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CHAPTER 1

INTRODUCTION

The Federal Housing Administration (FHA), created by
the President on June 30, 1934, under authority of the Na-
tional Housing Act (12 U.S.C. 1701 et seq.), is a noncorpo-
rate business-type agency made subject to the Govermment
Corporation Control Act by the Housing Act of 1948, The
principal purposes of FHA are to improve home-financing
practices, to act as a stablizing influence in the mortgage
field, to encourage improvements in housing standards and
conditions, to facilitate homeownership, to aid in the elim-
ination of slums and blighted conditions, and to prevent the
deterioration of residential properties,

FHA is headed by the Assistant Secretary for Housing
Production and Mortgage Credit-FHA Commissioner, Department
of Housing and Urban Development(HUD), who is appointed by
the Secretary of HUD. At June 30, 1971, FHA had 8,551 per-
manent, full-time employees, of which 1,565 were in the cen-
tral office and 6,986 were employed in FHA field offices
throughout the United States and Puerto Rico.

For administrative purposes HUD has divided the United
States into 10 regions in which are located the area and in-
suring offices that have the responsibility for writing all
forms of FHA insurance required in their respective juris-
dictions, except in New York State where the writing of in-
surance on multifamily property is centralized in one office.

FHA administers mortgage insurance programs under which
lending institutions (mortgagees) are insured against loss
in financing first mortgages on various types of housing and
on loans which finance property alterations, repairs, and/or
improvements,

Most of the insurance written by FHA covers mortgages
on small homes (one to four families) and on multifamily
housing properties. From inception in 1934 to June 30, 1971,
FHA wrote about $156 billion of insurance, of which about
$78 billion was in force at the latter date.



The mortgage insurance function gives rise to insurance
claims by mortgagees who, because of mortgage defaults, have
acquired the properties pledged to secure the FHA-insured
mortgages. In the settlement of claims, title to the prop-
erties is conveyed to FHA, This action gives rise to another
FHA function, the maintenance and sale of acquired properties.
A summary of FHA's property activity for fiscal years 1971,
1970, and 1969 follows.

Fiscal year

1971 1970 1969
Multi- Multa- Multi-
family family family

Small prop- Small prop~ Small prop-
homes erties homes erties homes erties

Number on hand at begin-

ning of fiscal year 24,811 571 23,318 588 26,515 590
Sales 24,980 40 25,200 64 33,230 47
Acquisations 35,240 114 26,693 47 30,033 45
Increase or reduction(-)

in the number on hand 10,260 74 1,493 -17 -3,197 -2
Number on hand at end

of fiscal year 35,071 645 24,811 571 23,318 588

FHA also administers a number of programs that do not
involve mortgage insurance, and therefore FHA does not com-
mingle the financial results of these operations with the
results of its mortgate insurance activities. Separate fi-
nancial statements covering the nonmortgage insurance pro-
grams are prepared by FHA but are not included in this re-
port which covers FHA's insurance operations.



CHAPTER 2

COMMENTS ON FINANCIAL STATEMENTS

RESERVES

Total reserves

FHA insurance programs are conducted under four insur-
ance funds authorized by the National Housing Act. The
funds are the Mutual Mortgage Insurance Fund (MMIF), the
General Insurance Fund (GIF), the Cooperative Management
Housing Insurance Fund (CMHIF), and the Special Risk Insur-
ance Fund (SRIF).

The insurance funds are revolving funds which are used
for carrying out the insurance operations of specific sec-
tions of the act. The funds are credited with fees, premiums,
and investment income and are charged with debenture inter-
est, administrative expenses, and insurance losses., Provi-
sion 1s made for estimated future losses on acquired prop-
erties, mortgage notes, and notes for property improvement
loans. The accumulated differences between the income of
the funds and expenses, losses, and provision for estimated
future losses are considered to be the insurance reserves
avallable to cover future insurance losses and administrative
expenses., Ihe financial position of each fund at June 30,
1971, 1s shown on the combined balance sheet., (Sch. 3.)

At June 30, 1971, the total insurance reserves amounted
to $1,698.9 million. An analysis of the respective insurance
reserve balances and the sources of these balances follows.

Total Property
insurance Small Multifamily improvement
reserves homes properties loans

(millions)
MMIF $1,528.9 $1,528.9 $ - s -
GIF 171.6 14,7 46,1 110.8
CMHIF 25.5 - 25.5 -
SRIF -27.1 -29.9 2.8 -
$1,698.9 $1,513.7 S$74.4 $110.8




Reserve requirements

FHA estimated the reserves required to settle insurance
claims that might be presented by insured mortgagees under
the $78 billion of insurance in force on June 30, 1971, on
the basis of actuarial studies of the risks underwritten.'
An estimate of the reserve requirements is made annually.

Estimated reserve requirements are affected principally
by the amount of insurance in force. An increase in the
volume of new mortgage insurance increases the estimated
reserve requirements because the insured mortgage balances
are at their highest level at inception of the insurance.

As the mortgages age and balances are reduced, the reserve
requirements decrease. Thus the longer the insurance 1s in
force, the lower the reserve requirements become.

FHA considers that a noteworthy difference exists in the
bases on which life insurance and other insurance companies
establish their insurance reserve requirements and on which
FHA establishes its insurance funds' estimated reserve re-
quirements. Insurance companies generally consider reserve
requirements in determining not only their solvency but also
the amount of surplus funds that may be available for distri-
bution to policyholders or stockholders.

In the case of life insurance companies, mortality
experience has been well established and the expected mor-
tality--one of the major elements in the valuation of re-
serve requirements--can be predicted reasonably well. Con-
sequently the reserve requirements of life insurance com-
panies can be determined with a fair degree of accuracy.

FHA considers that i1ts estimated reserves are to pro-
vide for future losses and related expenses which will be,
1n large part, contingent upon adverse economic conditions
which are not readily predictable. Therefore, FHA has estab-
lished 1ts reserve requirements on what 1t considers to be
the most conservative basis--that 1s, the range of probabil-
1ty of future losses and related expenses that might be
incurred 1f an economic reversal were to develop immediately.

Thus FHA insurance funds' estimated reserve require-
ments are designed as a measure of the losses and expenses
that may result from such a contingency and not as a measure



of solvency of the funds according to its accepted meaning
in the underwriting of conventional insurance risks.

FHA considers that a balance status for a fund exists
when 1ts insurance reserves--accumulated retained earnings--
are equal to, or greater than, the estimated reserve require-
ments and that, when a balance status i1s attained, the fund
has sufficient resources to meet such future insurance losses
and related expenses as might be expected within the range
of probability.

At June 30, 1971, FHA's estimated insurance funds' re-
serve requirements amounted to $2,699.2 million. At the
same date FHA's total insurance reserves, as shown on the
combined balance sheets (schs. 1 and 3), amounted to
$1,698.9 million, which resulted in a total estimated re-
serve deficiency of $1,000.3 million in the insurance re-
serves for meeting estimated reserve requirements.

The following tabulation shows the estimated reserve
requirements, the insurance reserves, and the estimated re-
serve deficiencies at June 30 for each of the past 5 years.

Estimated Estimated
Fiscal reserve Insurance reserve
ear requirements reserves deficiencies
(m11lio0n)
1967 §1,750.0 81,176.6 § 573.4
1968 1,875.4 1,260.3 615.1
1969 2,041.2 1,394.3 646.9
1970 2,275.5 1,571.3 704.2
1971 2,699.2 1,698.9 1,000.3

FHA attributes the increases in the estimated reserve
deficiencies to a combination of factors, such as (1) the
1ncreased estimated reserve requirements, because of new
insurance written and the large proportion of mortgages hav-
ing long maturities and high loan-value ratios (higher risk
mortgages), and (2) actuarially estimated increases in in-
surance losses.



The adequacy of the insurance reserves of $1,698.9 mil-
lion w1ll be contingent upon the amount of insurance claims
that FHA may be required to pay to insured mortgagees be-
cause of defaults in mortgage payments by mortgagors. Con-
celvably, the insurance reserves could be totally expended
and an actual reserve deficiency could develop 1f an unusu-
ally large number of mortgage defaults should occur. How-
ever, whether the actual reserve deficiency would reach the
estimated reserve deficiency of $1,000.3 million is not
predictable., Therefore, we are not expressing an opinion
as to the adequacy of the insurance reserves.

Comments on the insurance reserves of the four funds
follow.



Mutual Mortgage Insurance Fund

MMIF was established under authority of section 202 of
the National Housing Act. Under this fund only mortgages
which finance the purchase of small homes are insured. At
June 30, 1971, the total reserve of MMIF, as shown on the
combined balance sheet (sch. 3), amounted to $1,528.9 mil-
lion and consisted of a statutory reserve of $135.1 million
and an insurance reserve of $1,393.8 million. The MMIF
reserve of $1,528.9 million 1s included in the total reserves
of $1,698.9 million shown on the combined balance sheets.

FHA records showed that no insurance claims by mortgageeS were
pending applicable to the MMIF reserve at June 30, 1971.

