DEPARTMENT OF HOUSI NG AND URBAN DEVELOPNMENT
OFFI CE OF FEDERAL HOUSI NG ENTERPRI SE OVERSI GHT
Sal ari es and Expenses

The Federal Housing Enterprises Financial Safety and Soundness Act of 1992, [P. L. 102-550
Section 1313(a)], Title X1l of the Housing and Community Devel opment Act of 1992 (1992 Act)
established the Ofice of Federal Housing Enterprise Oversight (OFHEO as an independent office
in the Departnment of Housing and Urban Devel opment (HUD). The Act requires OFHEO to develop a
stress test to determne risk-based capital requirements and to conduct other research and
financial analysis necessary for effective regulatory oversight of the two |argest government
sponsored enterprises (GSEs)--Fannie Mae and Freddie Mac. OFHEO is also required by statute to
conduct annual exam nations of Fannie Mae and Freddie Mac to determine the condition of each
Enterprise for the purpose of ensuring their financial safety and soundness

OFHEO s M ssi on Stat enent

OFHEO pronot es housi ng and a strong econony by ensuring the safety and soundness of Fannie Mae
and Freddie Mac and fostering the strength and vitality of the nation’s housing finance system

OFHEO s fiscal year 2002 Budget Request is essential for the Ofice to be able to neet its
congressionally nmandated m ssion of ensuring the financial safety and soundness of Fannie Mae and
Freddie Mac. The scope and conplexity of the Enterprises’ activities continue to expand
dramatically, as has the range of risks enbedded in those activities. |In addition, the
Ent erpri ses have evol ved into technol ogy conpani es. They are using technology as a strategic
resource by devel opi ng and usi ng sophisticated risk-nmanagenent tools, automated underwiting and
cost control tools for their seller/servicers, and comunication and product delivery channels
using the Internet.

Since OFHEO s creation in 1993, the Enterprises have nore than doubled in size and have
fundanmentally altered their business mix. |In 1993, the Enterprises either held in their
portfolios or guaranteed through the issuance of MBS over $1.1 trillion in nortgages. O their
total nortgage business, about 21 percent were portfolio investments and 79 percent were
nor t gage- backed securities

Today, the Enterprises hold or guarantee over $2.3 trillion in nortgages. The Enterprises
changed their business strategy over the last few years in favor of rapidly increasing their
nortgage portfolio investnents. As a consequence, their nortgage portfolios now account for
about 44 percent of their total nortgage business. |In dollar terms, the Enterprises have
increased their nortgage portfolio holdings fromabout $246 billion in 1993 to over $1 trillion
today. This rapid expansion of their nortgage portfolios has been acconpanied by a simlar sized
increase in debt to finance this growth. Additionally, the Enterprises have exponentially
increased their use of derivatives froma notional value of around $70 billion in 1993 to
approxi mately $800 billion today to hel p manage the interest rate risk associated with nortgages
held in portfolio

At the sanme tine the Enterprises were expanding their market share, technol ogy has
dramatically transforned their business environnent and therefore their strategies to succeed in
this new environment. The devel opnent of autonated underwiting tools and the explosion in the
use of the Internet has created new business opportunities for the Enterprises as well as new
types of risk that they nmust manage. Advancenents in the understanding of nortgage credit risk
(credit scoring) have enabled the Enterprises to expand into new areas in the subprinme market.

APPROPRI ATI ON HI GHLI GHTS

Al t hough subject to the appropriations process, OFHEO is not funded with taxpayer dollars
Section 1316 of the 1992 Act authorizes the collection of annual assessnments from Fanni e Mae and
Freddie Mac to cover OFHEO s annual operating costs to the extent appropriated. The follow ng
tabl e sunmari zes the funding and staffing included in this request.
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BUDGET CURRENT I NCREASE +
ACTUAL ESTI MATE ESTI MATE ESTI MATE DECREASE -
2000 _ 2001 a/ 2001 2002 2002 vs 2001

(Dol l ars in Thousands)

