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deficiency in control design needed to be brought to the attention of those charged with
governance.

Ginnie Mae presented single-year financial statements for fiscal year 2020 and did not present
comparative financial statements. CLA’s opinion on Ginnie Mae’s financial statements was not
modified with respect to this matter.

In connection with the contract, we reviewed CLA’s reports and related documentation and
inquired of its representatives. Our review, as differentiated from an audit of the financial
statements in accordance with U.S. generally accepted government auditing standards, was not
intended to enable us to express and we do not express opinions on Ginnie Mae’s financial
statements or internal control over financial reporting or on compliance with laws, regulations,
and contracts. CLA is responsible for the attached Independent Auditor’s Report, dated
November 16, 2020, and the conclusions expressed therein. Our review disclosed no instances
in which CLA did not comply, in all material respects, with U.S. generally accepted government
auditing standards.
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Ginnie Mae offers two multiclass securities product structures — Platinum Securities and Real
Estate Mortgage Investment Conduits (REMIC) Securities:

* Ginnie Mae Platinum Securities are formed by combining Ginnie Mae MBS securities into
a new single security. Platinum Securities can be constructed from both fixed rate and
Ginnie Mae ARM Securities. They provide MBS investors with greater market and
operating efficiencies, and may be used in structured financings, repurchase transactions,
and general trading.

» REMIC Securities direct underlying MBS principal and interest payments to classes with
different principal balances, interest rates, average lives, prepayment characteristics and
final maturities. REMIC Securities allow issuers to have more flexibility for creating
securities to meet the needs of a variety of investors. Principal and interest payments are
divided into varying payment steams to create classes with different expected maturities,
differing levels of seniority or subordination or other characteristics.

Ginnie Mae established the following four programs to support both Ginnie Mae I and II MBS,
which serve a variety of loan financing needs and different issuer origination capabilities:

» Single-Family Program — consists of single-family mortgages originated for the purchase,
construction, or renovation of single-family homes originated through FHA, VA, RD, and
PIH loan insurance programs;

*  Multifamily Program — consists of FHA and RD insured loans originated for the purchase,
construction, or renovation of apartment buildings, hospitals, nursing homes, and assisted
living facilities;

» HECM Morigage-Backed Securities (HMBS Program) — consists of reverse mortgage
loans insured by FHA; and

*  Manufactured Housing Program — allows the issuance ¢f pools cf loans insured by
FHA’s Title I Manu factured Home Loan Program.

Note 2: Summary of Significant Accounting Policies and Practices

The following disclosures pertain to current practices followed by Ginnie Mae in accordance with
its accounting policies, except as otherwise indicated.

Basis of Presentation: Ginnie Mae’s functional currency is U.S. dollars and the accompanying
financial statements have been prepared in that currency. Ginnie Mae is presenting its financial
statements and footnotes as a single year presentation for fiscal year 2020. The decision to continue
with single year reporting in fiscal year 2020 was made in conjunction with HUD to allow adequate
time for the audit of HUD’s and Ginnie Mae’s year-end Financial Statements and footnotes. The
financial statements conform to U.S. GAAP, except as otherwise indicated.

Going Concern: The accompanying financial statements are prepared on a going concern basis

and do not include any adjustments that might result from uncertainty about Ginnie Mae’s ability
to continue as a going concern.

21



Use of Estimates: The preparation of financial statements in conformity with U.S. GAAP, which
requires management to make estimates and assumptions that affect the reported amounts of assets
and liabilities, the disclosure of contingent assets and liabilities at the date of the financial
statements, the reported amounts of revenues and expenses for the periods presented, and the
related disclosures in the accompanying notes. Ginnie Mae evaluates these estimates and
judgments on an ongoing basis and bases its estimates on experience, historical, current and
expected future conditions, third-party evaluations, and various other assumptions that Ginnie Mae
believes are reasonable under the circumstances. The results of these estimates form the basis for
making judgments about the carrying values of assets and liabilities, as well as identifying and
assessing the accounting treatment with respect to commitments and contingencies.

Ginnie Mae has made significant estimates in a variety of areas including, but not limited to, fixed
assets, valuation of certain financial instruments, such as mortgage servicing rights (MSR),
acquired property, allowance for loss on mortgage loans held for investment (HFI) including
accrued interest, claims and other loan receivables, guaranty assets, guaranty obligations, liability
for representations and warranties, and the liability for loss on MBS program guarantee. Actual
results could differ from those estimates.

Accounting Changes and Error Corrections: Ginnie Mae may make certain accounting changes
or discover the need for error corrections. ASC 250 — Accounting Changes and Error Corrections
provides guidance on the accounting for and reporting of accounting changes and error corrections.

Change in Accounting Principle: A change in accounting principle occurs when “there are two
or more generally accepted accounting principles that apply or when the accounting principle
formerly used is no longer generally accepted. A change in the method of applying an accounting
principle also is considered a change in accounting principle.” Management may make changes in
accounting principle only if either of the following conditions are met: 1) The change is required
by a newly issued Codification update or 2) The entity can justify the use of an allowable
alternative accounting principle on the basis that it is preferable. In instances where management
deems a change in accounting principle is necessary, the change shall be recorded by retrospective
application in accordance with ASC 250-10-45-5 through 45-8. When retrospective application is
deemed impractical, the change in accounting principle will be made as of the beginning of the
subsequent fiscal year of the period in which the change is made, per ASC 250-10-45-14.
Management shall make the appropriate disclosures in the financial statements in the period in
which a change in accounting principle is made.

Change in Accounting Estimate: Ginnie Mae employs the use of significant estimates and
assumptions for certain balances disclosed within its financial statements. Accordingly, Ginnie
Mae periodically updates its models and assumptions that are used within financial reporting and
assesses these updates to determine whether they should be accounted for as a change in
accounting estimate Ginnie Mae accounts for changes in accounting estimates prospectively, in
accordance with ASC 250.