Section 205 of the act authorized the establishment of
a General Surplus Account and a Participating Reserve Account
1n MMIF and provided that both accounts were to be available
to meet losses arising from MMIF insurance in force. Section
205 also authorized the Assistant Secretary-Commissioner to
allocate the income or loss from operations in any semiannual
period to either or both accounts and to distribute a share
of the Participating Reserve Account to mortgagors after the
mortgage loans insured by MMIF have been paid; however, the
mortgagors do not have any vested rights in the account.

Section 205 of the act also required that the allo-
cation of the income or loss and the distribution from the
Participating Reserve Account be made is such manner and

amount as to be in accord with sound actuarial and accounting
practices.

An allocation of $22.9 million was made to the Partic-
i1pating Reserve Account, effective as of December 31, 1970,
The amount allocated was a quarter of the net income earned
by MMIF during the period July through December 1970. The
allocation of $22.9 million was the first to be made to the
Participating Reserve Account since December 31, 1961. Net
earnings of MMIF from January 1, 1962, to December 31, 1970,
were retained in the General Surplus Account to build up the
balance to estimated reserve requirements.

lshown in the MMIF section of the combined balance sheet
(sch.3), as insurance reserve and statutory reserve,
respectively.



At December 31, 1970, FHA estimated that the General
Surplus Account exceeded the estimated reserve requirement
by $24.3 million. The financial position of the General
Surplus Account at December 31, 1970, in relation to the
estimated reserve requirement formed the basis for the
allocation of the $22.9 million to the Participating Reserve
Account. Distributions to mortgagors from the Participating
Reserve Account in fiscal year 1971 were $3.8 million com-
pared with $3.7 million 1n fiscal year 1970.

From fiscal year 1960 until fiscal year 1971, the
estimated reserve requirement for MMIF exceeded MMIF reserves.
However, beginning in fiscal year 1967, the relationship
between MMIF reserves and the estimated reserve requirement
started to improve, and by the end of fiscal year 1971, MMIF
reserves exceeded the estimated reserve requirement by
$76,1 million, The estimated excess reserve of $76,1 mil-
lion at June 30, 1971, 1s included in the $1,000.3 million
estimated reserve deficiency discussed in the preceding
section of this report. The following tabulation shows the
available reserves, the estimated reserve requirement, and
the estimated reserve deficiency or excess at June 30 for
each of the past 5 years.

Partici- Estimated Estimated
General pating reserve reserve
Fiscal Surplus Reserve Total require- deficiency
year Account  Account reserves ment or excess(—)
(m1llions)
1967 § 8l0.3 $128.4 § 938.7 $1,211.9 $273.2
1968 918.6 124.1 1,042.7 1,297.1 254.4
1969 1,057.0 119.6 1,176.6 1,368.2 191.6
1970 1,224,2 116.0 1,340.2 1,414,1 73.9
1971 1,393.8 135.1 1,528.9 1,452.8 -76.1
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General Insurance Fund

GIF was established on August 10, 1965, under the au-
thority of section 519 of the National Housing Act and was
directed to carry out the mortgage insurance programs au-
thorized by a number of sections of the National Housing
Act. As a result GIF insures a mixed assortment of mortgage
insurance risks, including some high-risk insurance programs
that might have been made part of SRIF if 1t had been 1n
existence when these programs were enacted.

GIF insures mortgages and notes which finance the pur-
chase, construction, and/or improvement of small homes,
multifamily property, nonresidential property, and commer-
c1al or farm structures. The insurance reserve of GIF, to-
taling $171.6 million (sch. 3), 1is included in the total re-
serves of $1,698.9 million shown on the June 30, 1971, com-
bined balance sheets.

FHA records showed that claims pending against the
$171.6 million GIF reserve, but not accepted by FHA at
June 30, 1971, amounted to $29.4 million, Therefore, the
GIF reserve at June 30, 1971, was sufficient to meet insur-
ance claims pending acceptance.

The estimated reserve requirement has exceeded the in-
surance reserve since inception of the fund in August 1965.
The estimated reserve deficiency of $657.4 million at
June 30, 1971, is part of the total $1,000,3 million esti-
mated reserve deficiency discussed in a preceding section
of this report. The following tabulation shows the esti-
mated reserve requirement, the insurance reserve, and the
estimated reserve deficiency at June 30 for each of the
past 5 years.

Estimated Estimated
Fiscal reserve Insurance reserve
year requirement reserve deficiency
(m1llions)—
1967 $515.5 $§223.3 §292.2
1968 556.0 204.1 351.9
1969 631.3 195.,5 435.8
1970 699.3 208.5 490,8
1971 829.0 171.6 657 .4
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During fiscal year 1971 the Assistant Secretary-
Commissioner, FHA, borrowed $127 million from the U.S, Treas-
ury for GIF, which increased the amount borrowed to $137 mil-
lion. The borrowed funds had not been repaid at June 30,
1971.

The ultimate reserve deficiency that might develop
could exceed the $657.4 million estimate, 1f large-scale
mortgage defaults occur--an event which would necessitate
the outlay of large sums to settle the resultant claims for
the unpaid balance of defaulted mortgages. In such settle-
ments the properties that secured the defaulted mortgages
are acquired by FHA, Acquisitions in fiscal year 1971, ap-
plicable to GIF, increased by 8,242 properties from the
prior fiscal year, and acquisitions, as shown by FHA records,
are continuing at a high rate in fiscal year 1972.

HUD told us that, on the basis of the insurance now in

force, the likelihood of the reserve deficiency's exceeding
the $657.4 million 1s small.

12



Cooperative Management Housing Insurance Fund

CMHIF was established on August 10, 1965, under author-
ity of section 213 of the National Housing Act. Under CMHIF
mortgages are insured which financed the purchase, construc-
tion, and/or rehabilitation of multifamily cooperative hous-
ing property. Also insured are supplementary loans which
finance improvements and/or repairs of multifamily coopera-
tive housing property or which provide funds for necessary
community facilities. The insurance reserves of CMHIF, which
total $25.5 million, are included in the total reserves of
$1,698.9 million shown on the combined balance sheets.

(Schs. 1 and 3.) FHA records showed that no insurance
claims by mortgagees were pending applicable to the CMHIF re-
serve at June 30, 1971.

Section 213(1) of the act authorized the establishment
of a General Surplus Account and a Participating Reserve Ac-
count! in CMHIF and authorized the Assistant Secretary-
Commissioner to allocate the income or loss from operations
in any semiannual period to either or both accounts. The
act also authorizes the Assistant Secretary-Commissioner to
distribute a share of the Participating Reserve Account to
mortgagors after the mortgages insured by CMHIF have been
paid; however, the mortgagors do not have any vested rights
in the account.

The act requires that the allocation of the income or
loss and the distribution from the Participating Reserve Ac
count be made in such manner and amount as to be in accord
with sound actuarial and accounting practices.

Both the General Surplus Account and the Participating
Reserve Account are available to meet losses arising {rom
the CMHIF insurance in force, CMHIF realized income of
$3.9 million from operations in fiscal year 1971, and the
entire amount was allocated to the Participating Reserve Ac-
count. In addition, $2 million was transferred to the Par-
ticipating Reserve Account from the General Surplus Account

1Shown in the CMHIF section of the combined balance sheet
(sch. 3), as insurance reserve and statutory reserve, re-
spectively.
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because the balance in the latter account had accumlated to

an amount that exceeded the estimated reserve requirement.
2

The following tabulatiomzshows the available reserves,
the estimated reserve requirement, and the estimated reserve
deficiency or excess at June 30 for each of the past
5 yeazrs.,

Partici- Estimated Estimated
pating General reserve reserve de-
Fiscal Reserve Surplus Total require- ficiency or
year Account Account reserves ment excess (-)
(millions)
1967 $ - $14.6 $14,6 $22.6 $8.0
1968 - 13.5 13,5 22.3 8.8 ,
1969 2,5 20.4 22.9 21.1 -1.8
1970 4.1 21.6 25.7 19.1 -6.6
1971 6.0 19.5 25.5 17.5 -8.0

14



Special Risk Insurance Fund

SRIF was established by FHA on August 1, 1968, under
authority of section 238(b) of the National Housing Act,
as amended. Under this fund mortgages are insured which
finance (1) homes purchased by low-income families that are
assisted with their mortgage payments by FHA, (2) homes pur-
chased by low- and moderate-income families that, because of
credit histories or irregular income patterns, could not
qualify for mortgage insurance under other FHA insurance
programs, and (3) the repair, rehabilitation, construction,
or purchase of property located in older, declining urban
areas in which conditions are such that eligibility require-
ments for mortgage insurance could not be satisfied under
other FHA insurance programs.

Section 238(b) provides that SRIF be funded with a
$5 million advance from GIF and that the advance be repaid
at such times and at such rates of interest as the Secretary
of HUD deems appropriate. The Housing and Urban Development
Act of 1969 (12 U S C. 1715z-3(b)) authorized the Secretary
to fund SRIF with advances from GIF in amounts that the
Secretary may determine necessary up to a total sum of
$20 million. At June 30, 1971, $20 million had been advanced
by GIF.

The Congress did not intend that SRIF be actuarially
sound because appropriations to cover losses sustained by
the fund were authorized by section 238(b) of the act; how-
ever, the Congress had not appropriated funds for this pur-
pose. Substantial losses have been sustained by SRIF, and
to obtain funds for the payment of mortgage insurance ben~-
efits, the Assistant Secretary-Commissioner, FHA, borrowed
$86 million from the U.S. Treasury during fiscal year 1971,
The borrowed funds had not been repaid at June 30, 1971.

