44,761,636 32,900.622 

25,274 41.783 
90,380,218 59,569,104 

1.398,924,000 905.784,OOO 

104.999.388 115,186.Oll 

1,503,923.388 1,020,970,011 
1.594.303.606 1.080.539.115 

818.718.244 

i50,i80,a 
(1.036,896)a 

1.071.180.967 
31068,134 
1.3823236 

1.075,631,337 

55,079 
2.705,225 

2.760.304 

a 
See Schedules 8, IO, and II. 

btncludes current monthly collections on mortgages 
subject to GMLT, FALT and FAFT which were paid to 
the Trustee: $10,988,091 In July 1969 and $9.155,065 
in Julv 1968. 

Note: On June 30. 1969. the unpaid principal of FHA 
mortgages was $2.119.261,797 and VA, $413,262,176. 
On that date, under contracts previously executed, 
the Association was committed to purchase FHA-insured 
and VA-guaranteed mortgages aggregating 
$1.321.814.870 upon delivery of eligible mortaaaes and. 
in addition. had reserved funds ot $786.43i.h00 fo; 
projects awaiting approval for FHA insurance. Included In 
the unpaid principal balances are $969.601,568 in FHA 
mortgages and $242.737.690 in VA mortgages which are 
subject to GMLT. FALT and FAFT. 
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SCHEDULE 4 

Government National Mortgage Association 
Special Assistance Functions 

STATEMENT OF EARNINGS 

INCOME Fiscal Year Ended 

- 

Interest . . . . , . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . _ . . . . _ $ 48.867.098 
Commitment and other fees . . . . . . . . . . . . . . . . . . . . . . . . _ . . . . . 5.281,630 
Purchase and marketing fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.619.560 
Purchase discounts waltzed . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 180,108 
gtrv;esfees . . . . . . . .._..........................._... (283) 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 43,079 
55.991.192 

EXPENSE 

June 30,1969 June30,1968 
$ 25,330,686 

6.752.653 
4.078.826 

195.526 
119 

Interest on notes to the U.S. Treasury 
Administratlvea . . . . . . . . . . . . . . : : .’ : : 1 : : : : : .’ : : 1 : : : : : : : : : 

62.228.901 
1.440.546 

Fees for serwcing mortgages . . . . . . . . _ . . . . . . . . . . . . . . . . . . . . . . 
Net losses on sales . . . . . . . . . _ . . . . . . _ . . _ . . . . . . . . . . . . . . . . 

2478.976 

31,476,986 
1,391,244 

910.773 

$oh$ion for losses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 202.786 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2.014 

66.353.223 
Earnings prior to income from GMLT, FALT and FAFT operations . . . _ (10.362.;31) 
Gatn or (toss) on trust operations: 

Government Mortgage Llquldation Trust . . . . . . _ . . . . . . . . . . . . . . . 13,474.867 
Federal Assets Liquidation Trust . , . . . . . . _ . . . . . . _ _ . _ . . . . . . . (6.914.288) 
Federal Assets Financing Trust . . . . . . . . . . . . . . . . . . . . . . . . . . _ _ (5.865.887) 

Amortization of deferred charges and credits on sale of assets-net: 
Government Mortgage Llquidatlon Trust participations . . . . _ _ . . . _ _ (218,283) 
Federal Assets Liquidation Trust participations . . . . . . . . . . . . . . . . (175.657) 
Federal Assets Financing Trust participations _ . . . . . . . . . . . . _ . . . . . (125,344) 

Net earnings" .I,,,,,................................. (10.186.623) 

160.128 
-339 

33,939,470 

2.456.086 

10.317,139 
(5.509.080) 
(2,227.566) 

(233.642) 
(7,495) 

(10,616) 
4.784.826 

CUMULATIVE NET EARNINGS AND ANALYSIS OF DISPOSITION 

Cumulative net earnings-June 30, 1968. ......................... 
Net loss for the twelve months ended June 30, 1969 ................. 

Earnings paid to the United States Treasury ....................... 
Retained earnings reserved for losses and contingencies ............... 

. $117,819,572 

. (10,186.623) 
107,632,949 

2‘633,561 
. 104,999,388 

107,632,949 

alncludes expenses for the custody, control and 
admimstration of mortgages subject to GMLT. FALT and 
FAFT. 

bNet operating toss for fiscal year ended June 30. 1969 is 
attributable to $19.652.000 excess interest cost of 
borrowed funds used. to iinance mortgages bearing lower 
than market interest rates. 
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SCHELWLE 5 

: 
Government National Mortgage Association 

Management and Liquidating Functions 

BALANCE SHEET 

ASSETS June 30, 1969 June 30.1968 

Mortgages and related receivables: 
FHA-insured and VAquaranteed mortgages at cost: 

Insured by Federal Housing Administration . . . . _ 
Guaranteed by Veterans Administration . . _ . . . _ . 

. . . $1,653,411.163 $1,493.666,121 

. . . 212.736333 251.063.608 
1.866,147.996 1.744.729.729 

Less unpaid principal of mortgages subject to: 
Government Mortgage Liquidation Trust . . . . _ _ _ . 
Federal Assets Liquidation Trust 
Federal Assets Fmancing Trust _ . . . _ . . _ . _ _ 

Equity in the Government Mortgage Llquidatton Trust 
Equity I” the Federal Assets Liquid&Ion Trust . . . . 
Equity on the Federal Assets Financlng Trust _ . . . 

139.456.397 
382.385.899 

-5lsEE 
52:201:809a 
30,002,983a 

945.495a 

. 
. 

. . . 

. . 

. . 

. . . 

129.346.894 
333.868.184 
316,952,547 

1.085.980.371 
54.799.195a 
30.071.941a 

71,245a 

1.170.922.752 

. . 
. 

. 

1,097.538.607 
Direct mortgage loans transferred from HUD: 

Unpaid principal _ . _ _ . . . . _ . . . . . . _ . . . . _ . . 
Less allowance for losses 

DHC purchase money notes ;ian;fk;r&i &bm’!ik& 
Unpaid principal . . . _ _ . . _ . . _ _ . . . . _ . _ . . . . 
Less unrealized equity . . . _ . _ . . _ . . . . . _ . . . 