Disclosures for changes in accounting estimates made in the ordinary course of accounting for
items (such as for depreciation and amortization) are not necessary, unless the effect of a change
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in accounting estimate is material. Changes in accounting estimates resulting from a change in
valuation technique used to measure fair value are not subject to disclosure when the resulting fair
value measurement is in accordance with ASC 820: Fair Value Measurement. 1f a change in
accounting estimate i1s a result of a change in accounting principle, the change in accounting
estimate shall be subject to the disclosure requirements required for changes in accounting
principle, as noted above. Management shall make the appropriate disclosures for changes in
accounting estimates in the period for which the change in accounting estimate is made.

Error Corrections: In the event that Ginnie Mae identifies an error in previously issued financial
statements, Ginnie Mae will perform a materiality assessment, since the method to correct the error
1s dependent on the materiality to both prior year(s) and current year. When the error 1s material
to the prior period(s) financial statements, the error is corrected through a restatement including
the correction of material errors relating to classification and disclosure. For errors that are
immaterial to prior periods, but the correction would result in a material error in the current period,
Ginnie Mae adjusts or “restates” the prior period information in the current period financial
statement and discloses the correction in the footnotes of the current period financial statements
(i.e., the financial statements that reflect the correction). Errors that are immaterial to both the
current and prior period are typically corrected in the current period.

In fiscal year 2020, management identified errors in previously issued financial statements related
to the guaranty obligation in the amount of $64.4 million. Management determined the error to be
immaterial to both the current and prior years, and therefore corrected the error in the current year
financial statements.

Fair Value Measurement: Ginnie Mae uses fair value measurement for the initial recognition of
certain assets and liabilities, periodic re-measurement of certain assets on a recurring and
non-recurring basis, and certain disclosures. Fair value is defined as the price that would be
received to sell an asset or paid to transfer a liability (an exit price) in an orderly transaction
between market participants at the measurement date. Ginnie Mae bases its fair value
measurements on an exit price that maximizes the use of observable inputs and minimizes the use
of unobservable inputs.

Fair Value Option: The fair value option under ASC 825: Financial Instruments allows certain
financial assets and liabilities, such as acquired loans, to be reported at fair value (with unrealized
gains and losses reported in the Statement of Revenues and Expenses and Changes in Investment
of U.S. Government and related cash flows classified as operating activities). The fair value option
was elected by Ginnie Mae for the guaranty asset.

Natural Disasters: The occurrence of a major natural disaster, such as a hurricane, tropical storm,
wildfires, flood, and other large-scale catastrophe, in an area where Ginnie Mae’s pooled and non-
pooled loans or properties are located could have an adverse impact on our financial condition and
results of operations. An unpredictable natural disaster could negatively affect the ability of
borrowers to continue to make principal and interest payments, increasing Ginnie Mae’s credit
losses. It could cause damage or destroy properties that Ginnie Mae owns, and Ginnie Mae may
not have insurance coverage to offset all the losses. Further, a major disruptive event, such as
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others, or the entity’s statements of intention with regard to particular deposits. Restricted cash
balances are recorded in a separate line item as restricted cash and cash equivalents. Ginnie Mae
received approval from the Office of Management and Budget (OMB) to invest certain portions
of restricted cash in U.S. Treasury short-term investments and Ginnie Mae is entitled to the interest
income earned on these investments. Restricted cash and cash equivalents also include P&I
payments that were not collected by security holders and unclassified funds.

Escrow Funds (Held in Trust for MBS Certificate Holders or Mortgagors): Escrow funds are
held in trust for payments of mortgagors’ taxes, insurance and related items, or other fiduciary
funds. These funds are collected by the MSS and held at depository institutions for which Ginnie
Mae does not have access. This amount is $24.8 million at September 30, 2020. The escrow
balance as of September 30, 2020 is an estimate and represents amounts submitted by the MSS.
Escrow funds are not owned, invested or controlled by Ginnie Mae and are therefore not included
in total assets or liabilities on Ginnie Mae’s Balance Sheet. As such, Ginnie Mae receives no
current or future economic benefits thereof, and there is no associated risk or reward to Ginnie
Mae from the escrow funds.

Reimbursable Costs Receivable, Net: Costs incurred on both pooled and non-pooled loans
expected to be reimbursed are recorded as reimbursable costs receivable, and reported net of
allowance for amounts that management believes will not be collected. Reimbursable costs arise
when insufficient escrow funds are available to make scheduled tax and insurance payments for
loans serviced by Ginnie Mae, and Ginnie Mae advances funds to cover the shortfall to preserve a
first lien position on the underlying collateral. In addition, Ginnie Mae advances funds to cover
servicing related expenses in order to preserve the value of the underlying collateral. The
allowance for reimbursable costs is estimated based on historical loss experience, which includes
expected collections from the mortgagors, proceeds from the sale of the property, and
reimbursements collected from third-party insurers or guarantors such as FHA, VA, RD, and PIH.

Accrued Fees and Other Receivables: Ginnie Mae’s accrued fees and other receivables primarily
include accrued guaranty fees. Guaranty fees are discussed in Note 5: Financial Guarantees and
Financial Instruments with C;f-Balance Sheet Exposure.

Ginnie Mae is a designated recipient agency for criminal restitution payments as a result of court
order in connection with criminal proceedings against certain defendants, primarily for fraud and
false claims. U.S. District Courts are responsible for receipting payments, disbursing restitution to
victims, and tracking the debt. Ginnie Mae has determined that these receivables are not probable
of collection and have no net realizable value. This assessment is based on Ginnie Mae’s position
in the recovery hierarchy for debts from defendants, its historical experience with collections on
these accounts, and the overall historical experience for the U.S. Government in collecting on this
category of receivable.

Pass-Through Assistance Program Receivables Including Accrued Interest, Net: When the
President of the United States declares a major disaster, Ginnie Mae, at its sole discretion, may
extend to Issuers one or more of the Disaster Assistance Programs identified in Chapter 34 of its
Mortgage-Backed Securities Guide (“MBS Guide”), one of which is the Pass-Through Assistance
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Program (“PTAP”). Under PTAP, Ginnie Mae assists Issuers with pass-through payments of P&l
to investors if the Issuers are facing a temporary liquidity shortfall directly attributable to a major
disaster. Requests for assistance should only be made by an Issuer as a “last resort”. PTAP is not
intended to provide long-term financing, or to address the full extent of solvency issues that an
Issuer might face as a result of a disaster.