The following tabulation shows the estimated reserve
requirement, the deficit in the insurance reserve, and the
estimated reserve deficiency at June 30, 1971, and at the
close of the 2 preceding fiscal years.

15



Estimated Estimated

Fiscal reserve Insurance reserve
year requirement reserve deficiency
(millions)
1969 $ 20.6 $-0.7 $ 21.3
1970 143.0 -3.1 146.1
1971 399.9 -27.1 427.0

At June 30, 1971, the $86 million borrowed from the
U.S. Treasury was available for payment of insurance claims,

The ultimate reserve deficiency that may develop could
conceivably exceed the estimated $427 million if large-scale
mortgage defaults occur--an event which would necessitate
the outlay of large sums to settle the resultant claims for
unpaid balances of defaulted mortgages. Tn such settlements
the properties that secured the defaulted mortgages are
acquired by FHA, Acquisitions in fiscal year 1971, appli-
cable to SRIF, increased by 6,870 properties from the praior
fiscal year and, according to FHA records, were continuing
at a high rate in fiscal year 1972,

FHA records showed also that at June 30, 1971, claims
amounting to $4.3 million were pending against the SRIF
insurance reserve but had not yet been accepted for payment
by FHA.

16



SIGNIFTCANT CHANGES IN
BALANCES FROM PRIOR YEAR

Assets

Accounts receiwvable

The total accounts receivable, as shown in the combined
balance sheets (schs. 1 and 3), amounted to $54.8 million at
June 30, 1971, a decrease of $13.8 million from the total
accounts receivable of $68.6 million at June 30, 1970. Re-
ductions totaling $29.1 million resulted from the sale of
$26.3 million of Secretary-held securities and properties
and $2.8 million from sundry other transactions. The reduc-
tion of $29.1 million was offset by increases totaling
$15.3 million, of which $10.3 million came from increased
amounts due for fees and premiums and $5 million from in-
creases 1n the advance from GIF to SRIF,

Accrued assets

The total accrued assets, as shown in the combined bal-
ance sheets (schs. 1 and 3), amounted to $180.8 million at
June 30, 1971, an increase of $24.1 million from the amount
of $156.7 million on June 30, 1970,

The increase of $24,1 million comprised principally an
increase of (1) $15.3 million in accrued premiums which oc-
curred 'as a result of FHA's having 351,432 more small-home
mortgages insured on June 30, 1971, than it had at June 30,
1970, (2) $4.8 million in accrued interest on U.S. Govermment
securities attributable to the increase in securities from
the prior fiscal year, and (3) $4 million 1in accrued interest
on mortgage notes receivable attributable to the increase of
$43.6 million in mortgage notes and contracts for deeds.

Investments in U.S., Government securities

The investments in U.S. Govermnment securities at amor-
tized cost, as shown in the combined balance sheets (schs. 1
and 3), amounted to $1,177.5 million at Jume 30, 1971, an
increase of $129.8 million from the $1,047.7 million in in-
vestments at June 30, 1970. The increase in investments is
attributable mainly to the increase in holdings by MMIF,

17



which was authorized by section 206 of the National Housing
Act to invest moneys not needed for current operations in
U.S. Govermment securities.

Mortgage notes and contracts for deed--
unpaid_balance

The mortgage notes and contracts for deed--unpaid bal-
ance--as shown in the combined balance sheets (schs, 1 and
3), totaled $280.4 million, an increase of $43.6 million
from the $236.8 million at June 30, 1970, The increase is
accounted for principally by the acceptance of mortgage
notes of $50.5 million in the sale of multifamily properties
and by collections on, and cancellations of, small-home and
multifamily mortgage notes totaling $6.9 million.

Acquired property--at cost
plus net expenses to date

The amount of $751.3 million for acquired property, as
shown 1n the combined balance sheets (schs. 1 and 3), was
$150.5 million more than the amount at the close of the prior
year. A comparison of changes in the acquired property in-
ventories during fiscal years 1971 and 1970 follows.

Fiscal vyear
1971 1970

(millions)

Acquired property inventory
at begimming of fiscal year $600.8 8578.4

Acquisitions 607.7 459.4
Sales 457 .2 437.0
Increase in inventory 150.5 22.4
Acquired property inventory

at end of fiscal year $751.3 $600.8

An analysis of the increases of $148.3 million in ac-
quisitions and $20.2 million in sales from the prior fiscal
year is shown by insurance funds in the schedule that fol-
lows.

18



Increase

or Increase
decrease(~) or

in decrease(-)

acquisitions in sales

(millions)

WIF $ 3602 $"’6.1
GIF 43.3 8.0
CMHIF ~3.7 -2.4
SRIF 72.5 20.7
$148,3 $20.,2

Defaulted mortgage notes--at cost
plus net expenses to date

The amount of $519.8 million for defaulted mortgage
notes, as shown in the combined balance sheets (schs. 1 and
3), was $111.9 million more than the amount at the close of
the prior year. A comparison of the changes in the amount
of mortgage notes on hand during fiscal years 1971 and 1970
follows.,

Fiscal yvear

1971 1970
(millions)
Defaulted mortgage notes--at
cost plus net expenses--on
hand at beginning of fiscal
year $407.9 $451.6
Acquisitions 153.2 10.5
Sales and conversions 41,3 54,2
Increase or decrease(-~) of
mortgage notes on hand 111.9 -43.7

Defaulted mortgage notes--at
cost plus net expenses--on
hand at end of fiscal year $519.8  $407.9
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An analysis of the increase of $142.7 million in ac-
quisitions and of the decrease of $12,9 million in sales
from the prior fiscal year is shown by insurance fund in
the schedule that follows,

Increase
or Increase
decrease(-) or
in decrease(-)
acquisitions in sales
(millions)
MMIF s - $ =.2
GIF 105.9 -11.1
CMHIF .9 -4,2
SRIF 35.9 2.6
$142.7 $-12.9

Allowances for estimated future losses

The valuation reserves--allowances for estimated future
losses--provided by FHA at June 30, 1971, for mortgage notes
and contracts for deed ($17.9 million) and for acquired se-
curity or collateral ($429.3 million) totaled $447.2 mil-
lion, an increase of $98.5 million from the amount of
8348.7 mi1llion at June 30, 1970. (Schs. 1 and 3.)

The increase of $98.5 million in the valuation reserves
is part of the $98.7 million shown in schedules 2 and 4 under
the caption "Increase(~) or Decrease(+) in Valuation Allow-
ances." The $98.7 million consisted of the adjustments nec-
essary to value the acquired properties and mortgage notes
held by the four funds at June 30, 1971, at market prices
and at amounts considered to be collectible. The valuation
allowances were increased for all four funds--MMIF by
$14.3 million, GIF by $54.6 milliom, CMHIF by $0.8 million,
and SRIF by $29 million.

The valuation allowances were based on (1) actual losses
experienced on the sale of small-home properties in fiscal
year 1971, (2) losses anticipated to be incurred in the sales
of multifamily properties on the basis of estimated sales
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prices, and (3) predetermined loss rates on certain other
property. At June 30, 1970, the valuation reserves were
increased by $12.1 million, as shown in the statement of
income and expense. (Sch. 2.)

Liabilities

Accounts payvable

The amount of $118.9 million for accounts payable, as
shown in the combined balance sheets (schs. 1 and 3), was
$52 million more than the amount at the close of the prior
year.

The increase of $52 million comprised an increase of
(1) $40.9 million ($26.9 million to Government agencies and
$14 mill-on to others) in the amounts due to mortgagees for
securities acquired by FHA in the settlement of mortgage
insurance claims and in sundry amounts due vendors, (2)
$5 million in the liability of SRIF to GIF, and (3) $6.1 mil-
lion in other payable accounts.

Debenture obligations--
debentures issued and outstanding

Debentures issued and outstanding at June 30, 1971, as
shown in the combined balance sheets (schs. 1 and 3),
amounted to $486.5 million compared with $516.8 million at
June 30, 1970, a decrease of $30,3 million,

During fiscal year 1971, debentures amounting to
$35.2 million were issued in payment of insurance claims
presented by insured multifamily property mortgages because
of defaults in mortgage payments by mortgagors, and deben-
tures aggregating $65.5 million were redeemed.

Borrowings from U.S Treasury

On November 25, 1970, the Assistant Secretary-
Commissioner, FHA, issued two notes to the Secretary of the
Treasury. Under terms of the first note, advances up to an
aggregate amount not to exceed $200 million will be provided
to the General Insurance Fund., Under terms of the second
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note, advances up to an aggregate amount not to exceed

$100 million will be provided to the Special Risk Insurance
Fund. Each advance is to mature in 15 years from the date
of the advance, and interest on the unpaid balances is to
be paid on June 30 and December 31 of each year at a rate
to be established by the Secretary of the Treasury.