531,486.104 
5.757.312 25.728.792 

16,868,933 
14.410.226 2.458.707 

33.124.705 

. . 

. . . 4.994.648 
. . . . . . 1,199.110.251 
. . . . . . 5.281.422 
. . . . . 3.850.796 

1.135.657.960 
4.455.360 
4.028.403 

1.144,141.723 

Total . . ..__.....___...........__... 
Accrued interest receivable 
Other receivables arising from’&rt~a&s. : : : 1 : : : : : 

Assets acqwed through foreclosure and claims I” process: 
Property held pendlng transfer to: 

Federal Housing Adminlstratlon . . . . . _ . . . 
Veterans AdministratIon . . . . . . . . _ . 

Claims kn process against: 
Federal Housmg Admimstration . . . _ _ . 
Veterans Adminstratlon _ . _ . . . . . . . . 

. 
. . 
. . 

1,208.242.469 

3.786.084 3.805,764 
225 5,290 

. . 
. 

. . 
. . 

2,455,215 
37,560 

6.279,084 
234,232 

6,044,852 
26.069 

3.647.863 
109,794 

7,568.711 
255,234 

7.313.477 
53,387 

7.366.864 

8,425,591 
1.782.142 

334;655 

Less allowance for losses _ . . . . _ . . _ 

Property held for Sale . . . . . . . . . . . . . . . . . . . . 
6.070.921 

Other assets: 
Cash on hand and on deposit with the U. 5 .z.asuryb . _ . . . . . ........ 2.138,251 
Deferred charges and miscellaneous . . . . . . _ . . ....... 1.627.290 
Furniture and equipment, less accumulateil fiepreclation . . . . . . . ....... 283,893 

4.049.434 10.542.388 

1,218.362.824 1.162.050.975 

LIABILITIES 

Liabilities: 
Accrued interest payable on notes a<) the U.S. Treasury 
Accounts payable and accrued liab:i!:teic . . . . . . . 
Trust and deposit llabllities . . . . . . . . . . 
Employees’ accrued annual teave . . . . . . 
Deferred credits . . . . . . . . . . . . . . . . 

. . 23,858,765 
. 13.113,744 

. . 28,758,319 
. 81,712 

. . 1.543 
65.814.083 

1,028,060.000 

20.989.217 
11.910.423 
25.677.176 

808.676 
7.006 

59.392.498 

987.970.000 

114.688.477 

1.102.658.477 
1,162,050.975 

. . 

Investment of the United States Govr. ,ent: 
Notes payable to the U.S. Tress’ . . . . . . . 
Retained earnings: 

Reserved for losses and cow I_ At r?c.(es . . . . . 124,488,74i 

1,152,548,741 

1,218.362,824 

a 
See Schedules 8, IO, and II. Under the trust instruments. the Trustee holds legal 

title to all of the assets in GMLT, SBOT, FALT and 
FAFT. In Its corporate capacity, by virtue of a separate 
guaranty, the Association also has corporate contingent 
liability to certificate holders for the timely payment of 
all interest and principal of outstanding participation 
certificates. At June 30, 1969, the amount of such 
unmatured contingent liabilities was $1,430,000,000 for 
outstanding certificates plus $16,x371,917 interest under 
GMLT, $140,000,000 for outstanding certificates Plus 
5178,889 interest under SBOT, $2,780,000,000 for 
outstanding certificates plus $44,796,583 interest under 
FALT and $4.250,000.000 for outstanding certificates 
plus $90,010,979 interest under FAFT. On that date, the 
Trustor’s subordinated reversionary Interest exceeded the 
obtigatlons of the Trust by $582.243.226 for GMLT, 
$211.948.029 for SBOT, $i33.071.478 for FALT and 
$51,450,565 for FAFT. 

bExcludes $592 interest at June 30. 1969 and June 30. 
1968 on deposit with the U.S. Treasury for payment of 
matured interest on notes payableather. 

clncludes current montly collections on mortqaqes subiect 
to GMLT. FALT, and FAFT which were-Pa!d to-the 
Trustee: 511.248.192 in July 1969 and $10.274.936 in 
July 1968. 

Notes: On June 30. 1969 the unpaid principal balance of 
FHA mortgages. was $1,647,225,735 and VA, 
$212.736.833. In addition. 66.214.434 was obtiaated for 
the p&chase of mortgages’in piocek of delivery by FHA. 
tncluded in the unpaid balances were $567,430,792 I” 
FHA mortgages and $212.736.833 in VA mortgages 
subject to GMLT, FALT. and FAFT. 
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SCHEDULE 6 

Government National Mortgage Association 
Management and Liquidating Functions 

STATEMENT OF EARNINGS 

Interest .............................. 
Commitment and other fees ................. 
Acquisitron and service fees ......... 
Purchase discounts realized ......... 
Service fees .................... 
Other ...................... 

Interest on notes to the U.S. Treasury ... 
Interest on notes-other ............ 
Adminlstrativea ................. 
Fees for serwcing mortgages .......... 
Net losses on sales ................ 
Provision for losses ............... 
Other ....................... 

INCOME Frscal Year Ended 

June 30. 1969 June 30.1968 

. . . . . $ 67.919.147 $ 57,011,918 
. . . . . . . . . 975 380 

........... . . . . . . . . 
........... . . . . , . . . 2,457,810 2.064,545 
........... . . . . . . . 921 27,981 

. . . . . . . . 272,592 105,787 
70,651.445 59.210.611 

EXPENSE 
....... . . ........ 47.067.324 42,838,302 ....... . . ........ 
....... . . ........ 2,465,580 2,2X,327 ....... . . ........ 5.181.216 4.589.782 
....... . . . ........ 
....... . . . . . . . . . . 823,332 552,658 ....... . . . . . . . . . . 175,690 117,476 

55.713,142 50,354,545 : 
14,938,303 8,856,066 

2.597.387 
(2,576,386) 

2.676.625 ) 

(4,840,316) 
(2.795.841) I 

(362.387) I 

Earnmgs prior to income from GMLT, FAFT and FALT operatrons . . 
Gain or (loss) on trust operations: 

Government Mortgage Liquidation Trust . . . . . . . . . . . . . _ . . . . . . 
Federal Assets Liquidation Trust . . . . . . . . . . . . . . . . . . . . 
Federal Assets Financing Trust . . . . . . . . . . . . . . . . . . . . . . . . . . 

