Financial I nformation
Notes To Financial Statements

N. Schedulefor Reconciling Loan Guarantee Liability Balances (Post-1991 L oan Guar antees)
(dollarsin millions):

Beginning Balance, Changes, and Ending Balance 2013 2012

Beginning balance of the loan guarantee liability $ 55,144 $ 36,214

Add: subsidy expense for guaranteed loans disbursed during
the reporting years by component:
(a) Interest supplement costs - -

(b) Default costs (net of recoveries) 8,256 8,246
(c) Fees and other collections (26,593) (15,198)
(d) Othe subsidy costs () 993
Total of the above subsidy expense components $ (18349 $ (5,959)
Adjustments:
(a) Loan guarantee modifications - -
(b) Fees Received 12,029 10,743
(c) Interest supplemental paid - -
(d) Foreclosed property and loans acquired 11,835 5,888
(e) Claim payments to lenders (29,417) (20,275)
(f) Interest accumulation on the liability balance 1,687 1,425
(9) Other (27 (5D
Ending balance of the subsidy cost allowance before re-estimates $ 32,907 $ 27,985

Add or Subtract subsidy re-estimates by component:
(a) Interest rate re-estimate - -

(b) Technical/default re-estimate 1,316 20,167

(c) Adjustment of prior years credit subsidy re-estimates 7414 6,992

Total of the above re-estimate components 8,730 27,159
Ending bal ance of the subsidy cost allowance $ 41637 $ 55144
Less: unrealized Ginnie Mae claims from defaulted loans $ (2,332 $ (3,279)
Ending bal ance of the subsidy cost all owance $ 39,305 $ 51,865

O. Administrative Expenses (dollarsin millions):

L oan Guar antee Program 2013 2012

FHA $ 647 $ 647
All Other - -
Total $ 647 $ 647

Note 8: Other Non-Credit Reform Loans

The following shows HUD’ s Other Non-Credit Reform Loans Receivable as of September 30, 2013 and
September 30, 2012 (dollarsin millions):

2013
Ginnie
Description FHA Mae All Other Total
M ortgage Loans Held for Investment, net $ - $ 3336 $ - $ 3336
Advances Against Defaulted M ortgage-Backed Security Pools, net - 99 - 99
Properties Held for Sale, net - 23 - 23
Foreclosed Property - 481 - 481
Short Sale Claims Receivable - 62 - 62
Total $ - $ 4,001 $ - $ 4,001
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2012
Ginnie

Description FHA Mae All Other Total
Mortgage Loans Held for Investment, net $ - $ 3410 $ - $ 3410
Advances Against Defaulted M ortgage-Backed Security Pools, net - 912 - 912
Properties Held for Sale, net - 12 - 12
Foreclosed Property - - - -
Short Sale Clains Receivable - 21 - 21
Total $ - $ 4,355 $ - $ 4,355

Other Non-Credit Reform L oans consists of Ginnie Mae Advances Against Defaulted M ortgage-Backed
Security Pools, Mortgage Loans Held for Investment, Short Sale Claims Receivable, and Foreclosed
Property. The balance of Other Non-Credit Reform Loans as of September 30, 2013 and 2012 is $4,001
and $4,355 million, respectively. Below is adescription of each type of loan.

Advances against Defaulted M ortgage-Backed Security Pools

Advances against defaulted MBS pool s represent pass-through payments made to fulfill Ginnie Mag's
guarantee of timely principal and interest payments to MBS security holders. The advances are reported
net of an allowance to the extent that management believes that they will not be recovered. The
allowance for uncollectible advances is estimated based on actual and expected recovery experience
including expected recoveries from FHA, USDA, VA and PIH. Other factors considered in the estimate
include market analysis and appraised value of theloans. These loans are still accruing interest because
they have not reached the required delinquency thresholds and purchased from the defaulted issuer pools.