At June 30, 1971, the General Insurance Fund borrowings,
including $10 million in the prior fiscal year, totaled
$137 million and the Special Risk Insurance Fund borrowings
totaled $86 million,

Income

Total income

The total income of $502.1 million for fiscal year 1971,
as shown in the statements of income and expense (schs. 2
and 4), was the combined income of the four insurance funds
and was $75.4 million more than the combined income of
$426.7 million in the preceding fiscal year. Each of the
four insurance funds had more income in fiscal year 1971
than in the prior fiscal year. The increases were MMIF,
$39.,1 million; GIF, $13.8 million; CMHIF, $0,2 million; and
SRIF, $22.3 million.

MMIF's increased income of $39,1 million resulted prin-
cipally from increases in revenues from fees of $10.1 million,
insurance premiums of $14 million, and interest on U.S.
Government securities of $14.8 million. The increase in
fees and insurance premiums resulted from insuring 115,947
additional mortgages.

The $13.8 million income increase of GIF is the net
effect of increases of $8.2 million in the revenue from fees
and of $7.8 million in insurance premiums, offset by a net
decrease of $2.2 million in revenue shown in the other GIF

income accounts.

CMHIF's increase in income of $0.2 million resulted
principally from increases in interest on investments in
U.S. Government securities, in fees and premiums, and in
profit on the sale of securities.
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SRIF's increased income of $22.3 million resulted prin-
cipally from increases i1n (1) revenue from fees and insurance
premiums of $4,2 million and $18 million, respectively, and
(2) interest of $0.1 million earned on mortgage notes. The
increase in fees and insurance premiums resulted from in-
suring 162,276 additional mortgages.

Expense

lLoss on acquired security

The loss sustained on acquired security in fiscal year
1971, as shown in the statements of income and expense
(schs. 2 and 4), amounted to $86.6 million, an increase of
$12,7 million from the loss of $73.9 million sustained in
the prior fiscal year,

Of the $12.7 million increase in the loss on acquired
security, $9.7 million was attributable to small-home sales.
In fiscal year 1971 24,980 small homes were sold, a decrease
of 220 from the 25,200 sold in"the p#ior fiscal year. Also,
the average loss on the sale of a home in fiscal year 1971
was $3,844, an increase of $420 from the 'average loss of
$3,424 1in the prior fiscal year. The remaining $3 million
was attributable to less total profit on multifamily pro-
perty sales. 1In fiscal year 1971 40 multifamily projects
were sold, compared with 64 sold in fiscal year 1970. Al-
though the average profit on a sale in fiscal year 1971
increased to $235,305 from the average profit of $193,143 in
the prior fiscal year, the total profit was less because of
fewer sales,

Fee appraisal expense

The fee appraisal expense of $5.4 million, as shown
in the statements of income and expense (schs. 2 and 4),
is $2.8 million more than the $2.6 million in the prior
fiscal year and resulted from the increased use by FHA of
private appraisers in fiscal year 1971. These appraisers
provide their services on a fee basis, and the number of
appraisals furnished by the private appraisers increased from
105,601 in fiscal year 1970 to 191,785 in fiscal year 1971.



Under FHA accounting procedures the expenditure of
$5.4 million was recorded as anh expense; however, the owners
of the appraised properties réimbursed FHA for the appraisal
fees. The reimbursements were recorded as fee income and
are included in the $71.6 million shown in the income section

of the income and expense statements.

Fee inspection expense

The fee inspection expense of $1.5 million, as shown in
the statements of income and expense (schs. 2 and 4), for
fiscal year 1971 is $1.4 million more than the $0.1 million
in the prior year and resulted from the increased use of
private inspectors by FHA to inspect properties of owners
applying for mortgage insurance. Inspections by private
inspectors who furnish their services on a fee basis in-
creased from 21,019 in fiscal year 1970 to 173,752 in fis-
cal year 1971.

Under FHA accounting procedures the inspection fees of
$1.5 million were recorded as a fee inspection expense;
however, the owners of the inspected properties reimbursed
FHA for the fees paid the inspectors. The reimbursements
were recorded as fee income and are included in the $71.6 mil-
lion shown in the income section of the income and expense
statements.
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EXPENDITURE APPLICABLE TO FISCAL YEAR 1971
RECORDED AND PAID IN FISCAL YEAR 1972

HUD pays the salaries and expenses of the various HUD
organizational units (including FHA) from its Administration
Operations Fund (AOF). In January 1972 FHA paid $5.2 mil-
lion to AOF for salaries and expenses appllcabie to insurance
operations covering the fiscal year ended June 30, 1971, and
reduced ther appropriate insurance reserves by the amount of
the payment. - ,

- Sy

If the $5.2 million had been recorded in fiscal. year
1971, the net income for the fiscal year ended June 30, 1971,
would have amounted to $133 million instead of $138.2 ml--
lion, as shown on schedules 2 and 4, and the former amount
would have been distributed to the appropriate insurance re-
serves. (Schs. 2 and 4.)

Because the overall financial position of FHA at
June 30, 1971, is not materially affected by the $5 2 mil-
lion, we are not qualifying our opinion on the financial
statements
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CHAPTER 3

SCOPE OF EXAMINATION

We have examined FHA's fihancial statements pertaining
to its insurance operations for the fiscal year ended
June 30, 1971. Our examination was made 1in accordance with
generally accepted auditing standards and included such
tests of the accounting records and such auditing procedures
as we considered necessary in the circumstances.

The HUD internal auditors did not audit FHA's balance
sheet or income and expense accounts pertaining to fisecal
year 1971 activities.
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CHAPTER 4

OPINION ON FINANCIAL STATEMENTS

The financial statements, schedules 1 through 5, are
the statements of FHA pertaining to its insurance operations.
Schedule 5 is based on the combined statement of source and
application of funds submitted by FHA to the Treasury De-
partment.

In our opinion, the accompanying financial statements
(schs, 1 through 5) present fairly the financial position of
FHA at June 30, 1971, and the results of 1its operations and
source and application of its funds for the fiscal 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.
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FEDERAL HOUSING ADMINISTRATION

COMBINED COMPARATIVE BALANCE SHEET
AS OF JUNE 30, 1971 AND 1970

CASH AND FUND BALAKRCES
Cash on hand and in transit
Fund balances with U S Treasury

Total cash

ACCOUNTS, RECEIVABLE

Fees

Premiums
Government agencie:
Other

Sale of Secretary-held properties
Government agencles
Other

Sale of Secretary-held mortgages
Other

Other
Government agencies
Other
Advance to Special Risk Insurance Fund from

General Insurance Fund

Total accounts receivable

ACCRUED ASSETS
Premiums
Interest on U § Government securities
Interest on mortgage notes receivable

Total accrued asgsets

INVESTMENTS

U S Government securities at amortized cost (Market value
$1,161,053,887 70 at June 30, 1971, and $1,015,041,kk0 42

at June 30, 1970)(note 1)

Stock in rentsl and cooperative housing corporations
at June 30, 1971, and 209,222 shares at June 30, 1970--at cost

Total investments

MORTGAGE NOTES AND CONTRACTS FOR DEED- UNPAID BALANCE
Less allowance for estimated future losses

Net mortgege notes and contracts for deed
ACQUIRED SECURITY OR COLLATERAL

Acquired property--at cost plus net expenses to dete
Defaulted mortgage not(s- at cost plus net expenses to date
Defaulted Title I Notes -at unpaid principal bvalance

Totsl cost of acquired property and notes

Less principal recoveries on defaulted mortgege notes

Less undisbursed mortgage proceeds
Unrecovered cost

Less allowance for estimated future losses
Net acquired property and notes

Other notes receivaeble
Less allowsnce for estimated future losses

Net other notes receivable
Net acquired security or collateral

FURNITURE AND EQUIPMENT
Less allowance for depreciation

Net furniture and equipment (note 8)
OTHER ASSBIS--HEID FOR THE ACCOUNT OF MORTGAGORS

Total assets {note 2}

The notes on page 38 are an integral part of this statement

BEST DOCUMENT AVAILABLE

~) R

wn

$ -23,326,910 07
147,939,512 95

12k,612,602 88

1970

$ '1’695:331‘ £
89,156,709 &

87,461,375 ¢

8,803,680 00 4,590,592 oo
533,739 86 63,414 35
17,169,931 L6 11,560,084 05
10,000 00 40,000 00
7,763,593 46 7,499,719 92
38,500 00 26,304,395 14
323,315 21 1,089,864 48
6L45,255 25 2 430 987 86
20,000,000 00 15,000,000 0¢

54,818,015 14

68,579,057 8¢

143,735,065 69
19,419,288 0%
18,150,336 82

127,982,408 37
1k,608,356 95
14,089,683 &<

180,804,690 54

156,680,448 97

1,177,496,602 72

221,520 00

1,007,721,765 35
235,820 00

1,177,721,527 72

1,047,957,585 3¢

280,431,715 9
17,901,407 00

236,808,263 27
15,930,719 o¢

262,530,308 9k

220,877,544 27

751 292,214 67
519,815,465 T1
46,759,240 21

600,868,324 82
407,909,289 67
il 014, bos 27

1,317,866,920 59
48,869,330 23
111,438 49

1,052,792,019 76
42,643,749 6¢

1,268 886,151 87
429,326 677 00

1,010,148,270 16

332,797,316 oc

839,559,474 87

677,350,954 1€

267,658 11 260,467 92
25,358 00 258,792 0C
22,300 11 1,675 9c

839,581,774 98

677,352,630 08

10,020,174 O%
5,550,404 0F

4,169,769 9

3,285,230 91

3,096,965 2«

$2,663,454,146 71

$2,266,475,376 7¢



LIABILITIES

ACCOUNTS PAYABLE
Salaries and expenses
Government agencies
Othea
Acquired security and miscellaneous
Government agencies
Other
MMI Fund participations payable
Advance from General Insurance Fund to Special Risk Insurance Fund