Amortization of deferred charges and credrts on sale of assets-net: 
Government Mortgage Liqurdation Trust participations . . . . . . . . . . 
Federal Assets Lrquidation Trust particrpatrons . . . . . . . . . . . . . . 
Federal Assets Financrng Trust partrcroatrons . . . . . . . . . . . . . . 

Net earnrngs . . . . . . . . . . . . . . . . . . . . . . . . . . . 

(38,424) (39,608) i 
(148,515) (111,670) 
1131.785) (21,768) 
9,800,264 8,201,417 

CUMULATIVE NET EARNINGS AND ANALYSIS OF DISPOSITION 

Cumulatrve net earnings-June 30, 1968 . . . . . . . . . . . . . . . . . 
Net earnrngs for the twelve months ended June’3.0: iG69 . . . . . . _ . . . . . . . . 

$379,427,743 
9,800.264 

389,228,007 

Dividends paid . . . . . . . . . . . . . . . . . . . . . . . _ . . . . . . . . . . . . . _ . . . . 
Earnings paid to the United States Treasury . . . . . . . . . . . . . _ . . _ . . . . . . 
Liability for accrued annual leave of employees transferred from RFC . . . . . . 
Adjustments of reserves coverrng certrficates of clatm . . . . . . . . _ . . . . . . 
Retained earmngs reserved for losses and contingencies . . . . . . . . . . . . . . . . 

164.401,297 
95,000,000 

418,926 
4.919.043 

124.488.741 
389,228,007 

alncludes expenses for the custody, control and adminrstration of mortgages subject to GMLT, FALT and FAFT. 
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SCHED'JLE 7 

Government National Mortgage Association 
STATEMENT OF SOURCE AND APPLICATION OF FUNDS 

Fiscal Year 1969 

Special Management and 
Combined Assistance Liquidating 

Functions Functions 

RECEIPTS FROM OPERATIONS (funds provided) 
Sales, repayments and other disposals of mortgages . . - . . . . . $ 239.781.854 $ 85,506,554 $ 154.275.300 
Proceeds from the sale of furniture and equipment . . . . . . . . . . 16,831 16,831 
Income: 

Interest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . ..s.. 116.786.245 48,867,098 67,919,147 
Commitment, purchase and marketing and other fees + . . . . . . . 6.902,803 6,900,907 1,896 
Purchase d&ounts realized . . . . . . . . . . . . . . . . . . . . . . . . . 2.637.918 180.108 2,457,810 
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . -. 306,221 43.079 263,142 

Borrowings: 
FromtheU.S.Treasury . . . . . . . . . . . . . . . . . . . . . . . . . . . . 1.054,380,000 785.820.000 268.560.000 
Sale of participation certificates-Federal Assets Financing Trust . 140,000,000 140.000,000 

1,560,811,872 927.317.746 633.494.126 

GROSS EXPENDITURES (funds applied) 
Purchase of FHA-insured and VA-guaranteed mortgages . . . . . . . 

(n& of discount) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . . 522,016,463 522,016,463 
FHA-insured mortgages acquired from FHA for cash (net of discount) 2659761,712 265.761,712 
Purchase of furniture and equipment - . . . . . . . - . . . . . . . . . - 36,038 36,038 
Expense: 

Interest on notes . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . 109.296.225 62.228.901 47.067.324 
Fees for servicing mortgages . . . . . . . . . . . . . . . . . . . . . . . . 7.660.192 2.478.976 5.181.216 
gfh;rtistrative . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . , . . 3,833,838 1.440.546 2,393,292 

. . . . . . . ..*...................-......... 1,196,691 204,800 991.891 
Loss or (gain) on trust operations: 

Government Mortgage Liquidation Trust. . . . - . . - . . . . . . . . 
Federal Assets Uquidation Trust . . . . . . . . . . . . . . . . . , . . 
Federal Assets Financing Trust . . . . . . . . . . . . . . . . . . . . . 

Amortization of deferred charges and credits on sale of assets-et: 
Government Mortgage Liquidation Trust participations . . . . . 
Federal Assets Liquidation Trust participations . . . . . . . . . . . 
Federal Assets Financing Trust participations . . . . . . . . . . . . 

Repayment of borrowings: 

( 1 6iCV26=“6”7”4) 
10:706:203 

( 13&$8;;; f 2;5;;;3:;2 
5:865:887 4:840,316 

256,707 218.283 38,424 
324,172 175,657 148,515 
257.129 125,344 131,785 

To the U.S. Treasupy . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 
Retirement at maturity-participation certificates of 

Government Mortgage Liquidation Trust participations . . . . . . 
Federal Assets Liquidation Trust participations . . . . . . . . . . 

Net changes in other assets and liabilities . . . . . . . . . . . . . . . . 

521,150.OOO 292,680,OOO 228,470,OOO 

49,471.545 40,804,878 8.666.667 
84,343,500 5,647,500 78,696,OOO 
(8,916,963) t8.910) (8.908.053) 

1.560,811.872 927.317.746 633,494.126 

Note: This statement does not show the Association’s activity as Trustee under the Government Mortgage Liquidation Trust, the 
Small Business Obligations Trust, the Federal Assets Liquidation Trust and the Federal Assets Financing Trust. This 

information appears in Schedules 8, 9, 10, and II. 
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Governmen. bhl~t~onal Mortgage Association 
GOVEirNMENT .Vlc)RTGAGE LlOlJlDATlON TRUST 