Pass-Through Assistance Program Receivable: An Issuer that receives an eligible pass-through
assistance advance from Ginnie Mae will be obligated to repay it to Ginnie Mae according to the
terms set forth in the applicable Supervisory Agreement. Ginnie Mae recognizes each pass-
through assistance advance as a financing receivable (hereinafter referred to as “Pass-Through
Assistance Program Receivables”, or “PTAP Receivables”) when the advance is disbursed to the
Issuer. Ginnie Mae cannot transfer PTAP receivables to another party and has the intent and ability
to hold them for the foreseeable future or until maturity. Therefore, Ginnie Mae classifies all
PTAP receivables as HFI and reports their carrying value, which includes the outstanding
contractual balance (including accrued interest), net of cost basis adjustments, and net of
allowance. The PTAP Receivables is discussed in Note 6: Pass-Through Assistance Program
Receivables Including Accrued Interest, Net.

Accrued Interest Receivable: Ginnie Mae accrues interest on PTAP receivables at the effective
interest rate based on the interest method, and records an allowance on accrued interest to the
extent interest is uncollectible.

Non-accrual: Ginnie Mae places PTAP receivables on non-accrual status upon the earlier ¢f:

1) When Ginnie Mae determines that payment in full is not expected from the Issuer, i.e.
the PTAP receivable is considered impaired, or
2) When the PTAP receivable has been due and unpaid for 90 days.

If PTAP receivables are placed on non-accrual status, Ginnie Mae suspends recognizing additional
interest income. Previously accrued interest is not reversed but becomes part of Ginnie Mae’s
recorded investment and is assessed for impairment. Partial repayments received for PTAP
receivables on non-accrual status are applied to principal before accrued interest, as doubt exists
about the collectability of principal. Due to the short-term nature of PTAP receivables, non-accrual
PTAP receivables are generally not returned to accrual status. Forgone interest on non-accrual
PTAP receivables is only recognized when cash repayment is received.

Allowance for PTAP Receivables: Ginnie Mae performs periodic and systematic reviews of PTAP
receivables to identify credit risks and assess the overall collectability to determine if (1) available
information at each balance sheet date indicates that it is probable a loss has occurred and (2) the
amount of the loss can be reasonably estimated.

When Ginnie Mae determines that it 1s probable a credit loss has occurred and that loss can be
reasonably estimated, Ginnie Mae recognizes the estimated amount of the incurred loss in the
allowance for PTAP receivables. The allowance consists of two components: (1) an asset-specific
component for larger-balance PTAP receivables individually evaluated and deemed impaired, and
(2) a component for PTAP receivables collectively evaluated for impairment. PTAP receivables
collectively evaluated for impairment include smaller-balance PTAP receivables and larger-
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balance PTAP receivables not deemed individually impaired. The allowance for PTAP receivables
represents management’s best estimate of probable credit losses inherent in Ginnie Mae’s PTAP
receivables. The allowance is netted against the recorded investment of PTAP receivables
presented on the balance sheet.

Charge ¢jf: Ginnie Mae charges off accrued interest and unpaid principal balance (UPB) for PTAP
receivables when it believes collectability of interest or principal is not reasonably assured. Ginnie
Mae’s policy is to evaluate individual PTAP receivables on a quarterly basis, to determine whether
payment in full is expected and charges off the amount deemed uncollectible against allowance
for PTAP receivables.

Recoveries: Ginnie Mae records recoveries of PTAP receivables previously charged off when
repayment received from the Issuer exceeds the recorded investment. The recoveries are recorded
by crediting the allowance, which results in an indirect credit to earnings through Recapture
(Provision) for Pass-Through Assistance Program Receivables Including Accrued Interest, Net.

Claims Receivable, Net: Claims receivable represents receivables from conveyed properties and
payments owed to Ginnie Mae from insuring or guaranteeing agencies (FHA, VA, RD, and PIH).
Claims receivable consists of two primary components:

Short sale claims receivable: As an alternative to foreclosure, a property may be sold for an
agreed-upon price, at which the net proceeds fall short of the debts secured by liens against the
property. Accordingly, short sale proceeds are often insufficient to fully pay off the mortgage.
Ginnie Mae’s MSS analyze mortgage loans for factors such as delinquency, appraised value of the
property collateralizing the loan, and market locale of the underlying property to identify loans
that may be short sale eligible. Short sale transactions are analyzed and approved by the Office of
Issuer and Portfolio Management (OIPM) at Ginnie Mae. For FHA insured loans where 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 delinquent interest payments at the debenture rate (less the first two months of delinquent
interest). FHA is the largest insurer for Ginnie Mae. Short sales on VA, RD, and PTH guaranteed
loans follow a similar process in which the claims receivable amount is determined in accordance
with the respective agency guidelines. Ginnie Mae records a short sale claims receivable while it
awaits repayment of the shortfall amount from the insuring or guaranteeing agencies.

Once the claims receivable is established, Ginnie Mae periodically assesses its collectability by
utilizing statistical models, which incorporate expected recovery based on the underlying insuring
or guaranteeing agency guidelines, and Ginnie Mae’s historical loss experience. Ginnie Mae
records an allowance for short sale claims that represents the expected unrecoverable amounts
within the portfolio. Short sale claims less the allowance for short sale claims is the amount that
Ginnie Mae determines to be collectible.

Foreclosed property: Ginnie Mae records foreclosed property when the MSS receives title to a

residential real estate property that has completed the foreclosure process in its respective legal
jurisdiction, or when the mortgagor conveys all interest in the property to Ginnie Mae through its
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MSS to satisfy the loan through completion of a deed in lieu of foreclosure process or similar legal
agreement. These properties differ from acquired properties as Ginnie Mae intends to convey the
property to an insuring or guaranteeing agency, instead of marketing and selling the properties
through the MSS. The claimed asset is measured based on the amount of the loan outstanding
balance expected to be recovered from the insuring or guaranteeing agency.

