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GINNIE MAE'S MISSION

To support expanded affordable housing in America by providing
an efficient government-guaranteed secondary market vehicle linking

the capital markets with Federal housing markets.
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The Government National Mortgage Association is a giant in the
American housing industry. A pioneer of the secondary mortgage
market, only Ginnie Mae provides the ‘full faith and credit’
guarantee of the United States for mortgage-backed securities.
Since 1970, it has helped make homeownership possible for more

than 26.8 million low- and moderate-income American families.

Ginnie Mae also is committed to the industry and the
community. Following the events of September 11, 2001, it
provided uninterrupted service to the mortgage industry, and
timely assistance to issuers for interest rate buy downs and loan
buyouts for individuals and military personnel affected by the
tragedy. Because it is integral to the success of HUD’s mission, we
are proud of Ginnie Mae’s accomplishments, its service, and

unblemished record of financial management.

Mel Martinez

Secretary
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The Honorable Mel Martinez

Secretary

U.S. Department of Housing and Urban Development
Washington, DC 20410

Dear Mr. Secretary:

I am pleased to present to you the Annual Report and the audited financial statements of

the Government National Mortgage Association (Ginnie Mae) for the fiscal year ended
September 30, 2001. Ginnie Mae, once again, received an unqualified opinion from its inde-
pendent auditors, KPMG LLP, with no findings of material weaknesses or reportable conditions.
Ginnie Mae continues to be a strong and integral part of the Department.

During Fiscal Year 2001, Ginnie Mae reached approximately $1.8 trillion in original issues of
mortgage-backed securities guaranteed since 1970. We are quite proud of our continuing
accomplishments and our important role in helping to meet HUD’s commitment to support
affordable homeownership for low- and moderate-income families in America. Our role in
the secondary mortgage market provides an important public benefit to Americans fulfilling
their dream of homeownership, regardless of economic conditions.

Ginnie Mae’s strong financial performance continued in Fiscal Year 2001. Operating results

for the year exceeded historic performance levels. Our mortgage-backed securities outstanding
totaled $604.3 billion in Fiscal Year 2001, approximately the same as last fiscal year. Ginnie Mae’s
net revenues were $805.3 million in Fiscal Year 2001, a 6 percent increase — and a record — as
compared to $762.8 million in Fiscal Year 2000. Ginnie Mae’s mortgage-backed securities pro-
gram guaranteed the issuance of $153.8 billion in mortgage-backed securities last year, thereby
providing capital for the purchase or refinance of approximately 1.3 million homes, including
multifamily units. We are extremely proud that, over its lifetime, Ginnie Mae’s mortgage-backed
securities have financed homeownership opportunities for 26.8 million American families.
Ginnie Mae’s excellent performance over many years is a fundamental indicator of our ability

to manage risk and increase stability in the marketplace.

Ginnie Mae’s commitment to our issuers, the marketplace, and the community was evident
in our response to the events of September 11, 2001. Our staff worked diligently following the
attacks in providing uninterrupted service to the mortgage industry. Ginnie Mae activated its
Continuity of Operations Plan (COOP) on September 11, 2001. Ginnie Mae successfully sus-
tained all business operations throughout the tragic events. In addition, within days of the
attacks, we were working on a plan to provide assistance: reimbursement to issuers for interest
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rate write downs in accordance with the Soldiers and Sailors Civil Relief Act, and loan buyouts
after 90 days of forbearance for individuals and military personnel affected by the tragedy.

Ginnie Mae continues to fulfill its mandate to promote access to mortgage credit throughout

the Nation by increasing the liquidity of investment capital available to the residential mortgage
finance market. Ginnie Mae’s Targeted Lending Initiative (TLI) has been tremendously effective
in helping to increase homeownership levels in targeted central city communities by focusing
additional investment funding on targeted underserved areas. In Fiscal Year 2001, $6.8 billion

in targeted lending pools were issued. Additionally, Ginnie Mae expanded its TLI to include
Rural Empowerment Zones and Rural Enterprise Communities, an important vehicle for lenders
who may now offer more competitive interest rates on mortgages for properties located in the
targeted areas.

Ginnie Mae’s Real Estate Mortgage Investment Conduit (REMIC) product continues to play a
major role in increasing liquidity and the availability of mortgage funds to low- and moderate-
income and first-time homebuyers. The REMIC program was designed to greatly improve the
availability of funds and has met its challenge. In 2001, for the third year in a row, this product
recorded its highest ever production levels. Ginnie Mae guaranteed 55 REMIC transactions in
Fiscal Year 2001, totaling $25.8 billion, up from $25 billion in Fiscal Year 2000. Ginnie Mae is
pleased with REMIC’s contribution to expanding affordable housing and expects continued
growth with this product through product innovations, program enhancements, investor educa-
tion, and competitive pricing. Ginnie Mae remains committed to increasing liquidity and

efficiencies in its multiclass securities program.

Ginnie Mae’s commitment to, and presence in, the capital markets provides continuous opportu-
nities to meet new challenges, to seek greater efficiencies and economies of scale, and to further
refine our efforts to achieve the corporation’s mission and goals. Ginnie Mae is a committed
partner to the private sector in meeting our objectives for increased liquidity and a stable market.
Ginnie Mae is proud of its role as a market innovator, as we continuously seek new, creative ways
to meet our goals. Ginnie Mae’s strong relationships with the private sector allow us to comple-
ment private market operations, utilizing the full faith and credit guaranty of the United States
Government where needed, yet not compete with private firms.

The enclosed Annual Report provides more detail on our important programs and initiatives,
our performance in Fiscal Year 2001, and the stewardship of our funds and other resources.
Ginnie Mae’s management initiatives include a strengthened emphasis on performance and
accountability through a commitment to the Government Performance and Results Act (GPRA).
We are proud of our continued accomplishments and of the Department’s historic role in help-
ing to make the American dream of homeownership a reality for millions of low- and moderate-

income American families.

Sincerely,

Ronald A. Rosenfeld
President
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Overview of Ginnie Mae®

The Government National Mortgage
Association (Ginnie Mae), through its full faith
and credit of the United States guaranty, has
helped to finance homeownership opportuni-
ties for 26.8 million American families.
Ginnie Mae guarantees the timely payment
of principal and interest on securities issued
by private institutions and backed by pools of
Federally-insured or guaranteed mortgage
loans. In Fiscal Year 2001, Ginnie Mae-guar-
anteed securities financed 98 percent of all
eligible loans insured or guaranteed by the
Department of Housing and Urban
Development (HUD), the Federal Housing
Administration (FHA), and the Department
of Veterans Affairs (VA). Ginnie Mae-guaran-
teed securities also financed eligible loans
insured or guaranteed by the Rural Housing
Service (RHS) and the HUD Office of Public
and Indian Housing (PIH). Ginnie Mae
receives no funds from general tax revenues.
Operations are financed by a variety of fees,
including Guaranty Fees, New Issuer Fees,
Commitment Fees, Handling Fees, and
Transfer of Servicing Fees. Approximately

95 percent of Ginnie Mae’s fee income is gen-
erated by its Guaranty and Commitment Fees
that are paid by participating issuers.