STATEMENT OF INCOME AND EXPENSE 
Fiscal Year Ended June 30,1969 

EXPENSE 

STATEMENT OF SOURCES AND APPLICATION OF FUNDS 
Fiscal Year Ended June 30,1969 

SOURCE OF FUNDS APPLICATION OF FUNDS 

SCHEDULE OF FINANCIAL DETAILS 

1 I- T 
Total 

-- 
“A 

GNMA- 
SAF 

s 686.OJO 
4.993 

69J.003 

“Kc 

$ 52.202 
2.598 

54.800 

6.03Z 

4.741 
1.291 
1.328 

al 
2,548 

ONMA- 
M&L 

s 129.347 
508 

129.855 

876 
520 

1.396 

104,000 
1.471 

105.471 

G22iA. 

d 253.550 
13.474 

267.024 

‘34,721 

26.841 
-- 

7.880 
5.696 

JO2 

13.474 

“A 

$ 910,120 
1,222 

911.342 

6.181 
3.409 
9,590 

793.415 
9.808 

803,223 

$1.725.477 
6.723 

J .732.200 

t 250.898 
10.152 

631 

260.419 

$ 556.650 
26.224 

631 

582.243 4,341 
2,828 
7.169 

11.398 
6,757 

18.155 
83.588 42.835 

39.579 71.161 

3.256 12.427 
7.035 14,059 

139 262 

10.152 26.224 

532,585 
5,593 

538.178 

1.430.000 
16.872 

1.446.872 



Government National Mortgage Association 
GOVERNMENT MORTGAGE LIQUIDATION TRUST 

SUMMARY OF OBLIGATIONS SUBJECT TO TRUST AND RELATED PARTICIPATION CERTIFICATES 

Fiscal Year Ended June 30. 1969 October 1.1964 through June 30.1969 

Trustor GNMA Trustor VA Total Trustor GNMA Trustor VA Total 

-HA-insured and VA-guaranteed mortgages: SAF M&L SAF M&L 

Unpaid principal at beginning of period . . . . $731,374,737 $139,456,397 $987.020,238 $1.857,851,372 Additions . . . . . . . . . . . . . . . . . . . . . . $428.115.729 $ 204.646,817 $ 632.762.546 . . . . . 15,739,563 15.739.563 
Withdrawals . . . . . . . . . . . . . . . . . . . . 472.073.963 $175.866.754 1,071,003,806 1,718.944,523 . . . . . 16,370,233 

16.370.233 
Repayments . . . . . . . . . . . . . . . . . . . . 

66.925,588 66,925,58E 
. . . . . 38,938.053 8.932.248 76,269,200 124.139.501 

Other credits . . . . . . . . . . . . . . . . . . . . 
155.958.065 35,820,383 298.604.667 490,383.llE 

. . . . . 6,426.461 OUtStanding at June 30, 1969 . . . . . . . 1.177,255 7,603,716 58,221,404 10,699,477 68.920,881 . . . . . 686,010,223 129,346,894 910.120.368 1,725,477.485 
686,010,223 129,346,894 910.120,368 1.725,477,485 

%wtlcipations certificates: 
Principal at face value: 

Issued November 2, 1964 . . . . . . . . . . . . . . IssuedJulyl, 1965 . . . . . . . . . . . . . . 200,000,000 100,000.000 300,ooo.ooa . . . . . 
issued December 1. 1965 . . . . . . . . . 120.000,000 130.000,000 275.000,OOO 525,000,ooa . . . . . 
Issued April 4, 1966 . . . . . . . . . . . . . 75.000.000 300.000,000 375,000,ooa . . . . . 
Issued June 23, 1966 . . . . . . . . . . . . 160.000,000 250.000.000 410,000,00c . . . . . 
Paid or retired during period . . . . . . . 12O.OQ0,OOO 60,000.000 18O.OOO.OOC . . . . . 40,804,878 
Outstanding at June 30 1969 . . . . . . 8,666,667 60,528,455 110,000,000 142.414,634 26,000,OOO 191.585,366 36O.OOO.OOC . . . . . 532,585,366 104.000.000 793.414.634 

Interest payable: 1,430,000,000 532,585,366 104,000,000 793.414.634 i,430.000,000 

Outstanding at beginning of period . . . . . . . 5.700,040 2.535,OOO 10.008.231 
Accrued . . . . . . . . . . . . . . . . . . . . . . 

18,243,271 
. . . . . 26.840.832 Liquidated . . . . . . . . . . . . . . . . . . . . 4,741,576 71,161,773 39.579,365 109.558,285 21.089.076 157,947.731 288,595,092 . . . . . 

26.948.275 Outstanding at June 30. 1969 . . . . . 5,805.838 39,779,014 72,533,127 103.965.688 19.618,338 148.139.149 5.592.597 1,470.738 9,808,582 
16,871,917 

271.7238175 . . . . . 
5,592.597 1,470,738 9.808.582 16.871.917 

Maturity Int. Rate Face Amount Maturity Int. Rate Face Amount Maturity Int. Rate Face Amount 

Issues: 
Series A-1965-197i 11-1-65 4-l/8 4-l/4 $30,000,000a 11-1-68 530,000,000a 11-1-71 issued November 2, 1964 4-3/8 530.000,000 11-1-66 

4-l/8 11-l-69 4-l/4 
30,000.000a 

30,000,000 11-1-72 4-3/8 30,000.000 
11-1-67 4-l/4 30,000,000a 11-l-70 4-l/4 30.000,000 11-1-73 4-3/8 30,000,000 

11-1-74 4-318 30,000,000 

Series B-1966-1980 7-l-66 35,000,00oa 7-I-71 
issued July 1, 1965 

4-3/8 4-l/2 
35.000,000a 

35,ooo.ooo 7-l-76 4-l/2 35,ooo.ooo 
7-l-67 4-3/8 7-l-72 4-l/2 35.000,000 7-l-77 4-l/2 

35.000.000a 
35,ooo.ooo 

7-l-68 4-l/2 7-l-73 4-l/2 35,000,000 7-1-78 
7-l-69 

4-l/2 35.000.000 
4-l/2 35,ooo.ooo 7-l-74 4-l/2 35.000,000 7-l-79 35,ooo.ooo 

7-l-70 
4-l/2 

4-l/2 35.000.000 7-1-75 4-l/2 35,000,000 7-l-80 4-l/2 35.000.000 

Series C-1966-1980 12-1-66 issued December 1. 1965 4-5/8 12-1-71 4.70 25.000,000a 25,OOO.OOO 12-1-76 4.70 
12-1-67 

