DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT

GOVERNMENT NATI ONAL MORTGAGE ASSOCI ATI ON

GUARANTEES OF MORTGAGE- BACKED SECURI Tl ES

PROGRAM HI GHLI GHTS

| NCREASE +
ACTUAL ENACTED ESTI MATE DECREASE -
2001 2002 2003 2003 vs 2002
(Dol lars in Thousands)

Single-Class MBS

Commi t ment s:
Limtation .................... $200, 000, 000

Carryover

$200, 000, 000
$161, 656, 787
$38, 343, 213

Subtotal .......... . ... ... ..
Unconmmitted Limtation Carryover
Cuar ant ees:

| ssued in Year $153, 797, 628

$200, 000, 000
$38, 343, 213
$238, 343, 213
$238, 343, 213

$120, 000, 000

Qut standi ng, End of Year ........ $604, 442, 361 $627, 741, 604
Guarantee Fees .................. $382, 945 $382, 436
Advances to lnvestors ........... $98, 567 $107, 992
Default Expenses ................ $808 $818
MULTI CLASS

Guar ant ees:

Issued in Year ................ $67, 422, 000 $73, 650, 000
Qut st andi ng, End of Year ........ $165, 625, 846 $197, 504, 846
Guarantee Fees .................. $18, 445 $20, 964
Budget Authority (Program

Budget Authority: (Appropriation
for Adm nistrative Expenses) $9, 362 $9, 383
Reserve for Retiree Costs ...... e e
Subtotal ............ ... ..... $9, 362 $9, 383
Qutlays (Program
Qutlays ... $9, 362 $9, 383
Reserve for Retiree Costs ...... e e
Subtotal ............ ... . ..... $9, 362 $9, 383
Li qui dating Account:
Budget Authority (net) .........
Qutlays ... - $365, 056 - $378, 067
Fi nanci ng Account
Budget Authority (net) .........
Net Disbursenents ............... -$78, 786 -$10, 682
Reserve Recei pt Account:
Payment to Reserve Recei pt
Account ... $346, 544 $389, 017
a/ Beginning in fiscal year 2003, the Budget

shifting the cost for
to affected program accounts.

benefits accrued to the Federal

$200, 000, 000
$200, 000, 000
$200, 000, 000

$120, 000, 000
$675, 560, 606
$398, 238
$108, 051
$925

$80, 925, 000
$232, 480, 846
$21, 094

$10, 343

$418 al_

$10, 761

$10, 343

$418 al_

$10, 761

-$376, 519

-$44, 001

$387, 639

- $38, 343, 213
- $38, 343, 213

+$47, 819, 002
+$15, 802
+$59

+$107

+$7, 275, 000
+$34, 976, 000
+$130

+$960

+$418

+$1, 378

+$960

+$418

+$1, 378

+$1, 548

-$33, 319

-$1,378

presents the ampunts associated with
retirees fromcentral

accounts



Guar ant ees Mortgage- Backed Securities
SUMVARY OF BUDGET ESTI MATES

A. Current Business

The Government National Mortgage Association (G nnie Mae) Budget proposes a
limtation on new comm tnents for single-class nortgage-backed securities (MBS) of $200
billion for fiscal year 2003. This request is based on FHA and VA esti mates of nortgage
insurance and guarantee activity. G nnie Mae has estimted that, of the $398.4 million
in net receipts (not obligated to cover expenses) fromthe financing account, $387.6
mllion be transferred to its reserve recei pt account and an appropriation of $10.8
mllion is proposed to fund sal aries and expenses in fiscal year 2003, including $418, 000
for the Adm nistration’s retirenment costs proposal

In fiscal year 2003, it is estimated that $80.9 billion of Milticlass securities
will be guaranteed. Since all G nnie Mae guaranteed Milticlass securities are based on
and backed by nortgage-backed securities issued pursuant to comm tnent authority,
separate conm tnment authority will not be required for the Miulticlass securities

B. Administration Legislative Proposal. The President’s 2003 Budget corrects a

| ong- st andi ng understatenent of the true cost of the Civil Service Retirement System
(CSRS) and the Federal Health Benefits Program (FEHB). For sonme tine, the accruing
charge of CSRS and all retiree health benefits has been charged to central accounts
Begi nning in fiscal year 2003, the Departnment’s request reflects the shifting of these
costs fromcentral accounts to the Department. The $418, 000 represents the rel ated
charges for G nnie Mae in 2003