From Appropriation:
Budget Authority (Assessed to

GSE'S) ... $19, 493 $25, 800 $22, 000 $27, 000 +$5, 000
Prior Year Recovery ......... bl $133 e $605 e -$605
Subtotal ................. ... $19, 626 $25, 800 $22, 605 $27, 000 +$4, 395
Total Obligations ............ $19, 616 $25, 800 $22, 605 $27, 000 +$4, 395
Unobl i gat ed Bal ance EOY ...... $10
Qutlays (net) ................ $17, 907 $25, 000 $22, 000 $26, 000 +$4, 000
Ful | -Time Equivalents ........ 87 118 111 116 +5

a/ Does not include the Amended Budget Request of $26, 770, 000

b/ The Ofice of Managenment and Budget (OVB) approved OFHEO s request to recover prior year
obligations for re-obligation during fiscal year 2000. OWB reapportioned $133,203 to
OFHEO as an increase in budgetary resources available to OFHEO during fiscal year 2000.
OFHEO has estimated that about $605,000 in prior year obligations will be recovered
during fiscal year 2001 and reapportioned by OMB to OFHEO for re-obligations in fisca
year 2001.

SUMVARY OF 2002 BUDGET REQUEST

The fiscal year 2002 Budget Request of $27, 000,000 represents a 23 percent increase fromthe
fiscal year 2001 Enacted Budget of $22,000,000. The bulk of the increase is $4 nmillion for a
capital acquisition to ensure that OFHEO has adequate computing resources to handle a grow ng
nunber of transactions that nmust be anal yzed to oversee the Enterprises. The $27 million Budget
Request decreased by $4 nmillion, which is for new conputer equipnent, is only $23 nillion, $1
mllion above the fiscal year 2001 enacted level. |t does not support an expansion of existing
prograns or additional initiatives. This request supports 116 full-time equival ent (FTE)
wor kyears, an increase of 5 FTEs over the current fiscal year 2001 plan. The estimated increase
in FTE is attributed to staggered hiring in fiscal year 2001 of positions that will be filled for
a full year in fiscal year 2002

This year’s request supports one major new initiative. The newinitiative is the purchase of
a |l arge-scal e server and conputer tape back-up facility to meet the current and future computing
needs of the Office. OFHEO s current conputer capacity is not sufficient to meet the increased
demands placed on it by the House Price Index (HPl), the stress test, exam nations, and research
without resulting in frequent system shutdowns and | ost productivity.

It is inperative that OFHEO be able to enhance its conputing environment in FY 2002 to
respond to chal l enges of evaluating data pertaining to the business operations of the tw |arge
Enterprises that OFHEO oversees. Presently, OFHEO does not have the conputing capacity to
support efficient workflow for exam nation, capital and policy staff functions. The insufficient
conputing environment requires mssion critical conmputing jobs to be staggered, reschedul ed, and
del ayed. In short, the current data volunme requires OFHEO to significantly update its computing
environment imediately rather than instituting this capability over several years. This
situation will only worsen over the next year as the stress test becomes fully operational and as
OFHEO obt ai ns additional |oan |evel data on FHA | oans and private sub-prime and junbo |loans. It
is inperative and tinely that the risks of these |oans are determined, whereby their risks can be
incorporated into the stress test. Furthernore, incrementally upgrading and installing
conmponents in phases is not cost effective as opposed to purchasing the server fully configured
whi ch OFHEO can presently purchase at a nore cost effective price. The purchase of the server
fully configured, would enhance the ability of OFHEO in neeting its current and projected needs
rather than in phases over an extended period of tinme.

An additional enhancenent, critical to OFHEO s conputing environnent, is the purchase of
addi ti onal data back-up resources to support the tinmely back-up and recovery of its current data
capacity inclusive of future growh. The back-up solution is a critical conmponent of OFHEO s I T
infrastructure, which protects the organi zation fromlosing pertinent information in the event of
a processing interruption or disaster scenario. An inadequate back-up and recovery methodol ogy
will create recurring data problens resulting in added costs to the organi zation, and could
critically inmpede OFHEO from conpleting its m ssion by delaying production work if it is unable
to recover froma processing interruption in a tinely nmanner
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The request also includes a small

woul d facilitate hosting neetings with industry and other external

informati on and exchange i deas.

Fundi ng
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Reception and Representation Fund of $1, 000.
st akehol ders to

The followi ng tabl e summari zes obligations for OFHEO by object class.