25,000.000a 25.000.000 
4-518 12-1-72 4.70 
4.5/8 25.000.000a 12-1-73 4.70 

25,000,OOO 12-1-77 4.70 25.000,OOO 
12-1-68 25,000,OOO 12-1-78 4.70 
12-1-69 

25.000.000 
4.70 25.000,OOO 12-1-74 4.70 25,OOO.OOO 12-1-79 4.70 

12-l-70 25,000,OOO 
25,000,OOO 

4.70 12-1-75 4.70 25.000.000 12-l-80 4.70 25,OOO.OoO 

Series O-1967-1981 
issued April 4. 1966 4-l-67 5.40 4-l-72 5.50 20.000,000a 20.000.000 4-l-77 5.45 42.000.000 

4-l-68 5.45 20.000.000a 4-l-73 5.50 ?0,000.000 4-1-78 5.40 42.000,OOO 
4-l-69 5.50 20,000.000a 4-l-74 5.50 20,000,000 4-l-79 5.35 42.000,OOO 
4-l-70 5.50 20,000.000 4-l-75 5.50 20,000.000 4-l-80 5.30 42.000.000 
4-1-71 5.50 20,000,000 4-1-76 5.45 20,000.000 4-l-81 5.25 42.000.000 

Series E-1979-1981 6-23-79 
Issued June 23, 1966 

5.40 60.000,OOO 6-23-80 5.40 60.000.000 6-23-81 5-318 60,000,000 

aRetrred at maturity. 



Government National Mortgage Association 
:MALL BUSINESS OBLlGATlONS TRUST 

~-- 
STATEMENT OF CONDITION 

June 30, 1969 
- 

ASSETS 

8 3Gb,6Vl.G76 
l.OG1.4JI 

LIABILITIES AND EQUITIES 

~rticlpatloll certlflcates: 
‘rlncinol . . . . . . . . . 140.000.000 

$ 267,716.107 
f,.‘X5.R49 

71.4JO.3911 
29.790 

352.142.344 

,ccrued Interest . . . . . . . . . . . . . 178,889 - 
ust”r*s subordmated reversionary interest: . 

3eginnlng balance at July 1. 1968 . . . . . . . 
Vet increase of obllgatlons subject to trust . . 
r\,locatton of llet ancome . . . . . . 
?ccou”ts payable 

702.922,708 
2.35G.091 
6.669.730 

140.178.889 

711.94A.073 
15.??6 

352.142.144 

STATEMENT OF SOURCES AND APPLICATION OF FUNDS 
Fiscal Year Ended June 30, 1969 

SOURCE OF FUNDS APPLICATION OF FUNDS 

2 income from operations $ 18.655.786 . . . . . Purchase of investments _.............. . . . . . . 
quidatlon of obl~gat1ons subject to . . Retarement of partlclpatton certlflcates . . 
rust-principal and Interest -net . . . . . $ 73.258.406 ,nterest pa~*-pxt,c,patton rert,f,cateS . . . 
xeivable from trustor 1.633.244 74.891,650 . . . . . . Net change ,n n,,ste,taneous assets and tlabllltles . . . . 
quidatlon of investments 219,650.275 . . . . . 

313.197,211 

$231.173.180 
7o.ooo.ooa 
~2.075.ooa 

(9691 

313,197.211 

Jte: Financial data I” substantmf part represents Information provided by the trustor Who. 
under the trust Indenture. has custody. control dnd admtnlstratlon of the obtwetlons 

-_--  -___--  

STATEMENT OF INCOME AND EXPENSE 
Fiscal Year Ended June 30, 1969 

__- -___. ------- ~__.____ -- 

INCOME 

EXPENSE 

74.348 
51.481 
10.208 

1,138 

87.1 15 

Net ,ncome f,U,,, <,peratlolrT . . . 

Less Increase III preferred eqll~tv of PJrtlClPatlOn 
certlflcotes arcrued tntere>t . 

&,IJIIL~ allocated to trustor’r ~ubordlnated 
rcversro~~.~ry antetest . . 

,8,655,2Rh 

11,985.556 

6.669.730 

SUMMARY OF OBLIGATIONS SUBJECT TO TRUST AND RELATED PARTICIPATION CERTIFICATES 

Fiscal Year Ended May 1. 1966. 
June 30, 1969 June 30. 1969 

$337,005.989 
18.987.052 
16.630.961 
72.707.404 

$531.656.148 
48.056.662 
37.547.756 

275,510,378 

266.654.676 

nalt Bwness Adminlstratlon loans: 
Jnpatd prlncipat et beginnIng of period 
\ddtttons . . . . . . . . . . , . . 
Yithdrawals . . . . . . . . . . . . . . . . . . 
iepayments . . . . . . . . . . . . 

3utstandtng June 30. 1969 . . . . . . . . . . . . . . . 

lrtlcipation certlflcates (issued June 23, 1966): 
Wncipal at face value: 

Outstanding at beginning of period . . . . . . . 
Issued during period (net proceeds to 

trustor $349.160.000) . . . . . . . . . . 
Liquidated during period . . . . . . . . . . . . . . . 

Outstanding June 30, 1969 . . . . . . . . . . . 

266.654.676 

210.000.000 

70,000,000 

140.000,000 

350.000.000 
210.000,000 

140,000,000 

F,~cat Year Ended May 1, 1966. 
June 30, 196 Parttc,pat,on cwtlflcates (continued) June 30. 1969 

tnterest payable: 
Outstondang at begInning of period $ 268,333 

Accrlled durfing period . . . . . . . . 11.985.556 

Llqukdated dorvng period . . . . 12.075.000 

Oulstandlng June 30. 1969 . . . . . . . . 178,889 I . . . . . . 
tssues Server A- 1967-1971: 

Maturtty June 23, 1967-5.70% 
June 23, 1968-5.75% 
June 73, 1969.~5.75% 
June 23. 1970-5.75% 
June 23. 1971mm5.75% 

....... 

....... 

....... 