Once the claims receivable is established, Ginnie Mae periodically assesses its collectability by
utilizing statistical models, which incorporate expected recovery based on the underlying insuring
or guaranteeing agency guidelines and Ginnie Mae’s historical loss experience. Ginnie Mae
records an allowance for foreclosed property claims that represents the expected unrecoverable
amounts within the portfolio. Foreclosed property claims less the allowance for foreclosed
property claims is the amount that Ginnie Mae determines to be collectible.

Charge ¢)f: Once losses are confirmed, Ginnie Mae charges off any uncollectable amounts against
the corresponding allowance.

Recoveries: 1f the claim proceeds received exceed the claims receivable’s carrying amount, Ginnie
Mae will apply the excess to amounts previously charged-off (i.e., recovery) with any residual
amounts recognized as a gain on the Statement of Revenues and Expenses and Changes in
Investment of U.S. Government.

Advances, Net: Advances represent pass-through payments made to the MSS to fulfill Ginnie
Mae’s guarantee of timely P&I payments to MBS security holders, when there is a shortfall in P&I
payments collected on the pooled loans serviced by the MSS on behalf of Ginnie Mae. Ginnie Mae
reports advances net of an allowance to the extent that management believes advances will not be
collected. The allowance is calculated based on expected recovery amounts from any mortgage
insurance or guarantee per established insurance or guarantor rates, Ginnie Mae’s collectability
experience, and other economic factors.

Mortgage Loans Held for Investment Including Accrued Interest, Net: When a Ginnie Mae
issuer defaults, and is terminated and extinguished, Ginnie Mae steps into the role of the issuer
and assumes all servicing rights and obligations of the issuer’s entire Ginnie Mae guaranteed
portfolio, including making timely pass-through payments. Ginnie Mae utilizes the MSS to service
these portfolios. There are currently two MSS that service the terminated and extinguished issuer
portfolios of pooled and non-pooled loans.

In 1ts role as issuer, Ginnie Mae assesses individual loans within its pooled portfolio to determine
whether the loan must be purchased out of the pool. Ginnie Mae must purchase mortgage loans
out of the MBS pool when the mortgage loans are ineligible for insurance or guarantee by the
FHA, VA, RD, or PIH, as well as loans that have been modified beyond the trial modification
period. Additionally, Ginnie Mae has the option to purchase mortgage loans out of the MBS pool
when the mortgage loans are insured or guaranteed but are delinquent for more than 90 days.

Morigage Loans Held For Investment: Ginnie Mae has the intent and ability to hold acquired
loans for the foreseeable future or until maturity, therefore, the mortgage loans are classified as
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HFI. Ginnie Mae reports the carrying value of HFI loans on the Balance Sheet at the UPB along
with accrued interest, net of cost basis adjustments, and net of allowance for loan losses including
accrued interest, as required by U.S. GAAP. In the event that Ginnie Mae clearly identifies
mortgage loans that it intends to sell, as well as develops a formal marketing strategy or plan of
sale, Ginnie Mae will reclassify the applicable loans from HFT to held for sale (HFS). For loans
which Ginnie Mae initially classified as HFI and subsequently transfers to HFS, those loans would
be recognized at the lower of cost or fair value until sold, with any related cash flows classified as
operating activities. At September 30, 2020, Ginnie Mae had no loans classified as HFS.

Accrued interest receivable: Ginnie Mae accrues interest on mortgage loans HFI at the contractual
rate and records an allowance on accrued interest to the extent interest is uncollectible for
conventional loans, and to the extent interest is not recoverable per insurance guidelines for insured
or guaranteed loans.

Non-accrual and Mod,fied Accrual: Ginnie Mae’s current policy establishes when a loan is
placed on non-accrual status, the method of recording payments received while a loan is on non-
accrual status, and the criteria for resuming accrual of interest. Ginnie Mae’s policy is to place
uninsured loans on non-accrual status once either principal or interest is greater than 90 days past
due (DPD) and Ginnie Mae believes collectability of payments is not reasonably assured. For
uninsured loans placed on non-accrual status, interest previously accrued but not collected
becomes a part of Ginnie Mae’s recorded investment, and is assessed for impairment under
Accounting Standards Codification (ASC) 450-20: Contingencies — Loss Contingencies for whole
loans, and under ASC 310-10: Receivables — Overall for loans deemed to be impaired. While a
loan 1s on non-accrual status, Ginnie Mae has elected to apply any cash received for uninsured
loans to the carrying value of the loan based on the cost recovery method.

In accordance with the policy, once insured loans are greater than 90 days, they are placed on
modified accrual status, whereby interest is accrued at the rate recoverable from the insurer. Only
loans for which Ginnie has discontinued the accrual of interest are considered non-accrual loans
(i.e. uninsured loans 90 days past due for which no interest is accrued). Insured loans 90 days past
due are still accruing interest, although the rate may differ from the contractual rate based on the
level of coverage provided by the applicable insurer/guarantor (i.e. modified accrual). For insured
loans placed on modified accrual status, interest previously recognized at the contractual rate is
not reversed but becomes a part of Ginnie Mae’s recorded investment, and is assessed for
impairment under ASC 450-20 for whole loans, and under ASC 310-10 for loans deemed to be
impaired. For FHA insured loans on modified accrual status, cash receipts are applied in
accordance with the P&I amortization schedule due, to the extent of the coverage provided by
FHA insurance. For loans insured or guaranteed by other insurers/guarantors (VA, RD, or PIH),
Ginnie Mae has elected to apply cash received to the carrying value of the loan based on the cost
recovery method.

Loans can be returned to accrual status if Ginnie Mae is able to determine that all P&I amounts

contractually due are reasonably assured of repayment within a reasonable period and there is a
sustained period of reperformance.
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Allowance for Loan Losses: Ginnie Mae performs periodic and systematic reviews of its loan
portfolios to identify credit risks and assess the overall collectability of the portfolios to determine
the estimated uncollectible portion of the recorded investment on the loans when (1) available
information at each balance sheet date indicates that it is probable a loss has occurred and (2) the
amount of the loss can be reasonably estimated.