The fund
di ssem nat e

BUDGET CURRENT I NCREASE +
ACTUAL ESTI MATE ESTI MATE ESTI MATE DECREASE -
2000 a/ 2001 b/ 2001 c/ 2002 2002 vs 2001
(Dol lars in Thousands)
Personal Services ............. $10, 818 $14, 506 $15, 326 $16, 565 +$1, 239
Travel and Transportation O
Persons ........... .. ... .. $86 $294 $275 $302 +$27
Transportation OF Things ...... $17 $106 $56 $10 -$46
Rent, Communi cations, and
Uilities ......... ... ... ... $2, 322 $2,716 $2,074 $2, 537 +$463
Printing and Reproduction ..... $40 $238 $238 $232 -$6
O her Services ................ $4, 922 $6, 042 $3, 197 $2,634 - $563
Supplies and NMaterials ........ $167 $212 $235 $328 +$93
Furniture and Equi prent ....... $1, 244 $1, 686 $1, 204 $4, 392 +$3, 188
Total Qbligations ........... $19, 616 $25, 800 $22, 605 $27, 000 +$4, 395
al Actual obligations include a recovery of $133,203 of prior-year obligations.
b/ Does not include the Arended Budget Request of $26, 770, 000.
c/ Current estimate includes $605,000 anticipated recovery of prior year obligations in
fiscal year 2001.
1. CHANGES FROM ESTI MATES | NCLUDED | N 2001 BUDGET

The Enacted Budget was $3, 800,000 | ess than Budget Request of $25, 800, 000.
year had comrenced which meant that OFHEO had to do sone
contingency planning during the prior year in order to manage operations with flexibility to

was not enacted until after the fiscal

i mpl enent either the full

absor bi ng unpl anned changes to the budget
OFHEO does not have a reserve fund.

concentrated in personal services.
antici pated reduction by curtailing pl
budgeted in fiscal year 2001 to fiscal

docunent ati on proj ect,

Budget Request or a | ower anmount.

OFHEO s capability in

islimted. OFHEO is snmall,

anned spending in fiscal
year 2000.

payrol

procurenment and financi al

The budget

qui ckly

having its major expenses

OFHEO absor bed t he
year 2000 and advancing sone itens
OFHEO cut funding for specific projects:
devel opment of a prototype of a proposed exam ner workstation application,
an integrated human resources,

t he
the SAMS project, a
system

At the sane tine, OFHEO was able to scal e back expenses by al so reducing reliance on contractor

services through hiring additional
for re-obligation in fiscal

staff.
year 2001.

2. ANALYSI S OF | NCREASES AND DECREASES
CURRENT
ESTI MATE ESTI MATE
_ 2001 2002__
(Dol l'ars in thousands)
Prior-year obligations...................... $19, 616 $22, 605
Estinates for personal services............. +4, 508 +1, 239
Change to travel costs...................... +189 +27
Change to transportation of things.......... +39 -46
Change to rent, conmunications and utilities -248 +463
Change to printing and reproduction......... +198 -6
Change to other services.................... -1,725 -563
Change to supplies and materials............ +68 +93
Change to furniture and equipnent........... -40 +3, 188
Total Qoligations................. $22, 605 $27, 000

OFHEO al so plans to recover $605,000 fromprior years

o3
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EXPLANATI ON BY OBJECT CLASS

Personal Services. OFHEO s fiscal year 2002 budget seeks funding to naintain a staffing
level sufficient to ensure that the Ofice has the capacity to fulfill its safety and soundness
m ssion of regulating Fannie Mae and Freddie Mac. The Budget Request would enable OFHEO to
increase staffing fromthe 111 FTE estimated in fiscal year 2001 to 116 FTE by the end of fiscal
year 2002. The bulk of the workyears increase will bolster OFHEO s capacity in critical m ssion-
rel ated areas.

Travel . OFHEO is requesting an increase of $27,000 in travel over the current year
estimate. This increase represents examner certification-related travel as well as the inpact
of the increase in planned workyears. |In addition, the fiscal year 2002 request supports travel

associ ated with increasing external conmmunication requirements on regulatory matters. The fiscal
year 2002 Budget Request supports continued participation of OFHEO staff in professional

sem nars, neetings, and joint training projects with other financial regulators which benefit

m ssion-rel ated work and support activities.