....... 

‘Retfired at nlaturity. 

$ 48,443,88f 
48.265,OOC 

178,88I 



Government National Mortgage Association 
FEDERAL ASSETS LIQUIDATION TRUST 

STATEMENT OF CONDITION STATEMENT OF INCOME AND EXPENSE 
June 30,1969 Fiscal Year Ended June 30,1969 

ASSETS 
INCOME 

>bligatiOnS subject to trust: Interest earned on obligations subject to trust . . . . . . $104,511,377 
Principal. . .,. . . . . . . . . . . . . . . . . . . . . . . . . . . 52.573,739,949 Less servicing fees retained by trustors . . . . . . . . . . . . 3,986,097 §.100,525.280 
Accrued interest receivable-net . . . . . . . . . . . . . 30.391,385 52,604.131.334 Income from investments . . . . . . . . . . . . . . . . . . . . . . 29.722.602 

deceivable from trustors . . . . . . . . . . . . . . . . . . . 27.526.131 Miscellaneous . . . . _ . . . _ _ . . . . . . . . . . . . . . . . . . . . . 159 
nvestments at cost plus unmatured net earnings . . . 325.115,100 

3as.h on deposit with the United States Treasury . . . 1.112.659 
130,248.041 

2.957.885.224 
EXPENSE 

LIABILITIES AND EQUITIES 
Premiums on investments-amortization portion . . . . 525,778 

aarticlpation certificates outstanding: Service charges-Federal Reserve Bank . . . . . . . . . . . . 47,170 
Principal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 2,780,000,000 Administrative-trustee . . . . . . . . . . . . . . . . . . . . . . . 155.875 
Accrued interest . . . . . . . . . . . . . . . . . . . . . . . 44.796.583 2,824.796,583 Printing and publication . . . . . . . . . . . . . . . . . . . . . . . 12,356 

rrustors’ subordinated reversionary interest: 
Beginning balance at July 1, 1968 . . . . . , . . . . . . 149.460,566 

741,179 

Net reduction in obligations Subject to trust . . . . . (7.905.194) Net income from operations . . . . . . . . . . . . . . . . . . . . 129,506,862 
Allocation of net loss . . . . . . . . . . . . . . . . . . . . . (36,440.323) Less increase In preferred equity of participation 

Deficiency collections-interest . . . _ . . _ . . . . . . . 27,956.429 133,071,478 certificates-accrued interest. e.. . . . . . . . . . . . . . . . . 165.947,185 

Accounts payable . . . . . . . . . . . . . . . . . . . . . . 17.163 Balance allocated to trustors’ subordinated 

2.957.885.224 reversionary interest . . . . . . . . . . . . . . . . . . . . . . . . (36.440.323) 

Votes: An indefinite appropriation without fiscal year 
limitation has been enacted by the United States 
Congress to provide additlonal funds, if necessary, to 
meet the interest and principal requirements of the 
participation certificates. 

Financial data In substantial part represent 
information provided by trustors who. under the 
trust indenture, have custody. control and 
admlnlstration of the obligations which are subject 
to the trust. 

Financial details by trustors are contained in the 
schedule below. 

STATEMENT OF SOURCES AND APPLICATION OF FUNDS 
Fiscal Year Ended June 30,1969 

- 
SOURCE OF FUNDS APPLICATION OF FUNDS 

Net income from operations . . . . . , . . . . . . . , . . 5 129,506,862 Purchase of investments . . . . . . . . . . . . . . . . . . . $ 970,572,825 

Liquidation of obligations sublect to trust -- Interest paid-participation certlflcates . . . . . . . . . . . 183.368.810 

principal and interest net . . . . . . . . . . . . . . . . $303.463.175 Retirement of participation certificates . . . . . . . . . 450,000.000 

Receivable from trustors . . . . . . . . . . . . . . . 937,630 304,400,805 Net change in miscellaneous assets and llabilitles . . . . 159,575 
Liquidation of investments . . . . . . . . . . . . . . . . 1,142,237,114 
Deficiency collections (interest) 27.956.429 

1.604,101,210 
. . . . . . . . . . . 

1,604,101,210 
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Government National Mortgage Association 
FEDERAL ASSETS FINANCING TRUST 

R 

STATEMENT OF CONDITION 
June 30,1969 

STATEMENT OF INCOME AND EXPENSE 
Fiscal Year Ended June 30,1969 

ASSETS INCOME 
Obligations subject to trust: Interest earned on obligations subject to trust . . . . . . 

Principal 
$189,821,725 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . $3.925,871,584 Less servicing fees retained by trustors . . . . . . . . . . . . 
Accrued interest receivable-net . . . . . . . . . . . . . . 

6.982.593 $182.839.132 
40,685,989 $3,966,557,573 Income from investments . . . . . . . . . . . . . . . . . . . . . . 

Receivable from trustors . . . . . . . . . . . . . . . . . . . . 30,361,242 
13,759,128 

Miscellaneous.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 504 
Investments at cost plus unmatured net earnings . . 394.537,148 
Cash on deposit with the United States Treasury . . 18,025 196.598.764 

4,391,473,988 
EXPENSE 

LIABILITIES AND EQUITIES 
Premiums on investments-amortized portion . . . . . . . 

Participation certificates outstanding: 
47,835 

Servlce charges-Federal Reserve Bank . . . . . . . . . . . . 
Princjpal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 4.250.000,OOO 

35,024 
Administrative-trustee . . . . . . . . . . . . . . . . . . . . . . . . 