Through a 1968 amendment to Title III of
the National Housing Act, Ginnie Mae was
established as a wholly-owned government
corporation within HUD to promote access
to mortgage credit throughout the nation.
Ginnie Mae is administered by the Secretary
of HUD and the President of Ginnie Mae,
who are both appointed by the President of
the United States and confirmed by the
United States Senate.

Ginnie Mae serves the American public and
the housing industry by helping to ensure a
stable lending environment that leads to
affordable rates and increased opportunities
for more Americans to own their own homes.
Ginnie Mae provides liquidity to the second-
ary mortgage market by attracting capital
from the nation’s capital markets into the resi-
dential mortgage markets. This activity helps
to keep mortgage rates lower and to make
more mortgages available.

From its dynamic beginning, Ginnie Mae
emerged as the pioneer in the development of
the Mortgage-Backed Securities (MBS) pro-
gram. The MBS program provides a vehicle
to efficiently and effectively generate capital by
providing lenders with the liquidity to main-
tain a steady supply of credit available for
housing. This availability of capital backed by
the full faith and credit guaranty of the United
States Government, has directly contributed to
the nation’s record high homeownership.

Today, the mortgage finance industry faces
challenges that demand creative leadership
and innovative solutions. These challenges
include competitive pressures that increase
risks, industry consolidation, and the implica-
tions of new technology. Ginnie Mae helps
the industry to meet these challenges and
simultaneously supports HUD’s goal of pro-
viding low-cost mortgage credit to traditional-
ly underserved sectors of the housing market.
Ginnie Mae’s mission and goals, as well as its
programs, products and initiatives for Fiscal
Year 2001, are described in the following pages.
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Corporate Goals

Ginnie Mae exists to help improve affordable
housing opportunities for low- and moderate-
income American families. This opportunity-
and the ability for all Americans to own
homes - has increased in recent years, as more
than two-thirds of American families have
achieved homeownership. Ginnie Mae’s
vision of helping more Americans own their
own homes has been captured in three overar-
ching goals. These goals guide the organiza-
tion, its activities, and the utilization of its
resources, in focusing on tangible outcomes
and results, rather than basic outputs and
processes. The goals to which Ginnie Mae
holds itself accountable are as follows:

Goal 1: Excellence in Customer Service

Ginnie Mae will provide excellent service to
its customers. “Customers” include program
participants (e.g., issuers and investors) and
other stakeholders (e.g., homeowners and
prospective homeowners, taxpayers, securities
holders, FHA, VA, RHS and HUD PIH).

Goal 2: Leadership Role in the Industry
Ginnie Mae will play a leadership role in the
affordable lending marketplace. Leadership
includes taking action to increase affordable
homeownership and rental housing nation-
wide through the introduction of new prod-
ucts and expansion of affordable mortgage
credit.

Goal 3: Integrity and Excellence in
Financial Management

Ginnie Mae will manage its financial risk.

Ginnie Mae believes that, through adherence
to these important goals, it can faithfully meet
its mission and achieve its vision, while
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responding effectively to the needs of the
American public and the mortgage industry.
While Ginnie Mae has always delivered public
benefits through its pivotal role in the afford-
able lending marketplace, it is also a strong
market innovator. For instance, in 1970
Ginnie Mae was the first to issue MBS and
continues to seek enhancements and improve-
ments to this product. In recent years, the
Targeted Lending Initiative (TLI) program has
exemplified Ginnie Mae’s approach to market
innovation: Ginnie Mae’s program comple-
ments and supports private market operations
and avoids supplanting them. Thus, the TLI
program rewards lenders in underserved areas
without an elaborate set of regulations or
compliance requirements. Lenders are auto-
matically credited through the GinnieNET
system if they qualify for the program. While
this program increases market liquidity, mar-
ket incentives are not altered in any way that
might limit investment by the same lenders in
other housing markets.
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Organization and
Technology Improvements

Ginnie Mae, as part of its commitment to
excellence in customer service, continued to
improve program and product services and
outreach to issuers and other program partici-
pants in Fiscal Year 2001. Ginnie Mae has
streamlined its processes and provided greater
flexibility in its guidelines and regulations to
meet corporate goals. The resulting efficien-
cies are providing substantial savings to the
mortgage market.

In addition, Ginnie Mae has undertaken
numerous initiatives to improve the quality
of service provided to its partners and stake-
holders. Ginnie Mae has made a commitment
to focus on the following areas:

Performance Measurement. Ginnie Mae is
working to design and implement a perform-
ance measurement program. This will not
only strengthen Ginnie Mae’s compliance with
the Government Performance and Results Act
(GPRA), it will leverage the organization’s
ability to meet its objectives on behalf of
Americans and the private sector marketplace.
Through the disciplined process of perform-
ance measurement, a system used by virtually
all successful organizations, Ginnie Mae will
be better positioned to link its mission to
programs and performance.

Contractor Oversight. Ginnie Mae is taking

a proactive approach to the oversight of its
contractors to ensure that current operating
procedures minimize risk to Ginnie Mae.
This approach has proven invaluable in pro-
tecting Ginnie Mae’s assets, strengthening
internal controls, leveraging performance and
ensuring accountability.

Communication. Ginnie Mae’s strong rela-
tionship with the private sector marketplace
allows it to develop and maintain effective
communications with many business part-
ners. Effective communication has been an
important component of Ginnie Mae’s efforts
to create increased liquidity in the secondary
mortgage marketplace. The importance of
our business partners to organizational goals
means that we are continually seeking new
ways to build relationships, to communicate
about new products and overall market needs,
and to raise awareness of our ultimate goal of
helping Americans achieve homeownership.

Training. Ginnie Mae’s goals can best be
served by supporting knowledgeable and
motivated staff and business partners. Ginnie
Mae encourages training for its business part-
ners and recognizes that rapid changes in the
marketplace require continued training and
education to ensure the continued effective-
ness of the public benefit we provide.

Capital Markets Participants. Ginnie Mae
recognizes a special obligation to its Capital
Markets participants. Through its Capital
Markets Office, Ginnie Mae helps customers
to respond more effectively to critical issues
such as increased market volatility. Ginnie
Mae has undertaken several new initiatives
designed to support Capital Markets cus-
tomers and is dedicated to supporting their
needs.

Leveraging Cross-cutting Initiatives. Ginnie
Mae’s mission of helping low- and moderate-
income Americans gain access to home mort-
gages is just part of HUD’s — and the Federal
government’s — efforts to improve housing
and economic development in the United
States. Ginnie Mae is committed to working
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with HUD, with other federal entities, and
with other public and private sector organiza-
tions to leverage cross-cutting programs and
objectives in support of better housing and
economic development.