Transportation of Things. OFHEO is requesting a decrease of $46,000 in this object class.
This reflects no growh in staffing and the elimnation of relocation during fiscal year 2002.

Rent, Communications and Utilities. The fiscal year 2001 Budget Request of $2,537, 000
includes full year funding for existing space, utilities, and communications. The $463, 000
increase fromfiscal year 2001 primarily represents additional space |eased to house OFHEO
enpl oyees and the | arge-scal e conputer system It also includes a snall increase in rent
provided for in the |ease.

Printing and Reproduction. OFHEO believes that printing costs will go down by $6, 000, from
the fiscal year 2001 estimate. This object class supports the printing and producti on of OFHEO s
Annual Report, technical and anal ytical reports, and various OFHEO regul ations.

G her Services. The fiscal year 2002 budget requests $2, 634,000 for other services, a
decrease of $563,000 fromthe prior year. The decrease in fiscal year 2002 reflects no new
initiatives and marks the conpletion of testing the Financial Sinulation Mdel (FSM during
fiscal year 2001. OFHEO is required by law to prohibit excessive executive conpensation at the
Enterprises, and OFHEO s strategic plan calls for a conprehensive conpensation study to be done
every five years. Qur last study was conducted on 1996 conpensation data. OFHEO i s requesting
funding to conduct a conprehensive study of the Enterprises conpensation to their senior
executi ves.

The Budget Request continues to fund adm nistrative support systenms and services through
I nteragency Agreenments with other Federal agencies, contract services for information systens and
speci al i zed support services, and training for OFHEO enpl oyees.

Supplies and Materials. The fiscal year 2002 Budget Request reflects a $93,000 increase in
supplies and materials. This reflects the cost of office supplies for a full conplenent of
staff, as well as, subscriptions, computer supplies, fax supplies and copier supplies. It also
represents the marginal costs associated with the additional workyears planned for fiscal year
2002.

Furniture and Equi pnent. The fiscal year 2002 budget requests $4,392,000 for furniture and
equi pment. The lion’s share of this request, $4 mllion, supports the procurenent of a new
| arge-scal e server and tape back-up storage facility to neet the current and future conputing
needs of the Ofice. Qur current conputer systemcan no |onger adequately support our mnission
critical activities. The current systemis not capable of processing nmultiple activities and
processing failures are becom ng nore commonpl ace as the systemis being used beyond its
recommended capacity. The new systemwi ||l also be able to efficiently nmeet the future conputing
needs of the Ofice, consistent with OFHEO s |Informati on Technol ogy Plan. The bal ance of the
request, $392,000, will be used to continue existing software |icenses and nui ntenance
agreenments, as well as, repair and replace broken or obsol ete office equi pment.

PROGRAM DESCRI PTI ON

1. SCOPE OF ACTIVITY

OFHEO functions as an i ndependent office within HUD, responsible for regulation of
Fanni e Mae and Freddie Mac in matters of capital adequacy and financial safety and soundness.
The Ofice is headed by the Director who is appointed by the President for a 5-year termand is
responsi ble for the overall operation of OFHEQ

The Act requires OFHEO to devel op and support a stress test to determ ne risk-based
capital requirements and to conduct other research and financial analysis necessary for effective
regul atory oversight of the GSEs. OFHEO is also required by statute to conduct annual
exam nations of Fannie Mae and Freddie Mac to determ ne the condition of each Enterprise for the
purpose of ensuring their financial safety and soundness. The exam nations are designed to
identify the overall risks in the business activities of the Enterprises, and to deternmne if
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those risks are being prudently nanaged, controlled, and nonitored. Additional special
exam nations may be conducted as necessary, as determined by the Director.

2. WORKLOAD

A

2000 Acconplishnents
Fol  owi ng are specific acconplishnents during 2000:

RULENMAKI NG

cl osed the extended comrent period for the risk-based capital regul ation;

publ i shed notice soliciting reply conments on comments received on the two
notices of proposed on risk-based capital regulation (NPRL and NPR2);

revi ewed and anal yzed all coments on risk-based capital, including reply
comrents, and nmade policy decisions to be inplenmented in the final regul ation;

publ i shed proposed and final regulations inplenenting the Electronic FOA
Anmendnment s Act;

publ i shed the final regulation establishing the Rules of Practice and Procedure
related to the conduct of enforcement actions;

publ i shed proposed and final regulations inplenenting the Equal Access to
Justice Act;

publ i shed final rule amendi ng OFHEO s organi zati on and function regul ati on; and

publ i shed notice of regulatory project to ensure the adoption of witten m ninmm
saf ety and soundness standards and procedures for the Enterprises.