For large groups of homogeneous loans that are collectively evaluated (pursuant to requirements
in ASC 450-20), Ginnie Mae establishes the allowance for loan losses and records an allowance
against both principal and interest. When Ginnie Mae determines that it is probable a credit loss
will occur and that loss can be reasonably estimated, Ginnie Mae recognizes the estimated amount
of the incurred loss in the allowance for loan losses. Ginnie Mae aggregates its mortgage loans
based on common risk characteristics, primarily by the type of insurance or guarantee (FHA, VA,
RD, PIH) associated with the loan, as each has a different recovery rate. Ginnie Mae also
categorizes uninsured loans separately from insured loans. The allowance for loan losses estimate
1s calculated using statistical models that are based on historical loan performance and insurance
or guarantee recoveries, as well as macroeconomic data. The estimate also includes qualitative
factors, where applicable.

This allowance for losses represents management’s best estimate of probable credit losses inherent
in Ginnie Mae’s mortgage loan portfolio. The allowance is netted against the recorded investment
on mortgage loans presented on the balance sheet.

Charge ¢)f: Ginnie Mae charges off accrued interest and UPB when it believes collectability of
interest or principal is not reasonably assured. Ginnie Mae’s policy is to charge off confirmed
losses against the loan and allowance for loan losses to either fair market value or net recoverable
value when the asset 1s at or greater than 180 days delinquent.

Recoveries: Ginnie Mae records recoveries of uninsured loans previously charged-off when cash
1s received from the borrower related to P&I in excess of the recorded investment. For insured
loans, Ginnie Mae records recoveries of previously charged-off accrued interest amounts when
cash is received from the borrower related to interest in excess of the recorded interest receivable.
Recoveries of loans previously charged off are recognized as an increase to the allowance for loan
losses when payment is received.

Impaired Loans: Ginnie Mae considers a loan to be impaired when, based on current information,
it is probable that amounts due, including interest, will not be received in accordance with the
contractual terms of the loan agreement (pursuant to requirements under ASC 310-10: Receivables
— Overall). Ginnie Mae’s impaired loans include troubled debt restructuring (TDR) and purchased
credit impaired (PCI) loans. For impaired loans, Ginnie Mae measures impairment based on the
present value of expected future cash flows. Ginnie Mae’s expectation of future cash flows
incorporates, among other items, estimated probabilities of default and prepayment based on a
number of economic factors as well as the characteristics of a loan. Additionally, Ginnie Mae
considers the estimated value of the collateral, as reduced by estimated disposition costs, and
estimated proceeds from insurance and similar sources, if applicable.
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1s made during the covered period, and, at the borrower’s request, either the initial or extended
period of forbearance may be shortened. In August 2020, FHA, VA and RD announced the
extension of its foreclosure and eviction moratorium to the insured borrowers through December
31, 2020.

In April 2020, the Board of Governors of the Federal Reserve, Federal Deposit Insurance
Corporation, National Credit Union Administration, Office of the Comptroller of the Currency,
and Consumer Financial Protection Bureau, in consultation with state financial regulators, issued
a revision to the Interagency Statement on Loan Mod. fications by Financial Institutions Working
with Customers Aj fected by the Coronavirus (“Interagency Statement”), which was confirmed with
the staff of the Financial Accounting Standards Board. The Interagency Statement encourages
financial institutions to work constructively with borrowers impacted by COVID-19, provides
additional information over loan modifications, and clarifies interactions between the interagency
statement and related relief provided by the CARES Act. The Interagency Statement allows for an
entity to either choose to account for an eligible loan modification under Section 4013 of the
CARES Act or in accordance with the Interagency Statement’s interpretation of existing US
GAAP (ASC 310-40) in the context of COVID-19. The scope of the Interagency Statement applies
to modifications such as payment deferrals, fee waivers, extensions of repayment terms, or delays
in payment that are insignificant. Loan modifications eligible for relief under the Interagency
Statement meet all of the following criteria: 1) modification is in response to the National
Emergency, 2) the loan was not 30 days or more past due at the time the modification program is
implemented, and 3) the modification is short term in nature (e.g. six months).

Ginnie Mae has elected to account for modifications and take the optional relief provided within
the Interagency Statement. For loan modifications to meet the criteria for relief under the
Interagency Statement, one requirement is that borrowers have to be current at the implementation
of the modification program. As such, institutions may presume borrowers are not experiencing
financial difficulties at the time of the modification for purposes of determining TDR status, and
thus no further TDR analysis is required for each loan modification in the program. In accordance
with the Interagency Statement, loans subject to relief will continue to be presented as current
within the financial statement aging disclosures. Further, these loans will continue to recognize
interest income subject to Ginnie Mae’s existing accounting policy. Refer to Note 10: Mortgage
Loans Held for Investment Including Accrued Interest, Net for further details.

Purchased Credit Impaired Loans: Ginnie Mae evaluates all purchased loans and assesses
whether there is evidence of credit deterioration subsequent to the loan’s origination and, if it is
probable at acquisition that Ginnie Mae will be unable to collect all contractually required
payments. Ginnie Mae considers insurance and guarantees from FHA, VA, RD, and PIH in
determining whether it 1s probable that Ginnie Mae will collect all amounts due according to the
contractual terms. Per U.S. GAAP, Ginnie Mae is required to record realized losses on loans
purchased when, upon purchase, the fair value is less than the acquisition cost of the loan.
Additionally, U.S. GAAP requires Ginnie Mae to accrue and recognize the difference between the
initial investment of the loan and the undiscounted expected cash flows (accretable yield) as
interest income on a level-yield basis over the expected life of the loan.
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For the loans insured by the FHA, Ginnie Mae expects to collect the full amount of the UPB and
debenture rate interest (only for months allowed in the insuring agency’s timeline), when the
insuring agency reimburses Ginnie Mae. As a result, these loans are accounted for under ASC 310-
20: Receivables — Nonre fundable Fees and Other Costs. In accordance with ASC 310-20-30, these
loans are recorded at the UPB plus accrued interest, which is the amount Ginnie Mae pays to
purchase these loans. Accordingly, Ginnie Mae recognizes interest income on these loans on an
accrual basis less an adjustment to arrive at the debenture rate for the number of months allowed
under the insuring agency’s timeline, if necessary.