Organizational Structure

Ginnie Mae’s organizational structure focuses
resources on mitigating and managing its
business risks, provides improved customer
services to issuers, and improves contractor
oversight. Ginnie Mae works closely with a
variety of public and private organizations,
including other HUD offices, other Federal
agencies, and the mortgage banking industry.

The following is a brief description of Ginnie
Mae’s program offices as structured at the end
of Fiscal Year 2001:

The Office of Customer Service serves as the
single point of contact for the issuer commu-
nity. Ginnie Mae account executives manage
the relationship with 411 approved issuers of
MBS. Additionally, the Office manages the
relationship with the investor community to
ensure the smooth flow of funds from issuers
to investors. The Office approves new partici-
pants, monitors the activities of program
participants, and takes actions to assure that
program integrity is maintained at the highest
possible level. It also identifies and promotes
leading-edge approaches to doing business
more effectively in the dynamic secondary
mortgage market. To that end, the Office was
instrumental in promoting the highly success-
ful Targeted Lending Initiative and developing
industry forums on conducting business more
effectively to lower the financing costs to low-
and moderate-income homebuyers.

Ginnie Mae account executives are available to
help customers with all matters pertaining to
Ginnie Mae programs. For assistance, account
executives can be reached by calling the fol-
lowing numbers:

o Single Family MBS Issuers
(202) 708-1535
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e Manufactured Housing MBS Issuers
(202) 708-1535

o Ginnie Mae Capital Markets
(202) 401-8970

o Ginnie Mae Capital Markets — New York
Office (212) 668-5180

e GinnieNET and gREX Customer
Service (800) 234-GNMA

e Ginnie Mae Hotline
(888) Ginnie4

The Office of Finance manages a variety of
financial activities for Ginnie Mae. The Office
of Finance maintains management and opera-
tional internal controls for Ginnie Mae, ensures
compliance with the reporting requirements
of the Federal Managers’ Financial Integrity
Act and the Chief Financial Officers Act, and
provides accounting and financial reporting
services. This Office manages the investment
of Ginnie Mae funds, prepares and monitors
the execution of Ginnie Mae’s budget, and
oversees the management of acquired default-
ed assets. During Fiscal Year 2001, Ginnie
Mae’s Policy and Financial Analysis Model
(PFAM) Version 2.0 was released. The release
of the new model marks the first comprehen-
sive redesign of the model since its inception
in 1992. The PFAM model supports Ginnie
Mae management in evaluating its financial
condition, reviewing capital adequacy and
projected cash flows and preparing budget
projections. It supports management in key
financial decisions such as the allocation of
reserves against future losses. The new ver-
sion of PFAM includes enhancements to
streamline data processing requirements and
improve the flexibility of the system by adding
web-enabled access. The Office also coordi-
nates the independent audit of Ginnie Mae,
monitors financial risk, and manages and
coordinates field audits and reviews of master
subservicers and major contractors to mini-
mize risk to the organization. Ginnie Mae
regularly monitors contractors with identified
weaknesses to ensure that the weaknesses are
resolved. The Office is the liaison between
Ginnie Mae and HUD’s Inspector General, the




Office of Management and Budget, the
General Accounting Office, the Department of
the Treasury, and the U.S. Congress.

The Office of Multifamily Programs is respon-
sible for the execution and management of all
Ginnie Mae multifamily MBS programs and
serves as the principal point of contact for
multifamily issuers to ensure satisfactory
working relationships with program partici-
pants and stakeholders. The Multifamily
account executives handle all multifamily
related activities from identifying and approv-
ing new issuers to the disposition of the
acquired portfolios. The Office also repre-
sents Ginnie Mae’s interests in the multifamily
mortgage lending community and markets,
and promotes new and existing multifamily
products and programs.

Ginnie Mae account executives are available to
help customers with all matters pertaining to
Ginnie Mae multifamily programs. For assis-
tance to customers, account executives can be
reached by calling the following number:

o Multifamily MBS Issuers (202) 708-2043

The Office of Policy, Planning and Risk
Management evaluates the effectiveness of
Ginnie Mae’s programs and products in order
to refine their usefulness to the public and the
mortgage industry. The Office formulates
policy, develops products and identifies busi-
ness risks, and develops controls and strategies
for mitigating them. It also develops and
tracks progress against strategic and annual
business plans, and identifies staff develop-
ment needs and training programs to meet
those needs. In addition, through this office,
customers have direct access to Ginnie Mae’s
Capital Markets division and its expertise in
mortgage securities markets. Ginnie Mae’s
Capital Markets division ensures closer con-
tact with, and improved services to, its securi-
ties customers on Wall Street.

The Office of Program Administration provides
day-to-day operational support for the MBS

program. The Office oversees the processing
of a variety of actions initiated by Ginnie
Mae’s customers, manages and directs the
activities of several major contractors that
support program operations, and coordinates
all information technology initiatives.

Technology Improvements

In Fiscal Year 2001, Ginnie Mae further lever-
aged the benefits of information technology
for the public and its customers. By continu-
ing to incorporate technology into business
and marketing processes, Ginnie Mae has
improved its operational efficiencies and mar-
ket capabilities. Following are some examples
of how Ginnie Mae has integrated technology
into its programs and services to enhance cus-
tomer service and meet its mission:

GinnieNET. GinnieNET is Ginnie Mae’s pri-
mary network for conducting business with its
customers. GinnieNET users have been able
to reduce their costs by millions of dollars
annually in the form of lower warehousing,
staffing and mailing costs. GinnieNET’s new
enhancements provide users with additional
savings in staffing and mailing costs as a result
of further streamlining of Ginnie Mae’s deliv-
ery and reporting processes. GinnieNET
streamlined the investor reporting process by
consolidating required reports in a separate
module and enhancing the functionality of
the software to provide increased flexibility.

Electronic Commerce. The benefits of electron-
ic commerce have helped Ginnie Mae inte-
grate and modernize its risk management
system and provide more efficient services.
Three separate risk systems have been consoli-
dated into a single web-based system, Ginnie
Mae Portfolio Analysis Data System (GPADS),
that is utilized by staff of Ginnie Mae, FHA,
VA and RHS. The new system improves risk
monitoring and eliminates data and system
redundancies across multiple agencies, which
should result in substantial cost savings
among the participating agencies.
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Ginnie Mae has established several other elec-
tronic commerce efforts to improve customer
service and meet its mission. In a joint effort
with Fannie Mae (FNMA), the Federal Home
Loan Mortgage Corporation (FHLMC), and
the Mortgage Bankers Association (MBA),
Ginnie Mae implemented a web-based appli-
cation to receive lenders’ quarterly financial
statements.

Ginnie Mae Web Site. The Ginnie Mae web
site continues to provide issuers, homebuyers,
mortgage finance industry participants, secu-
rities investors and other interested parties
with important and timely information about
the Ginnie Mae MBS program. The web site
also provides a variety of information about
Ginnie Mae, its mission, organization and
goals. A search engine facilitates keyword
searches. Important web resources include:

o Ginnie Mae annual reports;

o All Participants Memos;

o Ginnie Mae Mortgage-Backed Securities
Guide 5500.3;

¢ Ginnie Mae Multiclass Securities Guide;

o Ginnie Mae Mortgage-Backed Securities
Accounting Manual;

e Ginnie Mae REMIC Prospectus
(Offering Circular Supplements);

e On-line training materials for Single
Family and Multifamily Issuers, and
Prospective Issuers;

o Targeted Lending Inquiries;

e Multifamily MBS database;

e Mortgage Calculator.