RESEARCH AND POLI CY ANALYSI S

classified each of the Enterprises as “adequately capitalized” each quarter
appl ying regul atory m ni mum capi tal standards;

continued quarterly publication of OFHEO s House Price |Index, documenting
changes in home prices for the nation, each state and the nine census regions,
and expanded coverage to include nost nmetropolitan areas;

made a full and conplete Report to Congress on OFHEO s activities and the
condition of the Enterprises on June 15, 2000;

responded to inquiries regarding the technical aspects of the proposed stress
test and conpleted and posted technical analysis naterials on OFHEO s web site
before the close of the comrent period in March, 2000;

devel oped the Ri sk-Based Capital (RBC) Report, which uses a call report fornmat
to detail the technical specifications for Enterprise data submissions for the
stress test;

conpl et ed necessary anal ysis and adaptati on of the stress test, including
revising relevant software, to support the evaluation of alternatives necessary
to conplete a final rule;

researched and anal yzed new ri sks and ri sk-neasurenent technol ogi es as suggested
by public comments to support analysis for decisions on the final rule;

continued to evaluate risks posed by new Enterprise activities; and

continued to nmonitor changes to the conparability of executive conpensati on and
the reasonabl eness of any term nation packages at the Enterprises.

EXAM NATI ON AND OVERSI GHT

conpleted the CY 1999 and initiated the CY 2000 annual continuous risk-based
exam nations of the Enterprises to ensure a conprehensive, ongoing assessnent of
saf ety and soundness;
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comuni cated the results and concl usions of the CY 1999 exam nations to the
Enterprises, their Boards of Directors and to the Congress;

mai nt ai ned the surveillance and nonitoring prograns to anal yze risk exposures
and ensure a conprehensive and tinmely assessnent of the safety and soundness of
the Enterprises;

hosted and participated in joint nmeetings of the GSE Examination Council to
foster communications anpong federal agencies that supervise governnent sponsored
enterprises; and

partici pated i n professional devel opnent and joint training projects with other
federal financial regulatory agencies to maintain and enhance exam ners’
expertise and to stay abreast of best practices in exam nation.

OFHEO | NFRASTRUCTURE

received an unqualified (clean) audit opinion on OFHEO s fiscal year 1999
financial report;

created the Ofice of Information Technol ogy to coordi nate OFHEO s heavy
reliance on technol ogy;

constructed the Data Warehouse which stores current and historical data in a
manner that allows for flexible data retrieval and anal ysis;

verified OFHEO s systens and cross-servicing providers as Year 2000 conpliant,
devel oped and i npl emented conti ngency plans, and nonitored internal systens and
external connections during the mllenniumdate transition;

upgraded OFHEO s network firewalls and ensured that its systens will be
nmonitored 24 hours a day for suspicious or unauthorized activity; and

upgraded OFHEO s network and I T infrastructure to provi de enhanced capacity and
per f or mance.

B. 2001 Plan

OFHEO has identified the follow ng objectives for conpletion in 2001:

RULENMAKI NG

publish final risk-based capital regulation;

publ i sh OFHEO policy statenment on mini num safety and soundness standards for the
Ent er pri ses;

publish final regulation reorgani zing and renunbering OFHEO regul ations to
accommodat e anti ci pated expansi on of regulatory infrastructure;

publish final regulation making inflation adjustnment for civil noney penalty
provi sions of Rules of Practice and Procedure regul ation;

publ i sh proposed and final regulations to clarify policies and procedures for
cal cul ating and coll ecting annual assessment from Enterprises;

publ i sh proposed and final regulations inplenenting the Rehabilitation Act;

publ i sh proposed and final anmendnent to Rules of Practice and Procedure
regul ation related to enforcenent sanctions;

publ i sh proposed anendnments to m ni mum capital regulation to accommopdat e changes
in Generally Accepted Accounting Principles, to clarify reporting requirenents
and procedures, and to make supervisory nonitoring of mnimmcapital nore
transparent;

publ i sh proposed regulation to i nplenment the pronpt corrective action provisions
of the 1992 Act and to provide for early supervisory intervention;

publish final regulations clarifying m nimm standards affecting corporate
governance and internal controls of the Enterprises;
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publ i sh proposed regulation to clarify policies and procedures affecting review
and approval of executive conpensation and term nation of benefits for
Enterprise executive officers; and

publish policy statenment related to periodic review of regulations.