For loans that are delinquent and uninsured, or guaranteed or insured by VA, RD, or PIH, Ginnie
Mae concludes that it is probable that it will not collect all contractually required payments
receivable. Accordingly, these loans are considered PCI. Historically, Ginnie Mae has not applied
the full PCI requirements under U.S. GAAP to these loans, because Ginnie Mae has determined
that non-compliance with the full PCI requirements does not, on its own, preclude the financial
statements as a whole from being materially compliant with U.S. GAAP. Currently, upon
acquisition, the PCI loans are recorded at UPB plus accrued interest, less allowance. Ginnie Mae
measures subsequent impairment on these loans based on the present value of expected future cash
flows.

Acquired Property, Net: Ginnie Mae recognizes acquired property when marketable title to the
underlying property is obtained and the property has completed the foreclosure process, or the
mortgagor conveys all interest in the residential real estate property to Ginnie Mae to satisfy the
loan through the completion of a foreclosure or a deed in lieu of foreclosure or other similar legal
agreement. These assets differ from “foreclosed property” as they are not conveyed to the insuring
or guaranteeing agencies and Ginnie Mae will hold the title while the properties are marketed for
sale by the MSS.

Ginnie Mae initially measures acquired property at its fair value, net of estimated costs to sell. At
acquisition, a loss is charged-off against the allowance for loan losses account when the recorded
investment in the loan exceeds the fair value, net of estimated cost to sell, of the acquired property.
Conversely, any recovery of the fair value less estimated costs to sell over the recorded investment
in the loan is recognized first to recover any forgone, contractually due P&I, and any excess is
recognized in acquired property expenses, net in the Statement of Revenue and Expenses and
Changes in Investment of U.S. Government.

Ginnie Mae subsequently measures acquired property at the lower of its carrying value or fair
value less estimated costs to sell. Any subsequent write-downs to fair value, net of estimated costs
to sell, from its carrying value (i.e., holding period write-downs) are recognized through a
valuation allowance with an offsetting charge to acquired property expenses, net. Any subsequent
increases in fair value, net of estimated costs to sell, up to the cumulative loss previously
recognized through the valuation allowance are recognized in acquired property expenses, net in
the Statement of Revenue and Expenses and Changes in Investment of U.S. Government.

Ginnie Mae records gains and losses on sales of acquired property as the difference between the
net sales proceeds and the carrying value of the property, less amounts recoverable from the

33



insuring or guaranteeing agency. These gains and losses are recognized through acquired property
expenses, net on the Statement of Revenues and Expenses and Changes in Investment of U.S.
Government.

Subsequent material development and improvement costs for acquired property are capitalized.
Other post-foreclosure costs are expensed as incurred to acquired property expenses, net on the
Statement of Revenues and Expenses and Changes in Investment of U.S. Government.

Fixed Assets, Net: Ginnie Mae’s fixed assets consist of leased assets, hardware, and software that
1s used to accomplish its mission. Ginnie Mae capitalizes costs based on guidance in ASC 350-40:
Intangibles — Goodwill and Other — Internal-Use Scftware and ASC 360: Property, Plant and
Equipment. Additions to fixed assets consist of improvements, new purchased items, and
betterments. Purchased software is recorded at cost and amortized using the straight-line method
over its estimated useful life.

The capitalization of software development costs is governed by ASC 350-40: Intangibles —
Goodwill and Other — Internal-Use Scftware if the software is for internal use. After the
technological feasibility of the software has been established at the beginning of application
development, software development costs, which primarily include salaries and related payroll
costs and costs of independent contractors incurred during development, are capitalized. Research
and development costs incurred prior to application development (for internal-use software), are
expensed as incurred. Software development costs are amortized on a program-by-program basis
using a straight-line method commencing on the date when ready for use. Ginnie Mae did not
develop software to be marketed n 2020.

Ginnie Mae depreciates its hardware assets using the straight-line basis over a three- to five-year
period beginning when the assets are placed in service. Expenditures for ordinary repairs and
maintenance are charged to expense as incurred.

Ginnie Mae amortizes its software assets using the straight-line basis over a three- to five-year
period beginning when the assets are ready for its intended use. Ginnie Mae shall determine and
periodically reassesses the estimated useful life over which the capitalized costs will be amortized.
Ginnie Mae assesses the recoverability of the carrying value of its long-lived assets, including
finite-lived intangible assets, whenever events or changes in circumstances indicate the carrying
amount of the assets may not be recoverable. Ginnie Mae evaluates the recoverability of such
assets based on the expectations of undiscounted cash flows from such assets. If the sum of the
expected future undiscounted cash flows were less than the carrying amount of the asset, a loss
would be recognized for the difference between the fair value and the carrying amount. See
Note 14: Fixed Assets, Net for additional information.

Mortgage Servicing Rights: MSR represent Ginnie Mae’s rights and obligations to service
mortgage loans underlying a terminated and extinguished issuer’s entire Ginnie Mae guaranteed
pooled-loan portfolio. Ginnie Mae contracts with multiple MSS to provide the servicing of its
pooled mortgage loans. The servicing functions typically performed by Ginnie Mae’s MSS
include: collecting and remitting loan payments, responding to mortgagor inquiries, reporting P&l
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payments, holding custodial funds for payment of property taxes and insurance premiums,
counseling delinquent mortgagors, supervising foreclosures and property dispositions, and
generally administering the loans. Ginnie Mae receives a monthly servicing fee based on the
interest portion of each monthly installment of P&I actually collected by MSS on the pooled
mortgage loans. The servicing fee is calculated based on the servicing fee percentage, embedded
in the note rate. Ginnie Mae pays a sub-servicing expense to the MSS in consideration for servicing
the loans.

In accordance with ASC 860: Transfers and Servicing, Ginnie Mae records a servicing asset (or
liability) each time it takes over a terminated and extinguished issuer’s Ginnie Mae guaranteed
pooled-loan portfolio. The MSR asset (or liability) represents the benefits (or costs) of servicing
that are expected to be more (or less) than adequate compensation to a servicer for performing the
servicing. The determination of adequate compensation is a market notion and is made
independent to Ginnie Mae’s cost of servicing. Accordingly, Ginnie Mae’s determination of
adequate compensation 1s based on compensation demanded in the marketplace. Typically, the
benefits of servicing are expected to be more than adequate compensation for performing the
servicing, and the contract results in a servicing asset. However, if the benefits of servicing are not
expected to adequately compensate for performing the servicing, the contract results in a servicing
liability.