The Electronic Data Interchange Program.

The successful implementation of electronic
data interchange (EDI) for issuers has further
increased Ginnie Mae’s efficiency and effec-
tiveness in the quarterly investor reporting
process. Issuers that have implemented EDI
can use the same transaction set for investor
reporting to Ginnie Mae, Freddie Mac, and
Fannie Mae. In addition to the reduction of
paper and duplicate reporting requirements,
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issuers receive faster feedback on the success
of submissions and information about
problems with reported data before the next
quarterly cycle.

The web-EDI application is available on
Ginnie Mae’s web site by following the links
from www.ginniemae.gov.
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Selected Programs and
Recent Initiatives

Selected Programs
MBS Program

Ginnie Mae’s principal product is the MBS,
the vehicle through which it helps to increase
low- and moderate-income homeownership
in America. Ginnie Mae MBS are created
when mortgage loans are pooled by eligible
issuers. Commonly referred to as “pass-
through” certificates, these MBS entitle an
investor to an undivided interest in the under-
lying mortgage loan pool. Thus, an investor
receives a pro rata share of the interest (net of
servicing and guaranty fees) and principal on
the underlying mortgage loans. Through its
MBS program, Ginnie Mae increases the lig-
uidity and efficiency of mortgage loan fund-
ing, making more capital available to low- and
moderate-income homeowners at competitive
interest rates. The following chart represents
the average rates on Ginnie Mae MBS origi-
nated during the past five years:

Average Rates on Ginnie Mae MBS

8.00% 777%

7.05% 6.99%

7.00% [—

6.72%
6.68%

6.00%

1997 1998 1999 2000 2001

Fiscal Year

Ginnie Mae | MBS

Ginnie Mae I MBS are securities based on sin-
gle-issuer pools and are Ginnie Mae’s most
heavily traded product. The underlying mort-
gages generally have the same or similar matu-
rities and the same interest on the mortgages.
Single family Ginnie Mae I pools have a 50
basis point (0.5 percent) guaranty and servic-
ing fee. Ginnie Mae I payments are made to
holders on the 15th day of each month.

The securitization provisions are established
in the Ginnie Mae MBS guide (Ginnie Mae
Handbook 5500.3). The Handbook can be
found on Ginnie Mae’s website, at www.gin-
niemae.gov.

Ginnie Mae Il MBS

Ginnie Mae II MBS securities have been a use-
ful tool for “pipeline management” for our
issuers, and provide them with additional flex-
ibility and liquidity. For example, these secu-
rities permit greater flexibility with respect to
loan characteristics. Coupon rates on the
underlying mortgages can vary between 50
and 150 basis points above the interest rate on
the pool.

Both multiple-issuer and single-issuer pools
are permitted in these securities. The Ginnie
Mae II MBS also allow smaller issuers who do
not meet the minimum dollar pool require-
ments of the Ginnie Mae I MBS to participate
in the secondary mortgage market. The
Ginnie Mae II MBS have a central paying and
transfer agent which collects payments from
all issuers and makes one consolidated pay-
ment each month to each security holder.
Ginnie Mae II MBS pay on the 20th day of
each month.

An issuer may participate in the Ginnie Mae II
MBS either by issuing custom, single-issuer
pools or multiple-issuer pools. A custom pool
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has a single issuer which originates and
administers the entire pool. A multiple issuer
pool typically combines loans with similar
characteristics. The resulting pool backs a sin-
gle MBS issue and each participant is respon-
sible for administering the mortgage loans
which contribute to the pool. The securitiza-
tion provisions are established in the Ginnie
Mae MBS guide (Ginnie Mae Handbook
5500.3), which may be found on Ginnie Mae’s
website at www.ginniemae.gov.

MBS Highlights and Trends

Ginnie Mae issued $161.7 billion in new MBS
commitment authority in Fiscal Year 2001, an
85 percent increase from Fiscal Year 2000.
This increase was fueled by the significant
drop in interest rates, which fueled mortgage
refinances and encouraged the proliferation of
independent mortgage brokers. This growth
in non-bank affiliated mortgage conduits can
be seen in the graph to the right, which indi-
cates that “other” non-banking MBS partici-
pants accounted for 29 percent of the market
in Fiscal Year 2001. This is a 76 percent
increase from 7 percent participation in the
previous year. Ginnie Mae guaranteed $153.8
billion of MBS during Fiscal Year 2001, repre-
senting an increase of 45.8 percent from the
prior year. This development reflects a sharp
increase in secondary mortgage market activi-
ty due to steadily falling interest rates
throughout 2001.

Of the $153.8 billion of MBS guaranteed, over
$148.2 billion was backed by single family
mortgages, $5.5 billion was backed by multi-
family construction and project loans, and
$132 million was backed by manufacturing
housing loans.

Delinquency ratios for the MBS pooled mort-
gages decreased in the single family program

MBS Program Participants

Commercial
Banks
7%

Mortgage
Bankers
54%

Savings
& Loans
10%

Others

and increased in the multifamily and manu-
factured housing programs when compared to
the previous fiscal year. Ginnie Mae continues
to monitor issuers through the Issuer
Portfolio Analysis Database System (IPADS)
for unusual fluctuations in portfolio delin-
quency rates. From Fiscal Year 2000 to Fiscal
Year 2001, the three-month delinquency rate
in the single family program decreased from
1.80 percent to 1.65 percent. The three-
month delinquency rate in the manufactured
housing program increased from 3.35 percent
to 6.57 percent. The two-month delinquency
rate in the multifamily program increased
from 0.53 percent to 1.30 percent.

Asset Management

By the end of Fiscal Year 2001, Ginnie Mae
had an acquired single family portfolio of
$394 million, an increase of 14.5 percent from
Fiscal Year 2000. During the year, there were
five single family issuer defaults totaling a
principal balance of $160.2 million, compared
to $52.1 million in Fiscal Year 2000. Overall,
the acquired single family portfolio represents
0.07 percent of the total single family remain-
ing principal balance outstanding for the
Ginnie Mae MBS program, compared to 0.05
percent in Fiscal Year 2000.

The following table details the issuer defaults:

Issuer Defaults by Program Type, by Fiscal Year in Millions

Program Type 2001 2000 1999 1998 1997
Single Family $160.2 $52.1 $108.0 $ 83 $350.6
Multifamily 123.7% 0.7% - - -
Manufactured Housing - 0.3% 0.3% -
Total $283.9 $52.8 $108.3 $ 86 $350.6
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At September 30, 2001, Ginnie Mae had an
acquired multifamily portfolio of $108 million
up from $0.7 million the prior year. During
the year, there was one multifamily issuer
default with a principal balance of $123.7 mil-
lion, compared to $0.7 million in Fiscal Year
2000. Overall, the acquired multifamily port-
folio represents 0.5 percent of the total multi-
family remaining principal balance outstand-
ing for the Ginnie Mae MBS program.