Accrued Interest 
212.500 

. . . . . . . . . . . . . . . . . . . . . . . . . 90.010,979 4.340,010,979 Printing and publication . . . . . . . . . . . . . . . . . . . . . . . 
Trustors’ subordinated reversionary interests: 

48,875 
Legal fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 68 

Beginning balance at July 1, 1968 . . . . . . . . . . . . 38,346.189 Travel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . 249 
Preferred equity sold-participation certificates . . (1.330,000,000) 
Net Increase in obligations subject to trust . . . . . . 1,338.462.489 344,551 

Allocation of net loss . . . . . . . . . . . . . . . . . . . . . . (58,095,041) Net income from operations . . . . . . . . . . . . . . . . . . . . 196.254,213 
Deficiency collectionsinterest . . . . . . . . . . . . . . 62.736.928 51.450.565 Less Increase In preferred equity of participation 

Accounts payable . . . . . . . . . . . . . . . _ . . . . . . _ . . . 12,444 certificates-accrued interest . . . . . . . . . . . . . . . . . . . 254.349.254 
~ 4.391,473,988 Balance allocated to trustors’ subordinated reversionary 

Interest . . . . . . . . . . . . . . . . . . _ . . . _ . . _ . . _ . . . . . . (58.095.041) 
Notes: A definite annual appropriation has been enacted by 

the United States Congress to provide additlonal 
funds, If necessary, to meet the interest and principal 
requirements of the particlpatlon certificates. 

Financial data in substantial part represent 
information provided by trustors who, under the 
trust indenture, have custody, control and 
administration of the obligations which are subject to 
the trust. 

STATEMENT OF SOURCES AND APPLICATION OF FUNDS 
Fiscal Year Ended June 30,1969 

SOURCE OF FUNDS APPLICATION OF FUNDS 

Net income from operations . . . . . . . . . . . . . . . . $ 196,254,213 Purchase of investments . . . . . . . . . . . . . . . . . . . . . . . $ 765,601,566 
Liquidation of obligations subject to trust-principal Proceeds from the sale of participation certificates 
and interest-net . . . . . . . . . . . . . . . . . . . . . . . . . $ 262.407.881 paid to trustors . . . . . . . . . . . . . . . . . . . . . . . . . . . 1,326,300.000 

Less receivable from trustors . . _ . . _ . . . _ . . . . . . 12.056.582 250.351.299 Interest paid’participation certificates . . . . . . _ _ . . _ 223,034,421 
Liquidation of investments . . . . . _ . . . . . . . . . . . 479.075.700 Net change in miscellaneous assets and liabilities . . . . (217,847) 
Deficiency collections-interest. . . . . . . . . . . . . . . 62,736,928 
Sale of Participation certificates: 2.314,718,140 

Principal . . . . . . . . . . . . . . . . . . . . . . . . . . _ . . 1,330,000,000 
Less commission and discounts . . . . . . . . . . . . . 3.700,000 1.326.300,OOO 

2,314,718,140 
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SCHEDULE 12 
Page 1 

FEDERAL NATIONAL MORTGAGE ASSOCIATION 

SECONDARY MARKET OPERATIONS 

BALANCE SHEET 

ASSETS 
August 31, 1968 June 30, 1968 

MORTGAGES AND RELATED RECEIVABLES: 
FHA-insured and VA-guaranteed mortgages at cost: 

Insured by Federal Housing Administration 
(note b) $4,703,563,614 $4,609,652,735 

Guaranteed by Veterans Administration 
(note b) 1,831,354,055 1,777,576.199 

Total mortgages 6,534,917,669 6,387,228,934 

Less unamortized purchase and marketing fees 
(note a) 32,953,758 

6,501,963,911 

Loans secured by mortgages 3,239,937 
Accrued interest receivable (note b) 34,055,130 
Other receivables arising from mortgages(notea) 545,443 

6.539.804,421 
ASSETS ACQUIRRD THROUGH FORECLOSURE AND CLAIM IN 

PROCESS: 
Property held pending transfer to: 

Federal Housing Administration 8,218,085 
Veterans Administration 37,060 

Claims in process against: 
Federal Housing Administration 3,598,299 
Veterans Administration 3,500,181 

15,353,625 

Less allowance for losses 

Property held for sale 

316,972 

15,036,653 

139,844 

OTHER ASSETS: 
15,176,497 

Cash on hand and on deposit with the U.S. 
Treasury (note c) 

Deferred charges and miscellaneous 
1,451,821 507,857 

30.203,332 35,881.101 

31,655.153 36.388.958 

Total assets $6,586,636,071 

The notes on pages 50 and 51 are an integral part of this statement. 

$6,478,036,176 

1,269,137 
27,285,547 

7,524,667 

6.423,308,285 

8,293,163 
34,703 

6,153,704 
4.175,134 

18,656,704 

445.190 

18,211,514 

127,419 

13,338.933 

Note: On August 31, 1968, the unpaid principal balance of FHA mortgages was 
$4,867,195,400 and VA $1,913,075,527 and on that date, under contracts previ- 
ously executed, FNMA was committed to purchase FHA-insured and VA-guaranteed 
mortgages, aggregating $1,014,080,746 upon delivery of eligible mortgages. 
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ScHEDUrn 12 
Page 2 

FEDERAL NATIONAL MORTGAGE ASSOCIATION 

SECONDARY MARKET. OPERATIONS 

BALANCESBEET 

August 31. 1968 June 30. 1968 
LIABILITIES 

LIABILITIES: 
Accrued interest payable on notes to the U.S. 

Treasury 
Accrued interest payable on debentures (note c) 
Dividends on preferred stock 
Dividends on comon stock 
Accounts payable and accrued liabilities 
Trust and deposit liabilities 
Notes payable to the U.S. Treasury 
Debentures payable (note c) 
Short-term discount notes 
Accrued Federal income tax equivalent 
Deferred credits 

DEFERRED FEDERAL INCOME TAX EQUIVALENT (notes a 
and d) 

IWF,STMENT OF THE UNITED STATES GOVERNMENT: 
Preferred stock authorized 
Less unissued preferred stock 

Preferred stock held by the Secretary of 
the Treasury 

Retained earnings--undistributed (note C> 

INVESTMENT OF THE PUBLIC: 
Common stock issued 
Common stock subscribed but not yet issued 
Capital surplus paid in by subscribers to 

common stock 
Retained earnings--undistributed (note c) 