RESEARCH AND POLI CY ANALYSI S

continue quarterly classification of the capital adequacy of the Enterprises,
appl ying regul atory m ni mum capi tal standards;

continue quarterly publication of OFHEO s House Price |ndex, documenting changes
in hone prices for the nation, each state, the nine census regions, and
nmetropol i tan areas;

make a full and conplete Report to Congress on OFHEO s activities and the
condition of the Enterprises by June 15, 2001;

continue to eval uate new prograns proposed by either Enterprise to deternmine if
they could risk significant deterioration of the financial condition of that
Enterpri se;

conpl et e i ndependent validation and verification of the Financial Sinulation
Model and its code;

conpl ete the RBC Report specifications for the Enterprises’ data subm ssion for
the risk-based capital calcul ations;

once the regulation is final, provide the Enterprises and the public with the
code to run the stress test;

create an anal ytical framework for and begin analysis of Financial Simulation
Model results to informthe Director of risks, trends and energing i ssues
related to the financial condition of the Enterprises;

begi n research and anal ysis of evolving risk factors for eventual incorporation
in the stress test, including credit scoring and subprine | ending;

conduct a study of system c risks posed by the Enterprises;

conduct research into areas of nortgage, housing and securities markets to
better understand evol ving and potential future changes in Enterprise risks; and

continue to nmonitor changes to the conparability of executive conpensati on and
the reasonabl eness of any term nation packages at the Enterprises.

EXAM NATI ON AND OVERSI GHT

conplete the CY 2000 and initiate the CY 2001 annual continuous risk-based
exam nations of the Enterprises to ensure a conprehensive, ongoing assessnent of
saf ety and soundness;

conmuni cate the results and concl usions of the CY 2000 exaninations to the
Enterprises, their Boards of Directors and to the Congress;

mai ntain the surveillance and nonitoring prograns to analyze risk exposures and
ensure a conprehensive and tinely assessnent of the safety and soundness of the
Enterpri ses;

host and participate in joint neetings of the GSE Exam nation Council to foster
communi cati ons anong federal agencies that supervise government sponsored
enterprises;

participate in professional devel opnent and joint training projects with other
federal financial regulatory agencies to maintain and enhance exam ners’
expertise and to stay abreast of best practices in exam nation; and

devel op conponent of exam nations programto review internal nodels at the
Ent er pri ses.

OFHEO | NFRASTRUCTURE
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continue to develop, inplenment and inprove adm nistrative and information
systens and policies to support OFHEO s activities using the principles of the
Governnment Performance and Results Act, the Governnent Managenent Reform Act,
the Information Technol ogy Managenent Reform Act and the CGovernment | nformation
Security Reform Act;

continue to seek independent audit of OFHEO s financial statenment and inplenent
applicabl e audit recommendations fromthe prior year;

seek independent audit of OFHEO s information security program as nandated by
the Governnent Information Security Reform Act;

conpl ete OFHEO s five-year Information Technol ogy Pl an; and

install hardware and software upgrades to the OFHEO i nformati on technol ogy
infrastructure to support migration to a high-speed network.

B. 2002 Coals

OFHEO has identified the follow ng objectives for conpletion in 2002:

RULENMAKI NG

publish final amendnents to mininmumcapital regulation to acconmpdate changes in
General |y Accepted Accounting Principles, to clarify reporting requirenents and
procedures, and to nmake supervisory nonitoring of mninmumcapital nore
transparent;

publish final regulations to inplement the pronpt corrective action provisions
of the 1992 Act and to provide for early regulatory intervention;

publish final regulations clarifying mninmmstandards affecting corporate
governance and internal controls of the Enterprises;

publish final regulation clarifying policies and procedures affecting review and
approval of executive conpensation and term nation of benefits for Enterprise
executive officers;

publ i sh ANPR and proposed regul ati on affecting financial disclosures and
reporting requirenments for Enterprises;

publ i sh proposed regul ation setting mni numstandards for information systens
and technol ogy policies and practices of the Enterprises;

publ i sh proposed flood insurance regul ati ons;

publ i sh proposed regulation to clarify regulatory safety and soundness policies
and restrictions affecting permssible activities and investnents of
Enterprises; and

revise risk-based capital regulation, if needed, to incorporate new products and
i mprovenents in risk neasurenent and any alterations of |egal standards or
regul ati ons.