The manufactured housing acquired portfolio
balance decreased to $62 million at September
30, 2001 from $78.4 million in the prior year.
Opverall, the manufactured housing acquired
portfolio represents 12 percent of the total
manufactured housing remaining principal
balance outstanding.

Multifamily Programs

Since the inception of the Multifamily MBS
program, Ginnie Mae has guaranteed the
issuance of approximately $48.1 billion in
multifamily securities. Outstanding securities
in the multifamily program increased in Fiscal
Year 2001 by 16 percent to a record $21.7 bil-
lion. Overall, the ratio of delinquent multi-
family loans in Ginnie Mae multifamily pools
represents 1.30 percent compared to 0.53 per-
cent in Fiscal Year 2000.

The following chart describes the overall man-
agement of Ginnie Mae’s defaulted portfolio,

for single family, manufactured and multifam-
ily housing for fiscal years 1997 through 2001:

Management of Defaulted Portfolio

s Dollars in Millions
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Fiscal Year

Multifamily Remaining Principal Balance
(RPB) has grown 59 percent over the last five
years. The following chart represents the
growth of the multifamily MBS outstanding
program:

Multifamily MBS Outstanding
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Multiclass Products

Ginnie Mae’s full faith and credit guaranty
was important to investors during Fiscal Year
2001, as buyers of mortgage securities recog-
nized that scheduled interest and principal on
Ginnie Mae MBS and Real Estate Mortgage
Investment Conduits (REMIC) are guaranteed
by the full faith and credit of the United States
Government.

Multiclass products include REMIC and
Ginnie Mae Platinum securities. The volume
of multiclass products issued by Ginnie Mae
continued to grow in Fiscal Year 2001, another
record year and the seventh consecutive year
of volume increase for REMICs. The purpos-
es of REMIC:s are to increase the investor base
for Ginnie Mae securities and support the
price of Ginnie Mae MBS, which in turn helps
to provide greater liquidity to the secondary
mortgage market. Ginnie Mae guaranteed 55
REMIC transactions in 2001, totaling $25.8
billion, up from $25 billion in 2000. Ginnie
Mae also continued to build a strong position
in REMIC issuance on a global basis by con-
tinuing to offer the flexibility of the MX
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(modifiable and exchangeable) option to its
REMIC Sponsor group. Investors have the
option to exchange REMIC securities for MX
securities that more closely match their invest-
ment requirements. In Fiscal Year 2001, total
REMIC fee income increased 9.4 percent from
the prior fiscal year. This increase occurred
because of increased Ginnie Mae REMIC
volume.

The Ginnie Mae Platinum transaction volume
increased dramatically in Fiscal Year 2001
compared to Fiscal Year 2000. The Platinum
product provides customers the ability to
trade a group of small pools for one large
pool. Platinum transactions increased 146
percent to $41.6 billion. Transactions
increased because alternative investment
products provided lower returns to investors.

Recent Initiatives

In response to the rapidly changing mortgage
finance market, Ginnie Mae has increased its
efforts to bring new products to the market-
place. Through leadership in the mortgage
markets, Ginnie Mae seeks to offer its cus-
tomers the highest quality advice, service, and
securities transactions. Ginnie Mae’s objective
is to gradually shift its business mix to
increase the number of product sponsors and
the stability of volume growth. Ginnie Mae
will continue to introduce new lines and
expand existing products to attract and retain
customers and meet its mission. Examples of
Ginnie Mae’s recent initiatives follow:

Capital Markets

In 1998, Ginnie Mae established a Capital
Markets Office in New York to enhance its
ability to serve its customers, provide outreach
on products and services, and help them
respond to increased market volatility. Today,
working closely with customers and other
market participants, Ginnie Mae successfully
provides a full range of products and services,
as well as industry support, to the Capital
Markets Office. This achievement has helped
Ginnie Mae meet its strategic goals of cus-
tomer service and industry leadership.
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Settlement of Ginnie Mae Securities
Through the Federal Reserve

The schedule for converting Ginnie Mae
securities from The Depository Trust &
Clearing Corporation to the Federal Reserve
had to be modified due to the World Trade
Center tragedy. Financial institutions most
affected by the World Trade Center disaster
needed additional time to get back to normal
operations. Furthermore, additional testing
needed to be conducted by the affected parties
to assure that the conversion takes place in an
organized manner. The conversion is sched-
uled to take place during the months of
January 2002 through March 2002, with
April 2002 as a backup.

In the interim, Ginnie Mae moved forward
with its requirement that all Ginnie Mae I
securities, held in depository form, be paid
by Automated Clearing House (ACH) debit
beginning with the October 15, 2001 pay-
ment. By implementing ACH debit for all
Ginnie Mae I securities held in depository
form, it eliminated any differences between
what is reported to be paid to the depository
versus the payment to the depository. This
change in procedure should favorably affect
the pricing of Ginnie Mae securities because
it facilitates more certainty in the securities
reporting/payment processes.

Other improvements that will be realized by
having Ginnie Mae securities settle through
the Federal Reserve include the following:

o Payments to beneficial holders of
Ginnie Mae I securities, held in
depository form, will be made on the
15th day of the month instead of the
16th day of the month. This should
favorably affect the pricing of Ginnie
Mae securities.

o Ginnie Mae securities will be more
attractive to foreign investors. This
should create a higher demand for
Ginnie Mae securities, increasing the
likelihood of better pricing.




o By all mortgage-backed securities
settling and trading on the same
depository, economies of scale should
be realized in the form of lower
transaction costs.

o Investors of Ginnie Mae serial note
securities will have greater flexibility
in that they will have the option to
either hold the serial note security at
the pool level or break out the pool
into individual serial note units of
$25,000 for repo transactions or
trading purposes.

Targeted Lending Initiative

Ginnie Mae’s Targeted Lending Initiative
(TLI) was implemented in 1996 to help raise
homeownership levels in central city areas,
including Rural Empowerment Zones and
Rural Enterprise Communities. Since that
time, the Initiative has been expanded to
include Indian lands, new Urban Empower-
ment Zones, and new Urban Enterprise
Communities. Through the TLI, Ginnie Mae
has helped 278,784 families buy homes in
underserved areas. A listing of the targeted
areas and the census tracts may be accessed on
Ginnie Mae’s web site, at www.ginniemae.gov.
This program provides financial incentives for
lenders to increase loan volumes in tradition-
ally underserved areas. By increasing lender
activity in these targeted areas, Ginnie Mae
provides underserved families and households
with increased opportunities to achieve home-
ownership. In five years of operation (October
1, 1996 - September 30, 2001), the Targeted
Lending Initiative has issued $22.3 billion in
securities, representing 228,512 loans in
10,835 pools.