Ginnie Mae reports MSR at fair value to better reflect the potential net realizable or market value
that could be realized from the disposition of the MSR asset or the settlement of a future MSR
liability. Consistent with ASC 820: Fair Value Measurements, to determine the fair value of the
MSR, Ginnie Mae uses a valuation model that calculates the present value of estimated future net
servicing income. The model factors in key economic assumptions and inputs including
prepayment rates, costs to service the loans, contractual servicing fee income, ancillary income,
escrow account earnings, and the discount rate. In addition, the MSR also takes into account future
expected cash flows for loans underlying the terminated and extinguished issuers’ portfolio
including credit losses. The discount rate is used to estimate the present value of the projected cash
flows in order to estimate the fair value of the MSR. The discount rate assumptions reflect the
market’s required rate of return adjusted for the relative risk of the asset type. Upon acquisition,
Ginnie Mae measures its MSR at fair value and subsequently re-measures the MSR assets or
liabilities with changes in the fair value recorded in the Statement of Revenues and Expenses and
Changes in Investment of U.S. Government.

Ginnie Mae’s MSR portfolio consists of FHA, VA, RD, and PIH insured loans with similar
collateral types and underwriting standard. Since these loans have similar risk profiles, Ginnie
Mae identifies one class of servicing assets and liabilities. As such, although MSRs are valued at
the pool level, they are presented on a net basis (as servicing asset or liability) at the aggregate
class level.

Financial Guarantees: Ginnie Mae’s financial guaranty obligates Ginnie Mae to stand ready,

over the term of the guaranty, to advance funds to cover any shortfall of P&I to the MBS holders
in the event of an issuer default.
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Ginnie Mae, as guarantor, follows the guidance in ASC 460: Guarantees, for its accounting and
disclosure of its guarantees. ASC 460 requires the guarantor to consider the requirements of ASC
450-20: Contingencies — Loss Contingencies in assessing whether a contingent loss needs to be
accrued for the guaranty obligation. In the event that, at the inception of the guaranty, Ginnie Mae
1s required to recognize a contingent liability under ASC 450, the liability to be initially recognized
for that guaranty shall be the greater of the non-contingent guaranty liability determined under
ASC 460, or the contingent liability determined in accordance with ASC 450. It is unusual at the
inception of the guaranty for the contingent liability amount to exceed the non-contingent amount.

At inception of the guaranty, Ginnie Mae recognizes the guaranty obligation at fair value. When
measuring the guaranty liability under ASC 460, Ginnie Mae applies the practical expedient
provided, which allows for the guaranty obligation to be recognized at inception based on the
premium received or receivable by the guarantor, provided the guaranty is issued in a standalone
arm’s length transaction with an unrelated party. The fair value of the guaranty obligation is
calculated using the discounted cash flows of the expected future premiums from guaranty fees
over the expected life of the mortgage pools. The estimated fair value includes certain assumptions
such as future UPB, prepayment rates, and default rates.

Additionally, as the guaranty is issued in a standalone transaction for a premium, Ginnie Mae
records a guaranty asset as the offsetting entry for the guaranty obligation. Thus, there is no net
impact from the initial recognition of the guaranty obligation and asset on the net financial position
of Ginnie Mae.

Ginnie Mae subsequently amortizes the guaranty obligations on a quarterly basis as the outstanding
UPB of the guaranteed MBS declines. In addition, the guaranty asset is recorded at fair value
subsequent to initial measurement with changes in fair value recorded through the Statement of
Revenues and Expenses and Changes in Investment of U.S. Government. Ginnie Mae elected to
apply the fair value option to the guaranty asset to align accounting treatment with the economics
of the guaranty asset and industry practice.

Accounts Payable and Accrued liabilities: Ginnie Mae’s accounts payable and accrued liabilities
generally include obligations for items that have entered the operating cycle, such as accrued
compensated absences and other payables. Amounts incurred by Ginnie Mae, but not yet paid at
the end of the period(s) presented, are recognized as accounts payable and accrued liabilities.

Compensated absences: Under the Accrued Unfunded Leave and Federal Employees
Compensation Act (FECA), annual leave and compensatory time are accrued when earned and the
liability is reduced as leave is taken. The liability at period-end reflects cumulative leave earned
but not taken, priced at current wage rates. Earned leave deferred to future periods is to be funded
by future appropriations. To the extent that current or prior period appropriations are not available
to fund annual leave earned but not taken, funding will be obtained from future financing sources.
Sick leave and other types of leave are expensed as taken. Compensated absence balances are
provided by HUD and included within accounts payable and accrued liabilities on the Balance
Sheet.
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Other: Includes payables for fees incurred in the acquisition of services provided by MSS and
third-party vendors, unclaimed securities holders’ payments, and a refund liability for transfer of
issuer responsibilities fees. Ginnie Mae uses estimates and judgments, as required under U.S.
GAAP, to accrue for expenses when incurred, regardless of whether expenses were paid as of
quarter-end.

Deferred Revenue: The classification of deferred revenue depends on the reason the revenue has
not yet been recognized.

* Deferred revenue — multiclass fees: Deferred multiclass fees revenue represents the
guaranty fees paid by the REMIC or Platinum Certificate sponsor, which are deferred and
amortized into income evenly over the weighted average contractual life of the security
unless truncated by early termination.

* Deferred revenue — commitment fees: Deferred commitment fee revenue represents
payments received in advance of completion of Ginnie Mae’s performance obligation.
Commitment fee revenue is recognized in income over time as Ginnie Mae completes its
performance obligation.

Liability for Loss on Mortgage-Backed Securities Program Guaranty: U.S. GAAP requires
Ginnie Mae to recognize a loss contingency that arises from the following:

* The guaranty obligation that Ginnie Mae has to the MBS holders as a result of a probable
issuer default. The issuers have the obligation to make timely P&I payments to MBS
certificate holders. However, if an issuer defaults, Ginnie Mae ensures the contractual
payments to MBS certificate holders are made. When assessing whether an issuer may
default, Ginnie takes into consideration various factors including the issuer’s financial and
operational vulnerability, a qualitative and quantitative corporate credit analysis, and other
evidence of the issuer’s potential default (e.g. known regulatory investigations or actions).