Once Ginnie Mage purchases the loans from the pools after the 90 and 120 day delinquency thresholds for
Manufactured Housing and Single Family loans, respectively, the loans are reclassified as Mortgage
Loans Held for Investment (HFI) below. Ginnie Mae records a charge-off as a reduction to the allowance
for loan losses when losses are confirmed through the receipt of assetsin full satisfaction of aloan, such
asthe receipt of claims proceeds from an insuring agency or underlying collateral upon foreclosure. The
advances against defaulted MBS pools balance is $99 million in FY 2013 and $912 million in FY 2012.

When a Ginnie Mae issuer defaults, Ginnie Mae is required to step into the role of the issuer and make the
timely pass-through paymentsto investors, and subsequently, assumes the servicing rights and obligations
of the issuer’s entire Ginnie Mae guaranteed, pooled loan portfolio of the defaulted issuer. Ginnie Mae
utilizes the M SSs to service these portfolios. There are currently two MSSs for Single Family and one
MSS for Manufactured Housing defaulted issuers. These M SSs currently service 100 percent of all non-
pooled loans.

Initsrole as servicer, Ginnie Mae assesses individual loans within its pooled portfolio to determine
whether the loan must be purchased out of the pool as required by the Ginnie Mae MBS Guide. Ginnie
Mae purchases mortgage |oans out of the MBS pool when:

A. Mortgage loans are uninsured by the FHA, USDA, VA or PIH

B. Mortgage loans were previously insured but insurance is currently denied (collectively with B),
referred to as uninsured mortgage | oans)

C. Mortgage loans areinsured but are delinquent for more than 90 and 120 days based on
management discretion for manufactured housing and single family loans, respectively.
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During FY 2013, the mgjority of purchased mortgage loans were bought out due to borrower delinquency
of more than 90 or 120 days depending on loan type (i.e., Single Family or Manufactured Housing).

Ginnie Mae eval uates the collectability of al purchased loans and assesses whether there is evidence of
credit deterioration subsequent to the loan’ s origination and it is probabl e, at acquisition, that Ginnie Mae
will be unable to collect all contractually required payments receivable. Ginnie Mae considers guarantees
and insurance from FHA, USDA, VA and PIH in determining whether it is probable that Ginnie Mae will
collect al amounts due according to the contractual terms.

For FHA insured loans, Ginnie Mae expects to collect the full amount of the unpaid principal balance and
debenture rate interest (only for months allowed in the insuring agency’ s timeline), when the insurer
reimburses Ginnie Mae subsequent to filing aclaim. Asaresult, these loans are accounted for under ASC
Subtopic 310-20, Receivables — Nonrefundable Fees and Other Costs. In accordance with ASC 310-20-
30-5, these loans are recorded at the unpaid principal balance which isthe amount Ginnie Mae paysto
repurchase these loans. Accordingly, Ginnie Mae recognizes interest income on these loans on an accrual
basis a the debenture rate for the number of months alowed under the insuring agency’ stimeline. After
the alowed timeline, Ginnie Mae considers these loans to be non-performing as the collection of interest
is no longer reasonably assured, and places these |oans on nonaccrual status. Ginnie Mae recognizes
interest income for loans on nonaccrual status when cash is received.

Ginnie Mae separately assesses the collectability of mortgage loans bought out of the defaulted portfolios
that are uninsured and loans that are non-FHA insured for which Ginnie Mae only receives a portion of
the outstanding principal balance. If the principal and interest payments are not fully guaranteed from the
insurer (i.e., thereisalack of insurance), or loans are delinquent at acquisition, it is probable that Ginnie
Mae will be unable to callect al contractually required payments receivable. Accordingly, these loans are
considered to be credit impaired and are accounted for under ASC Subtopic 310-30, Receivables— Loans
and Debt Securities Acquired with Deteriorated Credit Quality. At the time of acquisition, these loans
arerecorded at the lower of their acquisition cost or present value of expected amountsto be received. As
non-performing loans, these loans are placed on nonaccrua status.

Ginnie Mae has the ability and the intent to hold these acquired loans for the foreseeable future or until
maturity. Therefore, Ginnie Mae classifies the mortgage loans as held for investment (HFI). The
mortgage loans HFI are reported net of allowance for loan losses. Mortgage loans HFI also includes
mortgage loans that are undergoing the foreclosure process.