Under the Initiative, Ginnie Mae reduces its
guaranty fee by up to 50 percent when
approved issuers originate (or purchase)
eligible home mortgage loans in designated
communities and place them in Ginnie Mae
pools. The Ginnie Mae guaranty fee may be
reduced by 1 to 3 basis points on a pool,
depending on the percentage of unpaid prin-

cipal balance of eligible FHA-insured and
VA-guaranteed loans in the pool. Issuers
may combine these newly eligible loans with
other targeted lending single family loans,
other than manufactured housing loans, to
meet the previously established targeted lend-
ing thresholds.

All Ginnie Mae single family issuers may par-
ticipate in the Initiative. Once a Ginnie Mae
issuer has originated or purchased eligible
loans, the issuer merely submits the pool
package through Ginnie Mae’s GinnieNET
delivery system. Issuers will receive a confir-
mation from Ginnie Mae of their reduced
guarantee fee, as applicable.

Leveraging Cross-cutting Initiatives

Ginnie Mae’s mission of helping low- and
moderate-income Americans gain access to
home mortgages is just part of HUD’s - and
the federal government’s - effort to improve
housing and economic development in the
United States. Ginnie Mae is committed to
working with HUD, with other federal enti-
ties, and with other public and private sector
organizations to leverage cross-cutting pro-
grams and objectives in support of better
housing and economic development.

Native American Home Loan Guarantee
Program

HUD’s Native American Home Loan
Guarantee program (Section 184), adminis-
tered by the Office of Public and Indian
Housing, provides Native Americans with an
effective vehicle for obtaining mortgage
financing. This program offers a 100 percent
federal loan guarantee to lenders, which
Ginnie Mae supports by providing for the eli-
gibility of Section 184 loans for pooling into
single family Ginnie Mae I and Ginnie Mae II
pools. Section 184 loans must be processed
through GinnieNET and guaranteed by the
Office of Public and Indian Housing.

Section 184 loans offer the mortgage commu-
nity (lenders and issuers) a secure means to
establish solid relationships with underserved
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Native American families and communities
and, in addition, serve as a product for use
with Community Reinvestment Act (CRA)
lending programs.

Soldiers and Sailors Civil Relief Act

The Soldiers and Sailors Civil Relief Act
(SSCRA) of 1940 provides reimbursement to
issuers who have lost money by providing
relief to military personnel during a qualifying
military effort. In response to the events of
September 11, 2001, Ginnie Mae developed an
assistance plan that included reimbursing
issuers for interest shortfalls on loans made to
persons who later enter military service, and
to reservists and members of the National
Guard called to duty. In addition, if under
FHA Mortgagee Letter 2001-22, an issuer per-
mits qualifying borrowers to postpone princi-
pal payments, the issuer may request consent
from Ginnie Mae to repurchase the loans out
of pools once three principal payments have
been made on the borrower’s behalf.

View of the Future

During Fiscal Year 2002, Ginnie Mae will con-
tinue to facilitate increased homeownership in
urban areas through the success of its pro-
grams. Such efforts will be in addition to con-
tinued improvements in customer service and
new product innovation.

Ginnie Mae will develop and implement poli-
cies and procedures that improve program
efficiency and customer service. Through new
product offerings and reductions in guaranty
fees, Ginnie Mae continually strives to make
its programs attractive to investors in the capi-
tal markets. Additionally, Ginnie Mae contin-
ues to make organizational improvements in
its business through internal and external
reviews of its operations and managing the
corporation as a results-oriented, customer
driven organization. These efforts will contin-
ue to strengthen Ginnie Mae’s program and
financial position and ensure its ability to
meet its mission.
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Moreover, in Fiscal Year 2002, management’s
priorities will include making greater use of
information technology to improve processes
and products, enhancing services to clients,
and strengthening other ways Ginnie Mae
does business. Ginnie Mae will endeavor to
face the challenges of the future with confi-
dence, and with innovative solutions and
products, while striving to serve its vital role
in the provision of mortgage credit for low-
and moderate-income American families.




Management'’s Discussion
and Analysis of Financial
Position and Results of
Operations

Financial Highlights of 2001

Fiscal Year 2001 was another year of very
favorable financial achievement marked by
increases in both revenues and assets.

Ginnie Mae achieved record net income of
$805.3 million, a 5.6 percent increase from
$762.8 million in Fiscal Year 2000. Revenues
increased by 5.6 percent, to $878.5 million
from $832 million in Fiscal Year 2000, and
total assets increased 10.1 percent, to $8.7
billion from $7.9 billion in Fiscal Year 2000.
These growth rates reflect strengthened finan-
cial management and the continued growth
in Ginnie Mae’s MBS programs during Fiscal
Year 2001.

Ginnie Mae provided the market with impor-
tant services and contributed to a stable envi-
ronment. The outstanding MBS portfolio
increased, which generated increased guaranty
and commitment fee revenues. In Fiscal Year
2001, MBS program income rose to $438.7
million from $408.2 million in Fiscal Year
2000. Due to Ginnie Mae’s strong program
management, total expenses as a percentage
of total revenues decreased from 5.7 percent
in Fiscal Year 2000 to 5.6 percent in Fiscal
Year 2001.

Ginnie Mae issued $161.7 billion in commit-
ment authority in Fiscal Year 2001, an 85
percent increase from Fiscal Year 2000. The
$153.8 billion of MBS issued in Fiscal Year
2001 represented a 45.8 percent increase in
MBS issued from Fiscal Year 2000. The out-
standing MBS balance at the end of Fiscal

Year 2001 was $604.3 billion, compared to
$603.5 billion the previous year. Fiscal Year
2001 production provided the capital to
finance the purchase or refinance of homes
for approximately 1.3 million American
families.

Ginnie Mae has continued its strong financial
performance during Fiscal Year 2001 and pro-
duced continued growth in revenue. Excess
revenues over expenses are invested in U.S.
Government securities. To date, Ginnie Mae’s
earnings and fund balance have provided the
capital to finance its operations and, as a
result, Ginnie Mae has not needed to obtain
funds through federal appropriations.