RESEARCH AND POLI CY ANALYSI S

continue quarterly classification of the capital adequacy of the Enterprises,
appl ying regul atory m ni mum capi tal standards;

calculate capital levels quarterly with the risk-based capital stress test and
analyze the results to facilitate the Enterprises’ transition to the risk-based
capital regulatory regine;

a year after the risk-based capital rule has been published in final, begin
quarterly classification of capital adequacy using the risk-based capital
st andar d;

continue quarterly publication of OFHEO s House Price |ndex, documenting changes
in hone prices for the nation, each State, the nine census regions, and
netropol i tan areas;

make a full and conplete Report to Congress on OFHEO s activities and the
condition of the Enterprises by June 15, 2002;
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continue to eval uate new prograns proposed by either Enterprise to deternmne if
they could risk significant deterioration of the financial condition of that
Enterpri se;

devel op and incorporate into the Financial Simulation Mdel appropriate stress
test treatments for new Enterprise activities;

improve the Financial Sinulation Mdel based on OFHEO s research results and
emer gi ng devel oprments affecting the Enterprises;

continue to analyze the risks of the Enterprises and inprove anal ytic capacity
using the Financial Simulation Mddel and other analytical tools;

research and anal yze new ri sk-neasurenent technol ogies for future incorporation
in the stress test;

conduct research into areas of nortgage, housing and securities markets to
better understand evol ving and potential future changes in Enterprise risks; and

conduct a study of the conparability of the executive conpensation at the
Enterprises with conpensation at peer organizations.

EXAM NATI ON AND OVERSI GHT

conplete the CY 2001 and initiate the CY 2002 annual continuous risk-based
exam nations of the Enterprises to ensure a conprehensive, ongoing assessnent of
saf ety and soundness;

conmuni cate the results and concl usions of the CY 2001 exanmi nations to the
Enterprises, their Boards of Directors and to the Congress;

mai ntain the surveillance and nonitoring prograns to analyze risk exposures and
ensure a conprehensive and tinely assessnent of the safety and soundness of the
Enterpri ses;

host and participate in joint neetings of the GSE Exam nation Council to foster
communi cati ons anong federal agencies that supervise government sponsored
enterprises; and

participate in professional developnent and joint training projects with other
federal financial regulatory agencies to maintain and enhance exam ners’
expertise and to stay abreast of best practices in exam nation.

OFHEO | NFRASTRUCTURE

purchase and install |arge-scale server to ensure that OFHEO can produce the
quarterly risk-based capital calculations, quarterly House Price Index, and
exam nation and research projects tinely;

purchase and install tape back-up solution to archive stress test runs involving
| arge anpbunt of data and cal cul ati ons;

continue to devel op, inplenment and inprove adm nistrative and information
systens and policies to support OFHEO s activities using the principles of the
Governnment Performance and Results Act, the Governnent Managenent Reform Act,
the Information Technol ogy Managenent Reform Act and the CGovernment | nformation
Security Reform Act;

continue to seek independent audit of OFHEO s financial statenment and inplenent
applicabl e audit recommendations fromthe prior year;

continue to seek independent audit of OFHEO s information security program as
mandat ed by the Governnent |nformation Security Reform Act, and inplenent
applicabl e audit recomendations fromthe prior year; and

continue to inprove the reliability and availability of the conputer resources
that support the regulatory infrastructure.
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3. SUMVARY OF STAFFI NG REQUI REMENTS

Al'l personnel in this office are assigned to Headquarters. OFHEO has no field offices.
The FTE is as fol |l ows:

CURRENT | NCREASE +
ACTUAL ESTI MATE  ESTI MATE DECREASE -
2000 2001 2002 2001 vs. 2002
Full-time equivalent .................. 87 111 116 5

010