Ginnie Mae performs periodic and systematic reviews of itsloan portfolios to identify credit risks and
assess the overall collectability of the portfolios for the estimated uncollectible portion of the principal
balance of theloan. The allowance for loss on mortgage loans HFI represents management’ s estimate of
probable credit losses inherent in Ginnie Mag's mortgage |oan portfolio. The alowance for 1oss on
mortgage loans HFI is netted against the balance of mortgage loans HFI. Additionally, Ginnie Mae
incorporates the probable recovery amount from mortgage insurance (e.g., FHA, USDA, VA, or PIH)
based on established insurance rates. To make this evaluation, Ginnie Mae reviews the delinquency of
mortgage loans, industry benchmarks, as well as the established rates of insurance recoveries from
insurers.

Ginnie Mae records a charge-off as areduction to the allowance for loan |osses when losses are
confirmed through the receipt of assetsin full satisfaction of aloan, such as the receipt of claims proceeds
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from an insuring agency or underlying collateral upon foreclosure. Mortgage loans HFI, net as of
September 30, 2013 and 2012 was $3 and $3 billion, respectively.

Foreclosed Property

Ginnie Mae records forecl osed property when a M SS receives marketabl e title to a property which has
completed the foreclosure process in the respective state. The asset is measured as the principal and
interest of aloan which isin the process of being conveyed to an insuring agency, net of an allowance.
These assets are conveyed to the appropriate insuring agency within six months. Foreclosed property has
previoudy been placed on nonaccrual status after the loan was repurchased from a pool. These properties
differ from properties held for sale because they will be conveyed to an insuring agency, and not sold by
the MSS.

The allowance for foreclosed property is estimated based on actual and expected recovery experience
including expected recoveries from FHA, USDA, VA, and PIH. The aggregate of the foreclosed property
and the alowance for foreclosed property is the amount that Ginnie Mae determines to be collectible.
Ginnie Mae records a charge-off as areduction to the allowance for loan |osses when losses are
confirmed through the receipt of assetsin full satisfaction of aloan, such as the receipt of claims proceeds
from an insuring agency. Foreclosed Property, net as of September 30, 2013 was $481 million.

Short Sale Claims Receivable

As an alternative to foreclosure, a property may be sold for its appraised value even if the saleresultsin a
short sale where the proceeds are not sufficient to pay off the mortgage. Ginnie Mae's MSSs analyze
mortgage loans HFI for factors such as delinquency, appraised value of the loan, and market in locale of
the loan to identify loans that may be short sale eligible. These transactions are analyzed and approved by
Ginnie Mag' s MBS program office.

For FHA insured loans, for which the underlying property was sold in a short sale, the FHA typically
pays Ginnie Mae the difference between the proceeds received from the sale and the total contractual
amount of the mortgage loan and interest at the debenture rate. Hence, Ginnie Mae does not incur any
losses as aresult of the short sale of an FHA insured loan. Ginnie Mage records a short sale claims
receivable while it awaits repayment of this amount from the insurer. For short sales claims receivable for
which Ginnie Mae believes that collection is not probable, Ginnie Mae records an allowance for short
sales claimsreceivable. The alowance for short sales claims receivableis estimated based on actua and
expected recovery experience including expected recoveries from FHA, USDA, VA, and PIH. The
aggregate of the short sales receivable and the allowance for short sales receivableis the amount that
Ginnie Mae determines to be collectible. Ginnie Mae records a charge-off as a reduction to the alowance
for loan losses when losses are confirmed through the receipt of claimsin full satisfaction of aloan from
an insuring agency. Short Sale Claims Receivable, net as of September 30, 2013 and 2012 was $62 and
$21 million, respectively.

Note 9: General Property, Plant, and Equipment (Net)

General property, plant, and equipment consists of furniture, fixtures, equipment and data processing
software used in providing goods and services that have an estimated useful life of two or more years.
Purchases of $100,000 or more are recorded as an asset and depreciated over their estimated useful life on
astraight-line basis with no salvage value. Capitalized replacement and improvement costs are
depreciated over the remaining useful life of the replaced or improved asset. Generally, the Department’s
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