The following chart illustrates Ginnie Mae’s
revenue growth in the past five years:

Revenue

Dollars in Millions

$1,000

$832 $878

$800 — s767 7%

$687
$600 (—

$400 —

$200 —

$0

1997 1998 1999 2000 2001

Fiscal Year

Ginnie Mae Annual Report 2001

17




18

Ginnie

To assist readers in understanding Ginnie Mae’s recent financial history, the following table

provides three year financial highlights of the corporation:

THREE-YEAR FINANCIAL HIGHLIGHTS

September 30,

(Dollars in thousands)

Balance Sheets and Liquidity Analysis

2001

Funds with U.S. Treasury

2,043,000

1,617,600

1,210,800

U.S. Government Securities

6,557,100

6,171,000

5,778,000

Total Assets

Total Liabilities

615,100

600,300

567,200

Investment of U.S. Government

$
$
$ 8,739,300
$
$

8,124,200

$
$
$ 7,919,200
$
$

7,318,900

$
$
$ 7,123,300
$
$

6,556,100

Total RPB Outstanding (1) $604,308,600 $603,471,487 $569,649,659
LLR (2) and Investment of

U.S. Government $ 8,659,700 $ 7,852,200 $ 7,059,400
Investment of U.S. Government as a

percentage of Average Total Assets 97.54% 97.00% 97.20%
LLR and Investment of U.S. Government

as a percentage of RPB 1.43% 1.30% 1.24%
Capital Adequacy Ratio (3) 1.41% 1.28% 1.22%
Statements of Revenues and Expenses

& Profitability Ratios

Year ended September 30,

MBS Program Income $ 438,700 $ 408,200 $ 405,000
Interest Income $ 430,300 $ 415,800 $ 380,300
Revenues $ 878,500 $ 832,000 $ 798,600
MBS Program Expenses $ 40,100 $ 37,900 $ 42,500
Administrative and Other Expenses $ 9,300 $ 9,300 $ 9,300
Provision for Loss $ 23,800 $ 22,000 $ -

Total Expenses $ 49,400 $ 47,200 $ 51,800
Excess of Revenues over Expenses $ 805,300 $ 762,800 $ 746,800
Total Expense as a percentage of

Average RPB 0.0082 % 0.0078% 0.0093 %
Provision for Loss as a percentage of

Average RPB 0.0039% 0.0038% -

(1) Remaining Principal Balance (RPB) of Ginnie Mae MBS

(2) Loan Loss Reserve (LLR)

(3) Investment of U.S. Government plus Loan Loss Reserve divided by the sum of Total Assets and

Remaining Principal Balance
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Results of Operations

Ginnie Mae believes that the following discus-
sion will provide the reader with information
that is relevant to an assessment and under-
standing of Ginnie Mae’s financial condition
and of the results of operations. The discus-
sion should be read in conjunction with the
financial statements and notes thereto. Ginnie
Mae’s operating results are subject to fluctua-
tion each year depending on the frequency
and severity of losses resulting from general
economic conditions, mortgage market
conditions, and terminating issuers.

MBS Program Income

MBS program income includes Guaranty
Fees, New Issuer Fees, Commitment Fees,
Handling Fees, and Transfer of Servicing Fees.
Guaranty Fees and Commitment Fees com-
prise approximately 95 percent of total MBS
program revenues. Guaranty Fees represent
income streams earned by providing Ginnie
Mae’s guaranty of the full faith and credit of
the United States Government to MBS issuers.
These income streams are recognized over the
life of the outstanding mortgage-backed secu-
rities. Commitment Fees represent income
that Ginnie Mae earns for providing approved
issuers with authority to pool mortgages into
Ginnie Mae mortgage-backed securities.

Commitment Fees increased 94.7 percent
from $16.9 million in Fiscal Year 2000 to
$32.9 million in Fiscal Year 2001. This in-
crease resulted from a surge in MBS issuance
activity. New commitments issued by Ginnie
Mae amounted to $161.7 billion during Fiscal
Year 2001, an 84.8 percent increase from Fiscal
Year 2000.

Steady growth in the MBS portfolio was
responsible for the increase in MBS program
income. MBS Guaranty Fees increased 3.4
percent to $382.9 million in Fiscal Year 2001
from $370.3 million in Fiscal Year 2000. The
Guaranty Fees are collected on the aggregate
principal balance of the guaranteed securities
outstanding of the non-defaulted issuer
portfolio.

The following chart represents the remaining
principal balance outstanding of the MBS
portfolio as of September 30, 2001:

Remaining Principal Balance
Outstanding of the MBS Portfolio
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Interest Income

Ginnie Mae funds its investment portfolio
through its excess revenues over expenses.

As a result, the corresponding interest income
has steadily increased over the past five years.
For Fiscal Year 2001, interest income increased
3.5 percent to $430.3 million from $415.8
million in Fiscal Year 2000. This increase is
directly related to Ginnie Mae’s investment
strategy and the success of its increasing
investment portfolio. Ginnie Mae invests the
excess of its accumulated revenues over
expenses only in U.S. Government securities,
as mandated by the U.S. Treasury. However,
the interest rate of return has continually
decreased and, therefore, the revenue generat-
ed as a percentage of income continues to
decline.

Multiclass Revenues and Miscellaneous
Income

Multiclass revenue is part of the MBS pro-
gram revenues and is composed of REMIC
and Platinum program fees. Miscellaneous
income, also a component of the MBS pro-
gram revenues, is earned from the Ginnie
Mae II portfolio. The Multiclass revenue bal-
ance fluctuates based on market conditions
and issuance activity. Ginnie Mae issued
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approximately $41.6 billion in Platinum
products in Fiscal Year 2001. Fees amounted
to $17.7 million, representing a 51 percent
increase in fee income from the previous year.
Fees from REMIC securities amounted to $9.3
million on $25.8 billion in issuance for those
products, representing an increase of 9.4 per-
cent in fee income. Ginnie Mae recognized a
portion of the REMIC and Platinum program
fees in the period the fees are received, with
the balance deferred and amortized over the
remaining life of the financial investment.

In Fiscal Year 2001, Ginnie Mae issued a total
of $67.4 billion in its multiclass securities pro-
gram. The estimated outstanding balance of
multiclass securities (REMICs and Platinums)
included in the total MBS securities balance
at September 30, 2001 was $165.6 billion.
These guaranteed securities do not subject
Ginnie Mae to additional credit risk beyond
that assumed under the MBS program.

MBS Program and Administrative
Expenses

MBS program and administrative expenses are
incurred to carry out Ginnie Mae’s programs
and initiatives. These costs include contractor
services, personnel, compensation, printing,
and other administrative functions. MBS pro-
gram and administrative expenses increased
from $47.2 million in Fiscal Year 2000 to $49.4
million in Fiscal Year 2001, representing an
increase of 4.7 percent.

The increase in expenses is attributable to
normal expenses for managing its program
activities. Ginnie Mae’s ability to effectively
administer its programs is illustrated by the
decreased rate of total expenses as a percent-
age of total revenues from 5.7 percent in Fiscal
Year 2000 to 5.6 percent in Fiscal Year 2001.
Expenses as a percentage of total revenues
have ranged over the last five years from 5.6
percent to 6.5 percent. Additionally, MBS
program and administrative expenses as a
percentage of average RPB grew slightly over
the last five years from 0.0075 percent to
0.0082 percent.
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The following chart depicts MBS program
and administrative expenses as a percentage
of gross revenues:

Expenses as a Percentage
of Gross Revenues
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Credit Related Expenses

Credit related expenses include Ginnie Mae’s
Provision for Loss and defaulted issuer portfo-
lio costs. The Provision for Loss is charged
against income in an amount considered
appropriate to maintain reserves for losses at
levels management determines adequate to
absorb potential losses from defaulted issuer
portfolios and program losses. Based on
management’s assessment of reserve adequacy,
a Provision for Loss was made in Fiscal Year
2001 for $23.8 million. A similar Provision

for Loss was made in Fiscal Year 2000 for

$22 million.