Total liabilities $6,586,636,071 $6,478,036,176 

$ 402,432 $ 226,708 
62,593,326 41,825,711 

1,310,749 3,037,915 
441,449 427,164 

3,053,413 3,491,913 
79,951,324 63,410,638 

217,690,OOO 56,540,OOO 
3,899,800,000 3,899,800,000 
1,922,580,000 1,986,800,000 

7,873,844 4,787,567 
707.761 781.324 

6,196,409.298 6.061.128.940 

317,820,305 317,820,305 
154.000.000 155,ooo.ooo 

163,820,305 162,820,305 

42.861,401 52.190.693 

206.681.706 215,010,998 

137,952,800 133,488,800 
1,713,ooo 2,657,826 

13,521,767 12,466,015 
30,357,500 36.880.798 

183s545.067 185.493.439 

16,402.799 

The notes on pages 53 and 51 are an integral part of this statement. 
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FRDERAL NATIONAL MORTGAGE ASSOCIATION 

SECONDARY MARKET OP!ZRATIONS 

STATRMENT OF EARNINGS 

INCOME : 
Interest 
Free market system fees 
Commitment and other fees 
Purchase and marketing fees 
Option contract fees 
Purchase discounts realized 
Net gains on sales 
Service fees 
Other 

Total income 69.258.805 331.459,197 

EXPENSE: 
Interest on notes to the U.S. Treasury 
Interest on debentures 
Interest on short-term discount notes 
Issuing and servicing securities 
Administrative 
Fees for servicing mortgages 
Provision for losses 
Other 

Total expense 

EARRINGS PRIOR TO PROVISION FOR TAX EQUIVALENT 

PROC'ISION FOR FEDERAL INCOME TAX EQUIVALENT 

NET EARNINGS 

For the 2-month For the year 
period ended ended June 30, 

August 31. 1968 1968 

$62,671,890 
4,626,655 

49,266 
243,514 

52,494 
1,593,714 

-7,668 
13,604 

1,459,463 8,025,078 
35,536,112 181,795,714 
19,162,480 68,079,855 

393,743 2,276,872 
1,143,463 6,299,385 
5,525,052 27,467,620 

178,863 1,314,139 
867 16,374 

63.400.043 

5,858,762 

3,086.277 

$ 29772,487 

295.275.037 

36,184,160 

18.212.924 

$ 17.971.236 

SCHEtXJLE 13 

$306,719,542 
3,597,072 

225,983 
11,534,662 

684,302 
8,598,346 

281 
48,709 
50,300 
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SECONDARY MARKET OPERATIONS 

NOTES TO BALANCE SHEET 

aEffective August 31, 1968, an estimated amount of un- 
amortized purchase and marketing fees was capitalized on 
the basis that these fees were discounts charged by FNMA 
when purchasing mortgages and should be taken into income 
over the life of the related mortgages. In recording the 
unamortized purchase and marketing fees of $32,953,758, 
the liability for Federal income tax equivalent amounting 
to $16,515,939 at August 31, 1968, was eliminated and the 
"Retained earnings-- undistributed" accounts applicable to 
the investment of the United States Government, and to the 
investment of the public were reduced by $16,437,819. 

b At August 31, 1968, approximately $7,100,000 was in pro- 
cess of transmission to FNMA from servicers. If this 
transaction had been handled as was a similar transaction 
at June 30, 1968, then "Other receivable arising from 
mortgages" would have been increased by $7,100,000, with 
offsetting reductions of $6,200,000 in "Accrued interest 
receivable" and $600,000 in tfMortgages insured by Federal 
Housing Administration and $300,000 in ItMortgages guaran- 
teed by Veterans Administration.tl 

'Excludes $8,447,291.41 ($8,254,291.41 interest and 
$193,000 principal) at August 31, 1968, as reported by the 
U.S. Treasury on September 4, 1968, and $4,601,007 
($4,139,007 interest and $462,000 principal) at June 30, 
1968, reported by the U.S. Treasury on August 23, 1968, as 
being on deposit for payment of matured interest and prin- 
cipal on notes and debentures. 

4rhe deferred Federal income tax equivalent of $16,402,799 
was established at June 30, 1968, in connection with the 
revised accounting handling of the purchase and marketing 
fees. The foregoing amount is the deferred portion of the 
Federal income tax equivalent due for fiscal year 1968. 

eEntries in the "Retained earnings--undistributed" accounts 
from July 1, 1968, to August 31, 1968, are as follows: 
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. 
Retained earnings--undistrib- 

uted June 30, 1968--sched- 
ule 12 

Net earnings for 2 months ended 
August 31, 1968--schedule 13 

Less: 
Dividends payable for July 

and August 1968 

Preferred 
stockholder 

$52,190,693 

la482.516 

53,673,209 

1,310,749 

Adjustment to remove earn- 
ings added to accounts 
during period when purchase 
and marketing fees were in- 
cluded in income as col- 
lected--see p0 17 9,501,059 

10,811,808 

Retained earnings--undistrib- 
uted at August 31, 1968-- 

Common 
stockholders 

$36,880,798 

1,289,971 

38,170,769 

876,509 

6,936,760 

7,813,269 

schedule 12 $42,861,401 $30,357,500 
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APPENDIX I 

PRINCIPAL OFFICIALS 

RESPQNSIBLE FOR THE ACTIVITIES 

DISCUSSED IN THIS REPORT 

Tenure of office 
From To - 

DEPARTMENT OF HOUSING AND URBAN DEVELOWENT 

DEPARTMENT OF HOUSING AND URBAN 
DEVELOPMENT SECRETARY: 

George W. Romney Jan. 1969 Present 
Robert C. Wood Jan. 1969 Jan. 1969 
Robert C. Weaver Jan. 1966 Dec. 1968 

GOVERNMENT NATIONAL MORTGAGE ASSOCIATION 

PRESIDENT: 
Woodward Kingman July 1969 Present 

EXECUTIVE VICE PRESIDENT: 
Harry M. Gilbert (note a) Sept. 1968 May 1969 

VICE PRESIDENT, FISCAL MANAGEMENT: 
James W. Considine (note b) Sept. 1968 Oct. 1969 

a Served as Chief Executive Officer of the Government Na- 
tional Mortgage Association from September 1, 1968, to 
May 31, 1969. 

b Served as Chief Executive Officer of the Government Na- 
tional Mortgage Association from June 1, 1969, to July 21, 
1969. 

55 