Total accounts payable

ACCRUED LIABYILITIES
Interest on debentures
Government agencies
Other

Total accrued lisbilities

“RUST ARD DEPOSIT LIABILITIES
Employees payroll deductions
U S savings bonds
State taxes
Deposits held for mortgagors and lessees (note 7)

Earnest money on pending sales
General fund receipts in process of deposit
Excess proceeds of sale
Government agencies
Other
Total trust and deposit liabilities
DEFERRED CREDITS
Unearned premium income
Unearned fee income
Unapplied credits
1lotal deferred credits
DEBENTURE OBLIGATTIONS
Debentures issued and outstanding
Government agencies
Other
lotal issued and outsteanding
Debentures authorized for issue
Government agencies
Othex
1otal suthorized for issue
Debenture claims in process
Government agencies
Othex
1lotal in process
lotal debenture cbligations
OTHER LIABILITIES
Reserve for foreclosure costs -defaulted mortgage notes
Employees accrued annual leave
lotal other liabilities
Total liabilities
RESERVES AND BORROWINGS FROM

RESERVES
Statutory Reserve--for participation payments and future losses {note 5)

Insurance Reserve--available for future losses and expenses {note 5)
lotal reserves
BORROWINGS FROM U S TREASURY (note I)
Total reserves and borrowings from U & Treasury

Total liabilities, reserves and borrowings from U § Treasury
(notes 3, 4, 5, 6, and 7)

w0

$ 16,159,800 72
1 488 724 54

36 593 212 26
41 030 602 63
3 630 296 00

20,000,000 00

118,902,636 15

1 120 734 24
9,560,195 22

10,680,929 46

1970

$ 5,372,241 02
6,858,593 39

9,617,365 34
26,931,220 82
3,062,996 Lo

15,000,000 00
66,842,416 97

1,147,365 98
8,839,274 ko

9,986,639 38

86 303 24
57 079 80
16 6388 977 94
3 901 Bl4 43

264 439 91
2,342,331 57

83,572 63
283,139 74
14,619,924 95
3,82L,352 58

250,843 09
2 L17 392 87

23,340,946 89

52 842 825 46
630 411 58
727,498 76

21,479,155 Bp

50,065,933 20
563,370 56
1,224,380 7h

54,200,735 80

51,853,693 50

69 579 800 00
416,937 900 00

70,385,750 00
146,466,900 00

486,517,700 00

516,852,650 00

910,100 00

1,043,100 0O
1,043,100 00 910,100 00
369 150 00 20,300 00
_ 10,794,400 Do 2,146,250 00
11,163,550 00 2,466,550 00
498,724,350 00 520,229,300 00

4 735 380 83
10,958,871 20

4,285,164 19
10,507,467 29

15,694,252 03

14,792,631 L8

721,543,850 33

685,183,837 19

u s TREASURY

141 245 80O 76

1,557,664,495 12

120,105,799 77
1,451,185,739 7k

1,698,910,295 88

1,571,291,539 51

223,000,000 00

10,000,000 00

1,921,910,295 88

1,581,291,539 51

$2,6U3,454,146 21

$2,266,475,376 70

SCHEDULE 1

BEST DOCUMENT AVAILABLE
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SCHEDULE 2

FEDERAL HOUSING ADMINISTRATION
COMBINED COMPARATIVE STATEMENT OF INCOME AND EXPENSE
AND CHANGES TN INSURANCE RESERVES AND BORROWINGS
FOR _THE FISCAL YEARS ENDED JUNE 30, 1971 AND 1970

IRCOME AND EXPENSE

INCOME
Fees
Insurance premium
Interest on U 8 Government securities
Profit or loss {-) on sale of investments
Dividends received on stock held in rental
and cooperative housing corporations
Interest capitalized on acquired properties and assigned notes
Interest on mortgage notes
Other interest
Interest and other income on defaulted Title I notes
Income or expense ( ) on settled properties
Premium on sale of Secretary held mortgages
Miscellaneous income
Total 1ncome

EXPENSE 1/
Salaries and expenses<
Interest on funds advanced by U 5 Treasury
Interest on borrowings from U § Treasury
Interest on debenture obligations
Other i1nterest
Loss on acquired security
Loss on repossessed equipment
Loss on defaulted Title I notes
Discount on sale of Secretary held mortgages
Fee appraisal expense
Fee inspection expense
Fee mortgage credit expense
Miscellaneous expense

Total expense

Net income before adjustment of valuation allowances

INCREASE { ) OR DECREASE (+) IN VALUATION ALLOWANCES
Allowance for estimated future losses on purchase money mortgages
Allowance for estimated future losses on acquired properties
Allowance for estimated future losses on defaulted mortgage notes
Allowance for estimated future losses on defaulted Title 1 notes
Allowance for estimated future losses on other notés receivable
Net adjustment of valuation allowances
Net income or loss { )

ANALYSIS OF INSURANCE RESERVES AND BORROWINGS

DISTRIBUTION OF NET INCOME
——EE;EGEE;;—;ZEE;;E_?;;;IIc1gating reserve gccount)
Balance at beginning of periocd
Net income allocated for the geriudal
Adjustments during the pericd_/
Transfer from general surplus account
Total participating reserve
Participations declared
Participations available
Participations held 1n escrow

Balance at end of period
lnsurance Reserve
Balance at beginning of period
Adjustments during the perrod2/
Net income for the period2
Transfer to participating res: rve account
Balance at end of period
Total reserves

BORROWINGS FROM U S TREASURY
Balance at beginning of period
Borrowings during the period
Repayments during the period

Balance at end of period

Total reserves and borrowings at end of period

1/Does not include unfilled orders totaling $607 355 82
2/Comprised of the following adjustments relative to prior years
(a) Salaries and expenses
(b) Fee appraisal expense
{c) Allowance for estimated future losses on
purchase money mortgages

3/The net income was distributed to the statutory and/or the insurance reserve By the Assistant Secretary Commissioner

1971

$ 71 610 280 61
364 123 767 75
64 627 971 59
27 534 34

1 360 00
682 024 71

880 189 87
182 493 B6

38,926 86
502,174,549 59

138 636 307 12

4 882 673 70
21 414 259 44

86 628 911 77

5 995 178 53

461 718 79

5 427 280 00

1 591 655 50

915 00
252,600 86

265,291,500 71

236,883,048 88

~N

164 951 00
093 512 00
495 B22 00
940 027 00
+13,434 00
98,680,878 00
$_138,202 170 88

5
[

—

[SES)

120,105,799 77
26,908,551 76

2,000,000 00

149 01& 351 53
7,793,170 14
141 221 181 3%

24,619 37

§ 141,245,800 76

1 451 185 739 74

2 814 863 74

111 293 619 12

2 000 000 00

1,557,664,495 12
$1,698,910,295 8

s

10 000 000 00
213 000 000 00

$_ 223,000,000 00

$12921!910;295 88

3 009 526 74
400 00

194,263 00

2,814,863 74

HUD FHA under authority of Section 205 and 213 of the National Housing Act

4/Salaries and expenses

31

1970

$ 49 060 790 45
324,052 685 66
49 808 075 94
18 991 66

1 467 63
487 908 47

887 365 69
358 048 15
1 960 706 75
94,871 37

426,692,928 45

120 477 322 74

450 000 00
21 779 689 77

73 941 012 23

10,823 446 01
1 908 145 51
2 640 675 00

186 658 50

138,601 95
232,345,551 71

194,347,376 74

+672 911 00
17 869 339 00
+3 773 927 00
+1 524 934 00

258,792 00

12,156,359 00
§ 182:191:017 74

122,137,025 63
3,476,767 6¢
T -ENT,576 8L

125,366 216 51
265,362 08
120 100 854 43

4,945 34

¢ 120!105!799 77

1 272 223 387 86
248 101 81
178 714 250 07

1,451,185,739 74

$1,571,291,539 5

L e )

10 000,000 00

$__ 10,000,000 00

$1,581,291,539 51

"

BEST DOCUMENT AVAILABLE



FEDERAL HEOUSING

4
COMBINED BALANCE SHEET

ANALYSIS BY FUND

AS CF JUNE 30, 1972

ASSETS Combined
CASH AND FUND BALARUES
Cagh on hand and in transit $
Fund balances with U S Treasury