PROGRAM DESCRI PTI ON AND ACTIVITY

The Governnent National Mortgage Association (G nnie Mae) Programt The G nnie Me
nort gage- backed securities programis authorized by Title Ill of the National Housing
Act, as anended, P.L. 73-479, codified at 12 U.S.C. 1716 et seq. Gnnie Mae is a wholly
owned instrumentality of the United States within the Department of Housing and Urban
Devel opment; authorized by Section 306(g) of the National Housing Act to facilitate the
financing of residential nortgage | oans insured or guaranteed by the Federal Housing
Admi ni stration (FHA), the Departnent of Veterans Affairs (VA) and the Rural Housing
Service (RHS), or guaranteed by the Secretary of Housing and Urban Devel opnent under
Section 184 of the Housing and Community Devel opment Act of 1992 and adm nistered by the
Office of Public and Indian Housing (PIH). G nnie Mae's guaranty of MBS is backed by the
full faith and credit of the United States. Funds available to nortgagees to lend to
borrowers are provided through investments in long-term securities guaranteed by G nnie
Mae that are backed by pools of such nortgages. The investnent proceeds are used in turn
to finance additional nortgage |oans

G nnie Mae currently guarantees nodified "pass-through" type securities. Mdified
pass-through securities provide paynent to registered holders of interest plus the
mont hly install nments of principal due on the pool ed nortgages, whether or not collected
pl us any additional principal collections

Separate pass-through prograns have been devel oped to finance single-famly homnes,
multifam |y projects and manufactured housing. G nnie Mae first issues a "conmtnment" to
the prospective securities issuer (mortgagee) indicating that the firmneets G nnie Mae's
eligibility requirements. After G nnie Mae issues the commtnent, the issuer can begin
to assenbl e nortgage pools and issue securities. Securities are issued with mninmm face
amounts of $25, 000 which have the sane aggregate face amount as the aggregate unpaid
bal ance of the pool ed nortgages and bear interest at the rate borne by the nortgages--
|l ess the anount of issuer servicing fees and G nnie Mae guarantee fees. G nnie Mae's
credit risk inthis programis limted by nortgage i nsurance provi ded by Governnment
agencies with respect to all pool ed | oans

Institutions that originate and service nortgages (such as nortgage conpanies
commerci al banks, savings banks, and savings and | oan associations) assenble pools of
nmort gages and i ssue securities backed by the pools

Investors in G nnie Mae securities include nortgage investors, pension and
retirement funds, life insurance conpani es and individuals
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Mul ticlass Securities Program In fiscal year 1994, G nnie Mae began guaranteeing
Real Estate Mortgage Investnment Conduit (REMC) and in fiscal year 1995 the G nnie Me
Pl ati num securities. A REMC security is backed by a pool or trust conposed of nortgages
or nortgage-backed securities (MBS). The REM C issuer issues certificates of interest to
investors and elects to be taxed under the REM C provisions of Federal tax |aw (Sections
860A t hrough 860G of the Internal Revenue Code of 1986). REMCs are multiple class
securities with different maturities, typically between 2 and 20 years, or with paynents
based on fractions of the MBS income stream This nultiple class characteristic is what
largely distinguishes REM Cs from single class Mrtgage-Backed Securities of the kind
that G nnie Mae has been guaranteei ng since 1970

The G nnie Mae Pl atinum security consolidates G nnie Mae MBS pools with the same
interest rate into larger pools that are sold to investors by securities dealers. G nnie

Mae, under its Multiclass securities program will guarantee only securities based on and
backed by nortgage-backed securities guaranteed by G nnie Mae. Since all G nnie Me
guaranteed Multiclass securities will be based on and backed by MBS issued pursuant to
previously issued comm tnent authority, additional comm tnent authority will not be

required for the Miulticlass securities.

Targeted Lending Initiative: G nnie Mae started and devel oped the Targeted Lendi ng
Initiative in fiscal year 1996. The Initiative is consistent with G nnie Mae's statutory
purpose to pronpte access to nmortgage credit in the central cities by increasing the
liquidity of mortgage investnments and inproving the distribution of investnent capita
avail able for residential nortgage financing. Through the Targeted Lending Initiative
G nni e Mae reduces the guarantee fees it charges | enders by up to 50 percent for naking
mortgage |loans in any of the nation's urban and rural Enmpowerment Zones or Enterprise
Communi ties, adjacent eligible central city areas, and areas with a majority popul ation
of Native Anericans.