Financial Models

Ginnie Mae’s Policy and Financial Analysis
Model (PFAM) is a comprehensive model
that allows Ginnie Mae to evaluate its finan-
cial condition, in terms of cash flows, capital
resource adequacy, and budget projections,
under an array of economic and financial
scenarios, modified by policy or programmat-
ic decisions. The PFAM incorporates Ginnie
Mae’s inherent operations-based risks with
modeling that employs economic, financial,
and policy variables to generate output that
assesses these risks and overall performance.

The information from PFAM supports
Ginnie Mae management in key financial
decisions such as allocating reserves against
future losses. This model also aids the prepa-




ration of Ginnie Mae’s budget through the
estimation of the credit subsidy rate for each
of Ginnie Mae’s programs.

Fiscal Year 2001 marked the release of PFAM
2.0, the first comprehensive redesign of the
model since its initial development in 1992.
Modeling improvements include a new
demand model for single family and multi-
family loan types, the use of regional variables
to model geographic variation in loan and
issuer performance as well as improved esti-
mation techniques.

A well designed and self-documenting
Oracle database has been added to streamline
the process of data updates and reduce turn-
around time. An equally important enhance-
ment is the addition of a relational database,
which enables expanded reporting features
such as drill-down graphs and charts, and
grants the user meaningful access to the
wealth of data available in the model.

PFAM 2.0 also employs a secure web-enabled
interface, making it easier for authorized
users to access the model, while eliminating
the need to install and update customized
hardware and software on individual users’
terminals.

As is done each year, Ginnie Mae worked with
the FHA and VA to obtain the most current
and comprehensive loan level data. This data
supported detailed segmentation of loans
according to key risk indicators, including
loan type, loan size, loan-to-value ratio, and
region, enabling Ginnie Mae to map the cur-
rent risk profile of the collateral supporting
its guaranteed mortgage-backed securities.

Ginnie Mae obtained the most current eco-
nomic forecast, as well as a range of alterna-
tive scenarios to support Ginnie Mae’s use of
stress testing in risk management and capital
adequacy demonstration. Policy forecasts
were updated in coordination with key profes-
sionals and documentation from Ginnie Mae,
FHA and VA.

Liquidity
Ginnie Mae’s role in supporting expanded
affordable housing in America through sec-

ondary market vehicles is ongoing through
the use of the guaranty of the full faith and
credit of the United States Government. Liquid
assets further Ginnie Mae’s initiatives, and
these needs are driven by the development of
new secondary market vehicles, the timely
payment of pass-throughs to security holders,
and general operations. Through successful
cash management, program management and
commitment to cost containment, Ginnie Mae
has not been required to obtain appropriations
or other debt financing services.

The table below describes the composition and
maturity of Ginnie Mae’s Treasury securities:

Composition of Treasury Securities by Fiscal Year

Percent of Total 2001 2000
Due within 1 year 49% 21%
Due after 1-5 years 43% 60%
Due after 5-10 years 8% 19%

Ginnie Mae’s primary sources of cash are MBS
and Multiclass Guaranty Fee Income, Com-
mitment Fee Income and Interest Income.
After accounting for expenses and other fac-
tors, on September 30, 2001, Ginnie Mae
reported funds in the U.S. Treasury of $2.04
billion compared with $1.62 billion on
September 30, 2000. The increase in funds in
the Treasury is influenced by the Credit
Reform Act of 1990. This Act requires that
Ginnie Mae segregate funds held with the U.S.
Treasury between Liquidating and Financing
accounts. Funds received from activity origi-
nating prior to Fiscal Year 1991 are accounted
for in the Liquidating accounts, while funds
received from MBS fees for activity originat-
ing after Fiscal Year 1991 are maintained in
the Financing accounts. For Credit Reform
purposes, funds in the Financing account are
deposited into an interest bearing account
with the U.S. Treasury.

In addition to the funds in the U.S. Treasury,
Ginnie Mae’s investments totaled $6.56 bil-
lion, compared with $6.17 billion in the prior
year. Throughout 2001, Ginnie Mae used an
investment strategy that increased interest
income, while shortening its average maturity
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to lower market risk. Of the $6.56 billion
investment balance at September 30, 2001,
$440.4 million was held in overnight certifi-
cates. The balance of the portfolio’s maturi-
ties are spread over time to ensure that Ginnie
Mae has a ready source of funds to meet vari-
ous liquidity needs. Emergency liquidity
needs are met through short-term maturities.

The following chart illustrates the compo-
nents of Ginnie Mae’s Investments in U.S.
Government Securities at September 30, 2001:

Components of Investment in
U.S. Government Securities
Fiscal Year 2001

U.S. Treasury
Notes
93%

U.S. Treasury
Overnight
Securities
7%

Capital Adequacy

Ginnie Mae’s activities involving the guaranty
of MBS have historically operated at a profit.
Ginnie Mae has never had to exercise its
authority to borrow funds from the U.S.
Treasury to finance its operations. Ginnie
Mae’s net income continues to build and
strengthen the Corporation’s capital base and
programs. Ginnie Mae believes it maintains
adequate capital to withstand downturns in
the housing market that could cause severe
issuer defaults. Ginnie Mae’s capital is backed
by the full faith and credit guaranty of the
United States Government.

As of September 30, 2001, Ginnie Mae had
an Investment of U.S. Government balance
of $8.1 billion after establishing reserves for
losses on its credit activities, compared with
$7.3 billion as of September 30, 2000. Ginnie
Mae’s net earnings are used to build reserves
which it believes to be sound. Over the past
three years, Ginnie Mae has increased its
capital adequacy ratio (Investment of U.S.
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Government plus loan loss reserve as a per-
centage of total assets and RPB) from 1.28
percent to 1.41 percent. To assess the strength
of its capital position, Ginnie Mae uses a
“stress test” methodology that measures
Ginnie Mae’s ability to withstand severe
economic conditions.

The following chart describes Ginnie Mae’s
Capital Reserves (Investment of U.S.
Government) at September 30 for the last
five years:

Capital Reserves
(Investment of U.S. Government)
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Risk Management

Ginnie Mae continues to enhance its automat-
ed systems and business processes to increase
the efficiency of its operations and to reduce
its business risk. During Fiscal Year 2001,
Ginnie Mae continued periodic reviews of all
master subservicers and major contractors to
assure compliance with the terms and condi-
tions of their contracts with Ginnie Mae.
Additionally, the audits and reviews provided
Ginnie Mae with a mechanism for continuing
to strengthen its internal controls and mini-
mize risks.

Compliance with the CFO Act

Ginnie Mae has prepared a separate manage-
ment report in compliance with the Chief
Financial Officers Act of 1990 that contains
detailed information. It is available upon
request from the Ginnie Mae Office of
Finance at (202) 401-2064.