23 326 910 07
147,939,512 95

Mutuval
Mortgage
Insurance

Fund

$ 4 260 50

53,946,919 20

ADMINISTRATION

General
Insurance
Fund

$ 98 528 96
36,161,628 28

Cooperative
Manegement
Housing
Insurance
Fund

$ 83 633 75
1,075,101 24

Special
Risk
Insurance
Fund

$
14,425,324 54

Salaries
and
Expenses

Fund

$ 23 346 065 78
42,330,539 69

Total cash 124,612,602 88 53,951,179 70 __3_63_60,157 24 991,467 49 14,425,324 54 18,984,473 91
ACCOUNTS RECEIVABLE
Fees 8 803 680 00 7 730 405 00 969 855 00 103 420 00
Premjums
Government agencies 533 739 86 532 806 67 933 19
Other 17 169 931 46 10 631 635 21 4 546 086 28 316 913 05 1 675 296 92
Sale of Secretary held properties
Government agencies 40 000 00 40 000 00
Other 7 263 593 46 4 418 767 a2 1,949,577 82 895 297 72
Sale of Secretary held mortgages
er 38 500 00 17 700 00 20 8OC 00
Qther
Government agencies 323,315 21 64 453 08 51 921 o1 206 941 12
Other 645 255 25 433 090 49 161 969 D5 16 800 00 33 395 71
Advances to SRY Fund by GI Fund 20,000,000 00 20,000,000 00
Total actounts receivable 54,818 015 2b 23,296,051 70 28,272,965_83 316,913 05 2,691,747 83 240,336 83
ACCRUED ASSETS
Premiumsa 143 235 065 69 116 947 980 70 16 546 277 42 9 740 807 57
Interest on U § Government securities 19 419 288 03 19 138 414 97 280 873 06
Interest on mortgage notes receivable 18,150,336 82 465,400 19 16,950,342 89 113,203 42 621,390 32
Total) accrued assets 180,804,690 54 136,551,795 86 33,496 620 31 394 076 48 10,362,197 89

INVESTMENTS
U S Government securities at amortized cost
(Market Value § 1 161 053 887 70) (note 1)
Stock in renta) and cooperative housing cor-
porations, 199 241 shares at cost

1 177 496 602 72

1 146 076 €35 25

31 419 967 47

Total investments

MORTGAGE NOTES AND CONTRACTS FOR DEED UNPAID
BALANCE
Less

280 431 715 94

Allowance tfor estimated future losses 17,901,407 00

224,920 00 203,120 00 21 860 00
1,177,721,522 72 1,146,076,.635 25 203,120 00 31,441,767 47

19 410 154 83
517,602 00

258 733 223 03
17,269,388 00

2 288 338 08
114,417 00

Net mortgage notes and contracts for
deed 262,530,308 94

18,892,552 B3

241,463,835 03

2,173,921 08

ACQUIRED SECURITY OR COLLATERAL
Acquired property- at cost plus net ex-
penses to date
Defaulted mortgage notes -at cost plus net
expenses to date
Defaulted Title I notes at unpaid principal
balance

751 292 214 67
519 815 465 71

46,759,240 21

271 738 083 78

10 551 829 14

399 318 731 93
463 840 111 97

46,759,240 21

4 187 610 96

8 B45 608 54

76 047 788 00

36 577 916 06

Totel cost of acquired property and
notes 1 317 866 920 59

Less principal recoveries on defawlted
mortgege notes

Less undisbursed mortgage proceeds

48 869 330 23
111,438 49

282 289 912 92

987 444 74

909 918 084 11

47 786 260 20
111,438 49

13 033 219 50

90 487 21

112 625 704 06

5 138 08

Unrecovered cost 1 268 8B6 151 87

Less allowance for estimated future losses 429,326,677,00

281 302 468 18

70,785,079 00

Net acquared property and notes 839,559,474 87

210,517,389 18

862 020 385 42

321,420,838.00

540,599,547 42

12 942 732 29

3,699,216 00
9,243,516 29

112 620 565 98

33,421,544 00

79,199,02F 98

Other notes receivable 267 658 11 246 425 00 2] 233 11
Less allowance for estimated future losses 245,358 00 243,235 00 2,123 00
Net other notes receivable 22,300 11 3,190 00 19,110 11

Nebt acquared security or collateral 839,581,774 98

210,520,579 18

540,618,657 53

9,243,516 29

79,199,021 98

FURNITURE AND EQUIPMENT
Less allowance for depreciation

Net furniture and equipment (note 8)

OTHER ASSETS -HELD FOR THE ACCOUNT OF MORTGAGORS 3,385,230 91

3,364,905 92

20,324 99

Total assets (note 2) $2 643 456,146,21

The notes on page 38 are an integral part of this statement

$1,589,288,794 52

$883, 680,261 86

$44,581,986 85

$106,678,292 24 $ 19,224 810,74
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LIABILITIES

JNTS PAYABLE
Salaries end expenses
Government agencies
Other
Acquired security and miscel
laneous
Government agencies
Other
ML Fund participations payable
dvanceg from 61 Fund to SRI Pund
Inter fund (receivables (-))

Total accounts payable

JED LIABILITIES

Interest on debentures
Government agencies
Other

Total acerued lisbilitaes

™ AND DEPOSIT LIABILITIES
Boployees payroll deductions
U S sSavings Bends
State taxes
Deposits held for mortgagors and lessees
note 7
Tarnest money on pending sales
Txcess proceeds of sale
Government agencies
Other

Total trust and deposit liabilities

RED CREDITS

Jnearned premium income
Jnearned fee income
Jnapplied credits

Total deferred credats
TURE OBLIGATIONS
Jebentures issued and outstanding
Government egencies
Other
Total issued and outstanding
Jebentures authorized for issue
Government agencies
Other

Total authorized for issue

ture claims in
Government agencies
Other

Totel in process
Total debenture obligations
® LIABILITIES
“eserve for foieclosure costs -~defaulted
mortgage notes
“mployees acciued annual leave
Total other liabilities
Total lisbilities
RESERVES AND BORROWINGS FROM U S TREASURY
VES
tatutory Reserve for participation payments
and future losses (note 5)
nsurance Reserve available for future losases
and expenses (note 5)
Total reserves
JINGS FROM U S TREASURY (note L)
Total reserves and borrowings from
¥V & Treasury
Total liebilities reserves and bor

rowings from U § Tressury (notes
3, 4, 5, 6, and 7)

SCHEDULE 3

Cooperative
Mutual Management Special Salaries
Mortgage General Housing Risk and
I I 1 Ingurance Expenses
Combined Fund Fund Fund Fund Fund
§ 16 159 800 72§ $ $ $ $ 16 159 80D 72
1 488 724 54 1 488 724 54
36 593 212 26 11 844 672 61 12 718 806 22 64 64 12 029 668 79
41 030 602 63 22 716 637 73 11 546 B92 34 2 568 03 6 764 504 53
3 630 296 00 3 630 296 00
20 000 000 00 20 000 000 00
1,564,930 37 252,843 51 3,613 60 551,869 25 1,262,291 03
118,902,636 15 36,626,675 97 24.012,855 05 6,246 27 39,346,042 57 18,910,816 29
1120 734 24 1 107 275 05 13 459 19
9,560,195 22 190,187 89 9,070,706 39 299,300 94
10,680,929 46 190,187 89 10,177,981 44 312,760 13
86 303 26 86 303 24
57 079 80 57 079 80
16 688 977 94 247 667 60 16 280 317 98 132 BOO 45 28 191 91
3 901 Bl4 43 2 508 664 77 1 020 089 78 373 059 88
264 439 91 226 662 76 37 777 15
2,342,331 57 1,002 53 2,341,329 04
23,340,946 89 2,757,334 90 19,868,399 56 170,577 60 401,251 79 143,383 04
52 842 825 46 3 693 715 97 39 454 155 69 2 113 427 91 7 581 525 89
630 411 58 408 511 S9 221 899 99
727,498 76 797,812 42 1,471,043 57 13,519 94 129,863 74 170,611 41
54,200,735 80 2,895,903 55 41,333,710 85 2,126,947 85 7,673,562 14 170,611 41
69 579 800 00 68 069 350 00 L 510 450 00
416,937,900 00 10,410,350 00 391,795,250 00 14,732,300 00
486,517,700 00 10,410,350 00 _459,864,600 00 16,242,750 Q0
1,043,100 00 1,043,100 00
1,043,100 00 1,063,100 00
369 150 00 281 750 00 87 400 00
10,794,400 00 10,794,400 00
11,163,550 00 11,076,150 00 87,400 00
498,724,350 00 10,410,350 00  _471,983,850 00 16,330,150 00
4 735 380 83 4 498 062 28 99 163 15 138 155 40
10 958,871 20 7,461,459 14 3,226,068 13 __ 7,526 16 263,817 77
15,694,252 03 7,461,459 14 7,724,130 41 106,689 31 401,973 17
721,543,850 33 60,341,911 45 575,100,927 31 19,053,371 16 47,822,829 67 19,224 L3
141 245 800 76 135 164 786 08 6 D81l 014 68

1,557,664,495 12

1,698,910,295 88

_1,393,782,006 99

1,528,946,883 07

171,579,334 55

171,579,334 55

19,447,601 01

25,528,615

69

27.144,537,43
27,144,537 43

223,000,000 00

137 000,000 Q0

86,000,000 00

1,921,910,295 88

1,528,946,883 07

$2,643,454,146 21

$1,589,288,794 52

33

308,579,334 55

25,528,615

69

58,855,462 57

883,680,261 86

44,581,986 BS

$44,581,986 85

$106,678,292 24

§ 19,224,810 i

BEST DOCUMENT AVAILABLE



SCHEDULE 4

FEDERAL HOUSING ADMINISTRATION
COMBINED STATEMENT OF INCOME AND EXPENSE
AND CHANGES IR INSURANCE RESERVES AND BORROWINGS
ANALYSIS BY FUND