PROGRAM ACTI VI TY

1. Status of Program In fiscal year 2001, the G nnie Mae Mortgage-backed
securities program approved $161.7 billion in comm tnment authority and issued $153.8
billion for its single class guarantees. Guarantees of nortgage-backed securities are
estimated at $120 billion in fiscal year 2002 and $120 billion in fiscal year 2003

The estimated changes in the outstanding principal balance of nortgage-backed
securities for fiscal years 2001, 2002, and 2003 are shown in the follow ng table

ACTUAL ESTI MATE ESTI MATE
2001 2002 2003
(Dol l'ar in Thousands)
Securities Qutstanding, start of yea $602, 887,200 $604, 442,361 $627,741, 604

| ssued During Year . . . . . . . . . 153, 797, 628 120, 000, 000 120, 000, 000

Princi pal Payments to Securities - 152, 242, 467 - 96, 700, 757 -72,180, 998
Hol ders
Securities Qutstanding, end of year 604, 442, 361 627,741, 604 675, 560, 606

The Multiclass Program activity, which involves a G nnie Mae guarantee on the
Mul ticlass securities that are backed by securities already guaranteed, is shown in the
follow ng table:

ACTUAL ESTI MATE ESTI MATE
2001 2002 2003
(Dol l ar in Thousands)

Securities Qutstanding, start of year . $136,177,846 $165,625,846 $197,504, 846
| ssued During Year . . . . . . . . . . 67,422,000 73, 650, 000 80, 925, 000
Principal Payments to Securities -37,974, 000 -41,771, 000 - 45,949, 000

F-3
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Hol der s
Securities Cutstanding, end of year . . 165, 625, 846 197, 504, 846 232, 480, 846

The Targeted Lending Initiative, which allows G nnie Mae to reduce the guarantee
fee it charges lenders by up to 50 percent for making nmortgage |oans in any of the
nation's urban and rural Enpowernent Zones or Enterprise Communities and adj acent
eligible central city areas, as well as in eligible Indian lands, is shown in the
follow ng table:

Mor t gage

Esti mat ed Pool s Loans Amount

10/ 01/96 through 09/30/01............. 10, 835 171, 454 $16. 6
billion

2. Financing. Application fees, guarantee fees, and other charges are paid by
i ssuers of guaranteed securities to cover G nnie Mae's issuing and clainms costs under the
guarantees and to provide additional anobunts to reduce the deficit. The Association may
borrow fromthe Treasury in order to meet obligations. However, it has not had to use
that authority.

Expenses that reflect the cost of operations including wite-down of assets held
in inventory (real estate-owned properties, manufactured housing units, nortgages, and
clainms receivable) to the | ower of cost or market value. During fiscal year 2001, $5
mllion was written-down on assets held.

The followi ng table reflects the conposition of program net income:

ACTUAL ESTI MATE ESTI MATE
2001 2002 2003
(Dol l'ar in Thousands)
Revenue
I nvest ment $355, 522 $378, 208 $389, 113
Interest.....................
I nterest Paynment from 47, 350 38, 309 38, 830
Treasury..........
Guar ant ee 382, 945 382, 436 398, 238
Fees. . ... ... . .. . ..
Mul ticlass 18, 445 20, 964 21,094
Fees. ... ... ... . ...
Commi t nent and O her 47,010 39, 295 41, 433
Fees...............
Servi ci ng 3,778 2,830 1,110
Income. ........ ... ... . .. ...
I nterest on 522 514 391
Mortgages. . ... ... ...
Sal e of Servicing e e 172
Rights................
855, 572 862, 556 890, 381
Subtotal ....... ... .. ..
22,968 e e
Contingency. ........ ...,
Tot al 878, 540 862, 556 890, 381
Revenue. . ....... ... ... .. . . . ...
Expenses:
Oper ati ng Expenses:
Admi ni strative 9, 362 9, 383 10, 761
Expenses. ................
Contractor 34,961 36, 650 37,010
Expenses........... ... . .....
Def aul t 808 818 925
Expenses........ ... .. ... ..
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Servi ci ng 1,936 1,934 1, 054
Expenses........ ... ... ... ...
Mul ticlass 5,161 5,677 6, 245
Expenses............ ... . .....
Total Operating 52,228 54, 462 55, 995
Expenses...............

Non- Oper ati ng Expenses:
Wite-Down of Assets to Lower of

Cost
or 4,995 e e
Market. ... ... ... .. ... .
57,223 54, 462 55, 995
Subtotal ....... ... .. .. .
16, 063 e [
Contingency. ........ ...,
Tot al 73,286 54, 462 55, 995
Expenses. ........ ... ... . ...
Net 805, 254 808, 094 834, 386
lncome. ... ...

SALE OF SERVI CI NG RI GHTS

In fiscal year 2001, there were no sales of servicing rights. It is estimted that
proceeds fromthe sale of servicing rights in fiscal year 2003 would be $172 thousand.

FEDERAL CREDI T REFORM

The Omi bus Budget Reconciliation Act (OBRA--P.L. 101-508) required Federal credit
programs to inplenent credit reformbeginning in fiscal year 1992. This year's Budget
presentation for G nnie Mae has been structured with four accounts to conply with the
requirements of OBRA. In fiscal year 2003, the Financing Account will transfer $398.4
mllion fromits net receipts to a Receipt Account from which $10.8 million will be
appropriated for adm nistrative expenses into the Program Account, and a total transfer
of $387.6 million fromits net receipts to the Reserve Recei pt Account for negative
subsidy. The Financing Account is treated as a non-budgetary account. Budget authority
and outlay data for each of the accounts are presented in the follow ng table.

Gl NNI E MAE MORTGAGE- BACKED SECURI Tl ES
FY 2003 CREDI T REFORM PRESENTATI ON
(Dol lars in Thousands)

BUDGET AUTHORI TY
On- Budget Accounts:

Li qui dati ng Account:

Gross Budget Authority.......... ... ... $425, 205
O fsetting Collections. . ... ... ... . - 425, 205
Net Budget Authority (Mandatory) ............. ... .. ... .....

Program Account:
Appropriation:
Admini strati ve EXPeNSES. . ..ot 10, 761

Recei pt Account:
Deduction for Offsetting Receipts:
Proprietary Receipts fromthe Public (Discretionary) ........ 398, 400

Non- Budgetary Account:

Fi nanci ng:
Gross Financing Authority ........ .. .. . i 548, 461
Offsetting Collections....... ... ... ... - 548, 461

Net Financing Authority......... ... .. .. ..

OUTLAYS:
On- Budget Accounts:
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Li qui dati ng Account:

Gross QUL @Y S. ..ot 48, 686
Offsetting Collections. ... ... ... ... -425, 205
Net Qutlays (Mandatory) . ..... ... ... - 376,519

Reserve Recei pt Account:

Transferred from Li qui dati ng

Account . ........ ...

Transferred from Fi nanci ng 398, 400
Account . ... ..

Program Account :
Qutlays (Discretionary) . ... ... 10, 761

Recei pt Account:
Deduction for Offsetting Receipts:

Offsetting Recei pts. . ... e 398, 400
Di scretionary Appropriation........ ... ... ... 10, 761
Net RECEI Pl S. . ot 387, 639

Non- Budgetary Account:

Fi nanci ng:

Gross 504, 460
Ut l Ay S. . o

Offsetting Collections - 548, 461
Net Outl ays. . ... -44,001

STRATEGI C GOALS AND OBJECTI VES: RESOURCES REQUESTED ($ AND FTE) AND RESULTS

G nnie Mae Program The G nnie Mae Mortgage-Backed securities programis authorized
by Title Ill of the National Housing Act, as anmended, P.L. 73-479, codified at 12 U S.C
1716 et seq. G nnie Mae's mission is to support expanded affordable housing in Anerica
by providing liquidity to nortgage | enders that make federally insured or guaranteed
| oans, generally for | ow and noderate-income honebuyers. |In order to do this, G nnie
Mae guar antees nortgage-backed securities backed by federally insured and guarant eed
mort gages, such as | oans guaranteed by the Departnent of Veterans Affairs (VA) and the
Federal Housing Administration (FHA). The nortgage |enders sell the securities to
recapture their capital and nake nore | oans using those funds.

G nnie Mae is responsible for the adm nistration of activities associated with the
Mort gage- Backed Securities Program The $10.8 million in adm nistrative expenses and the
68 FTE for fiscal year 2003 is to cover salaries and expenses associated with carrying
out the functions of the Mrtgage-Backed Securities program

SELECTED PERFORMANCE MEASURES

NOTE: Targets are prelimnary and may be revised with the subm ssion of the full APP
docunment .

STRATEG C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
Strategic Goal 2: Help famlies move fromrental housing to homeownershi p.
Di scretionary BA (Dollars in Thousands) $4, 681 $4, 692 $5, 381
FTE
Headquarters 33 34 34
Field 0 0 0
Subt ot al 33 34 34
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STRATEGI C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003

Strategic Objective 2.1: Expand national homeownership opportunities.

Indicator: G nnie Mae securitizes at |east 98% 85% 85%

85 percent of single-famly FHA and VA

| oans

Strategic Objective 2.3: Increase the availability of affordable rental housing.

G nnie Mae securitizes at |east 90 percent 100% 90% 90%

of eligible FHA nmultifam |y nortgages.

G nnie Mae credit enhancements on $67. 4 $73.7 $80. 9

mul ticlass securities will increase to billion billion billion

$80.9 billion in fiscal year 2003.

Strategic Goal 3:

its residents.

I mprove the quality of publ

i ¢ housing an

d provide nmore choices for

Di scretionary BA (Dollars in Thousands) $4, 681 $4, 691 $5, 380
FTE
Headquarters 33 34 34
Field 0 0 0
Subt ot al 33 34 34

Strategic Objective 3.1:

Help famlies in public and assis
toward sel f-sufficiency and become homeowners.

ted housi ng make progress

FTE Tot al

66

68

68