FOR THE FISCAL YEAR ENDED JUNE 30, 1971

Cooperative
Mutual Management: Special
Mortgage General Houaing Risk
Insurence Insurance Insurance Insurance
INCOME AND EXPENSE Combined Fund Fund Fund Fund
INCOME
Fees $71 610 280 61 $35 979 899 50 $21 834 154 86 $79 034 05  $13 717 192 20
Insurance premiums 364 123 767 75 256 B4l 741 02 78 733 321 37 4 032 104 82 24 516 600 54
Interest on U S Government securities 64 627 971 59 63 164 849 61 1 463 121 98
Profit or loss (-) on sale of investments 27 534 34 27 534 34
Divadends received on stock held in rental and
cooperative housing corporations 1 360 00 1 360 00
Interest on mertgage notes 682 024 71 430 460 36 132 806 81 118 757 54
Interest and other income on defaulted Title I
notes 880 189 87 880 1B9 87
Income or expense ( ) on settled properties 182 493 86 179 593 g1 40 BE9 83 37 969 88
Premium on sale of Secretary held mortgeges
Miscellaneous income 38,926 86 4,585 62 34,297 46 &3 78
Tatal ancome 502,174,549 59 356,601,130 02 101 657,0r0 21 5,601,838 97 38,314,580 40
EXPENSE
Selaries and expenses {note &) 138 636 307 12 78 083 184 39 37 623 692 86 266 089 98 22 663 339 89
Interest on borrowings from U S Treasury 4 882 673 70 2 972 817 83 1 909 855 87
Interest on debenture obligations 21 414 259 44 434 787 18 20 28B4 223 11 695 249 15
Loss on acquired security 86 628 911 77 6 734 969 86 15 814 179 16 146 065 45 6 225 828 20
Loss on defaulted Title I notes 5 995 178 53 5 995 178 53
Discount on sale of Secretary held mortgeges 461 718 79 327 558 00 120 509 5& 13 651 25
Fee appraisal expense 5 427 280 00 4 611 450 00 721 340 00 94 490 00
Fee inspection expense 1 591 655 50 1 120 580 50 172 535 00 298 540 00
Fee mortpape credit expense 915 00 915 00
Miscellaneous expense 252,600 86 80,349 32 49 111 15 10 35 123,130 04
Total expense 265,291,500 71 149,393,794 25 83 753,587 18 815,284 03 31,328,835 25

Nst income or loss{ ) before adjustment of
valuation allowanres 236,883,048 88 207,207,335 77 17,903,413 02 4,786,554 94 6,985,745 15

INCREASE( ) OR DECREASE (+) IN VALUATION ALLOWANCES
Allowance for estimated future losses on

purchase money mortpgages 2 164 951 60 18 843 00 2 146 BO3 0N +700 Q0
Allowance for estimated future losses on
acquired properties 51 093 512 00 13 723 231 00 18 388 708 00 B48 946 00 18 132 627 00
Allowance for estimated future losses on
defaulted mortgage notes 42 495 822 00 520 888 00 31 145 081 00 28 927 00 10 800 926 00
Allowance for estimated future losses on
defaulted Title I notes 2 940 027 00 2 940 027 OO
Allowance for estimated future losses on
other notes receivable +13,434 00 +2,879 00 +10,555 00
Net adjustment of valuation allowances 98,680,878 00 17,260,083 00 54,610,069 00 877,173 00 28,933,553 00
Net income (or loss ) $138 202 170 88 _$192 947 252 77 $36 706 655 98 $3 909 381 94 421 947 807 85

ANALYSIS OF INSURANCE RESERVES AND BORROWINGS

DISTRIBUTION OF NET INCOME
Statutory Reserve (Participating Reserve Account)

Balance at beginning of period 120 105 799 77 115 958 787 68 4 147 012 09
Net income (or loss ) allocated for the perrcd®/ 26 908 551 76 22 999 169 82 3 909 381 94
Transfer from general surplus ac:ount 2 000 000 00 _2,000,000,00
Total participating reserve 149 014 351 53 138 957 957 50 10,056,324 03
Participations declared 7,793,170 14 3,793,171 42 3,999,998 72
Participations available 141,221,181 39 135,164,786 08 6,056,395 31
Participation held in escrow 4,619 37 4,619 37
Balance at end of period $141, 245,800 76 $135,164, 786 08 $6,081,014 68
Ingurance Reserve
Balance at beginming of period 1 451 185 739 74 1 224 219 559 55 208 468 311 58 21 576 089 76 3 078 221 15
Adjustments during the period (note b) 2 814 863 74 385 545 51 182 321 05 128 488 75 2 118 508 43
Net income (or loss ) for the period (note c) 111 293 619 12 169 948 082 95 36 706 655 98 2.000.000 00 21 947 807 85
Transfer to participating reserve account 2 000 000 00 2 3
Balance at end of period $T.557 664,495 17  $1,393,782,096 85 171,579,334 55  $19,447,601 01 -$27,144,537 43
1,557 664,495 12 220000 PR T Selaiahdel
Total reserves $1,698,910,295 88 $1,528,946,883 07 $M§g—2 $25,528,615 69 27,144,537 43
ota 1,698,910,293 oS¢ 22260, 20,00 =1 Ao dst oo
BORROWINGS FROM U S TREASURY
10 000 000 00 -
Balance at beginmmng of period Ztg ggg ggg gg 127 000 000 00 86 000 000 00
Borrowings during the pericd
d
Repamz:::ni:re:gezgeel;.e;e;ad $223,n00,000 00 $137,000,000_00 486,000,000 00
d borrowings at
TO(E.:; ng::‘:{?zdan € $1,‘321,910,295 88 $1,528,946,883 07 $£E7_9_—___ ,334 55 $§_—_—_ ,528,615 169 §582855!562 57

2hoes not include unfilled orders totaling $607 355 82
Comprised of the following adjustments applicable to prior years

66 2 098 623 41
3 009 526 74 401 761 31 382 153 36 126 988
> i::l::ieie::(: ::gz:zzz 15 815 80 5 569 31 1 500 09 19 885 02
3 Fee apprarsal expenses 400 00 400 00
4  Allowance for estimated future losses on
purchase money mortgages 194,263 00 194,263 00
-$2,814,863 74 -$385,545 51 $182,321 05 $128,488 75 _$2,118,508 43

CThe net 1ncome was distributed to the statutory andfor the insurance reserve by the Assistsent Secretary Commissioner, HUD FHA under
authority of sections 205 snd 213 of the National Housing Act

BEST DOCUMENT AVAILABLE



SOURCE OF FUNDS
Funds provided by operations
Income

Fees

Insurance premiums

Interest on U § Government se-
curities

Profit or loss (-) on sale of investments
Dividends received on stock held in

rentel and comperative housing
corporations
Interest on mortgage notes
Interest and other income on
defaulted Title I notes
Income or expense{ } on settled
properties
Miscellaneous income

Total income

Realization of assets

Proceeds from sale of properties

Recoveries on assigned notes

Recoveries on defaulted Title I
notes

Proceeds from sale of purchase
money mortgages

Collections of princapel on pur
chese money mortgages

Redemption or transfer of stock
in rental and cosperative hous-
ing corporations

Proceeds and/or trade-in allow
ance on furniture and equipment
sold

Total realization of assets

Total funds provided by
coperations

Funds provided by financing
Debentures lssued

U 5 securities redeemed, sold and/or

transferred {par)
Princapal collections on Defense
Family Housing securities

Borrowangs from U S Treasury

Total funds provided by
fananeing

Tobal somce of funds

FEDERAL HOUSING

ADMINISTRATION

COMBINED STATEMENT OF SOURCE AND APPLICATION OF FUNDS

FOR THE FISCAL YEAR ENDED JUNE 30, 1971

Ccoperative
Mutual Management Special Salaries
;{ortgage General Housing ~ Risk and
nsurance Insuran I
Conbined Fun Fund " Fond T *ena
$71,610,280 61 $35,979,899 50  $21,834,154 86 $79,034 05 17,192 2
364,223,767 75 256,8h1:7h1 02 78:733:321 37 h,032i10h 82 %ﬁ:;lg:GgO 53
64,627,971 59 63,164,849 61 1,463,121 -
27,53k 3b R e 23 - :
1,360 00 - 1,360.00
682,02k 7L 430,460 36 132,806 81 - 118,757 54 -
880 189 87 - 880 189 87 - - -
182,493 86 179,593 9N 40,869,83 - 88
38,926 86 4,585 62 3&’,297'146 43 78 37’969-
502,174,549 59 356,601,130 02 101,657,000 20 5,601,838 97 38,314,580 4o
301,726,144 24 212,175,155 07 72,961,376 98 -
6,569,608 78 k31,522 79 6,087,507 61 45,946 58 16’583125 @ N
5,723,023 2L - 5,723,023 24 -
16,890,029 17 12,893,075 00 4, h73,h04 17 - 523,550 00
8,406,656 81 604,045 k2 7,781,857 95 1h,003 bh -150 00 -
11,000 00 - 11,000 00 - -
1,265,080 53 -
N =2 \ d 1,265,080 53
340,591,542 22
591,542 77 5,104,698 28 97,044,169 95 59,950 02 17,117,643 99 1,265,080 53

$842,766,092 36

$581,705,828 30

$198,701,170 15

45,661,788 99

$55,432,224 39

$1,265,080 53

35,243,600 00

- 34,338,650 0O 904,950 00 -
280,742,250 00 265,472 750 00 1,269,500 00 14,000,000 00 _ )
304,093 8¢ 304,093 87 - )
213,000,000 00 - 127,000,000 00 - 86,000,000 00 i
—_——
529,289,943 87 265,472,750 00 162 918,243 87 11,904,950 00 86,000,000 00
$,3972,056,036 23 $847,278,578.30  $361,613,418 02 $20,566,738 99 $a41,h32,22 39 1,265 080 53

This statement 1s based on a combined statement of source and application of funds submitted by FHA to the Treasury Department in accordance with

Treasury Department Circular No

*Includes the following charges for which cash is not expended

Depreciation on furniture and equipment
Yoss on disposel of furniture and eguipment

$462,387 87

23,235 52
5,623
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CATION OF FUNDS
unds applied to operations
Expenses
Salaries and expenses
Cherges to insurance funds
for salaries and ex-
yenses
Interest on borrowings
from U S Treasury
Interest on debenture ob-~
ligations
Dascount on sale of
Secretary-held mortgages
Fee appraisal expense
Fee inspection expense

Fee mortgage credit expense
Miscellaneous expense

Totel expenses

Acquisition of assets
Real property acquired
including net cepi-
talized expenses
Assigned notes acquired
including net capatal-
ized expenses
Defaulted Title I notes
acquired
Acquigsition of furnmiture
and equxpment
Purchase of stock in rental
and cooperative housing
corporations

Total acqmasition of
assets

Mutugl participations

Increase or decrease (-) in
working capital applicable
to operations

Adjustments of prior year s
expenses

Total funds applied to
operations

unds applied to fanancing
Debentures redeemed
U $ securities acquared (par)
Increase or decrease(-) in
working cepital epplicable
to financing

Total funds applied
to financing

Total application of funds

SCHEDULE 5

Cooperative
Mutual Management Special Salaries
Mortgage General Housing Risk and
Insurance Insurence Insurance Insurance Expenses
Combined Fund Fund Fund Fund Fund
$ 138 150 683 66 $ $ $ $ $ 138 150 683 66
78 083 184 39 37 623 692 86 266 089 98 22 663 339 89 138 636 307 12%
4 882 673 70 2 972 817 83 1 909 855 87 -
21 414 259 44 434 787 18 20 284 223 11 695 249 15
461 718 79 327 558 00 120 509 54 13 651 25
5 427 280 00 4 611 450 0O 721 340 Q0 94 490 GO
1,591 655 50 1 120 580 50 172 535 00 298 540 00
2915 00 915 00
252,600 86 80,349 32 49,111 15 10 35 123,130 04 -
L3
172,181,786 95 84 658,824 39 61,944,229 49 961,349 48 25,103,007 05 485,623 46
566 989 600 51 344 592 390 21 137 B96 986 63 105 264 53 84 394 959 14
152 982 676 11 2 208 726 94 112 934 061 14 356 560 72 37 483 327 31
14 463 036 71 14 463 036 71 -
290 460 75 290 460 75
100 _00 100 00 -
734 725 874 08 346 801 117 15 265,294,184 48 461,825 25 121,878,286 45 290,460 75
7,768 550 77 3 793 171 42 3,975 379 35
76 682,708 01 2,169,007 67 36,824,998 22 16,094 36 17,095,301 55 24,947,510 27
400 00 385,545 51 376,584 05 128,488 75 2,118,508 43 3,009,526 74
837 993 103 79 437,807,666 14 290,789,999 80 5,543,137 19 132,004,500 38 28,152,199 72
65 578 550 00 4 349 000 00 60 926 700 00 302 850 00
409 478 250 00 391 983 000 00 2 543 250 00 14 952 000 00
59,006,132 44 13,038,912 16 7,353,464 22 231,248 20 9,427,724 01 29,417,280 25
534,062,932 44 409,370,912 16 70,823,414 22 15,023,601 80 9,427,724 01 29,417,280 25

$1,372,056,036 23

$847,178,578

30 $361,613,hk 02

$20,566,738 99

ﬂhl,h32,22h 39

$1,265,080 53

BEST DOCUMENT AVAILABLE
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NOTES TO COMBINED BALANCE SHEETS

JURE 30, 1971 AND 1970

1l TInvestments include debentures of FHA Insurance Funds in the amount of
$66 626,900 00 and GNMA particaipation certificates in the amount of
$133,427,945 02 at June 30, 1971 and $69,79%,650 00 of FHA debentures
at June 30, 1970, purchased as an investment by the Mutual Mortgage «-
Insurance Fund

2 The following items are not recorded in the assets
a  Properties and notes tendered by mortgagees but not accepted by
FHA in the amount of $33,692,598 39 at June 30, 1971 and
$21,359,400 18 at June 30, 1970

b  Accrued interest receivable--collection doubtful--on defaulted
Title I notes at June 30, 1971 and 1970

1971 1970
On notes with principal balences $9,941,190 02 49,569,371 92
Prancapal balence paid-interest due 906,198 6k 1,163,612 17
Total $10,847,388 66 $10,732,984 09

3 The following items are not recorded in the lisbilities

a Unfilled orders in the amount of $688,516 27 ($81,160 45 furniture
and equipment and $607,355 82 operating expenses) at June 30, 1971,
$1,512,823 98 ($315,683 62 furniture and equipment and $1,197,140 36
operating expenses) at June 30, 1970

b Unfilled orders and incompleted portion of contracts for property
repairs in the amount of $13,142,723 23 at June 30, 1971, and
$9,936,504 91 for incompleted portion of contracts for property repairs
at June 30, 1970

¢ Contingent liability with respect to pending lawsuits in the amount of
$249,532 75 at June 30, 1971, and $290,860 94 at June 30, 1970

d  Pending claims on properties and notes tendered by mortgegees but not
accepted by FHA in the amount of $33,692,598 39 at June 30, 1971, and
$21,359,400 18 at June 30, 1970

e Certaficates of claim relating to properties and notes tendered by
mortgagees but not accepted by FHA in the amount of $505,377 98 at
June 30, 1971 and $193,571 15 at June 30, 1970

£ Certificates of claim relating to acquired security on hand of
$14,299,b41 59 at June 30, 1971, and $14,937,084 96 at June 30, 1970

4 The amount shown as "Borrowings from U S Treasury' represents $137,000,000
advanced to the General Insuzance Fund and $86,000,000 advanced to the Special
Risk Insurance Fund on authorized notes to U S Treasury of $200,000,000 and
$1.00,000,000, respectively

5 Residual of Reserves 18 equity of the Government upon the liquidetion of all
claams and settlement of contiactual obligations

6 The maximum laabilaity for outstanding FHA insurance contracts in force at
June 30, 1971 and 1970 was

1971 1970

Mortgege Insurance Programs $76,831,198,764 $67,202,162,115
Modernization and Improvement

Programs (Title T, section 2) 383,185,914 392,128,685

Total $77,214,384,678 $67,594,290,800

7 The liabilaties shown for the Deposits held for mortgagors and lessees" 15 net
of escrow advances by FHA in the amount of $813,577 21 at June 30, 1971, and
$415,591 41 at June 30, 1970

8 At June 30, 1971 the FHA transferred to the Departmental Administrative Operations
Fund net furniture and equipment in the emount of $3,016,051 T4 (Cost $8,901,150 61,
less accumulated depreciation of $5,885,008 87)

FHA in special circumstances would be indemnified against loss on certain insured
mortgages and assigned mortgege notes up to $901,579 77 at June 30, 1971 and
$952,674 35 at June 30, 1970
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PRINCIPAL OFFICIALS OF THE

APPENDIX I

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

AND THE FEDERAL HOUSING ADMINISTRATION

RESPONSIBLE FOR THE ACTIVITIES

DISCUSSED IN THIS REPORT

SECRETARY:
George W. Romney

ASSISTANT SECRETARY-COMMISSIONER:
Eugene A. Gulledge

ASSISTANT COMMISSIONER FOR
ADMINISTRATION:
Horace B. Bazan

ASSTSTANT COMMISSIONER-
COMPTROLLER.
Albert E. Hampton
Woodward Kingman (acting)

US. GAO Wash DC 39

Tenure of office

From

Jan.

Oct.

Jan.

Feb.
Apr.

1969

1969

1956

1971
1970

To

Present

Present

Present

Present
Jan. 1971
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Copies of this report are available from the
U S General Accounting Office, Room 6417
441 G Street, N W , Washington, D C , 20548

Coples are provided without charge to Mem-
bers of Congress, congressional committee
staff members Government officials, members
of the press, college libraries, faculty mem-
bers and students The price to the general
public i1s $1 00 a copy Orders should be ac-
companted by cash or check