* The obligation that Ginnie Mae has to the Multifamily MBS issuers to reimburse them for
applicable losses in the event of a loan default, pursuant to the Multifamily guaranty
agreement.

The contingent aspect of the guaranty obligation 1s measured initially and in subsequent periods
under ASC 450-20: Contingencies — Loss Contingencies.

Refer to Note 17: Reserve for Loss for details on Ginnie Mae’s current practice.

Liability for Representations and Warranties (Repurchase Liability): Ginnie Mae may enter
into business transactions and agreements, such as the sale of an MSR or loan portfolio, which
provide certain representations and warranties associated with the underlying loans. If there is a
breach of these contractual obligations, Ginnie Mae may be required to repurchase certain loans
or provide other compensation. Ginnie Mae recognizes a loss contingency that arises from these
obligations when it 1s probable that Ginnie Mae will be required to repurchase loans or provide
other compensation. Repurchase liabilities are measured initially and in subsequent periods under
ASC 450-20: Contingencies — Loss Contingencies.
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Recognition of Revenues and Expenses: ASC 606, Revenue from Contracts with Customers,
establishes principles for reporting information about the nature, amount, timing and uncertainty
of revenue and cash flows arising from Ginnie Mae's contracts with customers. ASC 606 requires
Ginnie Mae to recognize revenue to depict the transfer of promised services to customers in an
amount that reflects the consideration received in exchange for those services recognized as
performance obligations being completed. A performance obligation may be satisfied over time or
at a point in time. Revenue from a performance obligation satisfied over time 1s recognized based
on the measurement of value to the customer of the services transferred by Ginnie Mae to date
relative to the remaining services promised under the contract. Revenue from a performance
obligation satisfied at a point in time 1s recognized at the point in time the customer obtains control
of the promised service. Commitment fees, Real Estate Mortgage Investment Conduit (REMIC)
modification and exchange (MX) combination fees, and certain MBS program fees, such as
transfer of issuer responsibilities, new issuer applications, -certificate handling, and
acknowledgement of agreement fees, are in the scope of ASC 606. Refer to Note 16: Revenue from
Contracts with Customers for disaggregation of revenue in the scope of ASC 606.

The majority of Ginnie Mae’s revenues, including interest income on mortgage loans held for
investment, other interest income, income on guaranty obligation, MBS guaranty fees, REMIC
and Platinum Certificates guarantee fees, and certain MBS program and other fees, are subject to
other GAAP requirements for recognition.

Ginnie Mae recognizes revenue from the following sources:

» Interest income on mortgage loans held for investment — Ginnie Mae accrues interest for
performing loans at the contractual interest rate of the underlying mortgage.

» Interest income on pass-through assistance program receivable — Ginnie Mae accrues
interest for PTAP receivables on accrual status at the effective interest rate based on the
interest method.

* Other interest income — Ginnie Mae earns interest income on U.S. Government securities
related to U.S. Treasury overnight certificates and on uninvested funds in the Financing
Fund. Prior to 2018, Ginnie Mae earned and collected interest on uninvested funds, which
was calculated using the applicable version of the Credit Subsidy Calculator 2 (CSC2)
provided by the OMB. In September 2018, the U.S. Treasury clarified rules regarding the
collection of interest on uninvested funds in the Financing Account. Based on additional
conversations with and clarifications from U.S. Treasury, Ginnie Mae was not entitled to
earn interest on uninvested funds without a signed borrowing agreement in accordance with
the Federal Credit Reform Act of 1990. Ginnie Mae is in ongoing discussions with OMB
and its legal counsel on whether the Financing Account is fully subject to the provisions of
the Federal Credit Reform Act of 1990. As a resolution of the matter between Ginnie Mae
and OMB is pending, U.S. Treasury and Ginnie Mae agreed that Ginnie Mae will not earn
and collect interest on uninvested funds until the matter is resolved. Due to U.S. Treasury’s
new criteria for earning and collecting interest on uninvested funds, no interest income was
recognized in fiscal year 2020. At present, there is uncertainty regarding applicability of
Federal Credit Reform Act of 1990 to Ginnie Mae, and whether Ginnie Mae will be
required to pay or earn such interest in the future.

38



Income on guaranty obligation — Ginnie Mae amortizes its guaranty obligation into
revenues based on the remaining UPB of the related MBS pools.

MBS guaranty fees — Ginnie Mae receives monthly guaranty fees for each MBS mortgage
pool, based on a percentage of the pool’s UPB. Fees received for Ginnie Mae’s guaranty
of MBS are recognized as earned.

Commitment fees — Ginnie Mae receives commitment fees in exchange for providing
review and approval services of commitment authority usage requests submitted by the
issuers. This service allows for the approved issuer to pool mortgages into MBS that are
guaranteed by Ginnie Mae.

Ginnie Mae uses a third-party entity, the Pool Processing Agent (PPA), to determine
whether the issuer has sufficient commitment authority to issue the pool or loan package
and approve the issuance. Ginnie Mae recognizes commitment fee revenue based on the
gross amount collected from the issuers because Ginnie Mae directs the PPA’s services
and 1s ultimately responsible for fulfilling the services performed by the PPA on Ginnie
Mae’s behalf.

The total amount of the commitment fees is determined and paid at the time the issuer
initially requests the commitment authority. Commitment fee revenue is recognized in
income over time as issuers use their commitment authority, which represents the
completion of Ginnie Mae’s performance obligation. The remaining balance of the
commitment fees is deferred until the service is used or expired, whichever occurs first.
Fees from expired commitment authority are not returned to issuers and are recognized as
income.

Commitment fee revenue depends on the volume of commitment authority used, which is
affected by changes in interest rates.

Multiclass fees — Ginnie Mae receives one-time upfront fees related to the issuance of
multiclass products. Multiclass products include REMICs and Platinum Certificates. The
fees received for REMICs consist of a guaranty fee and may include a MX combination
fee.

The guaranty fee is paid by the REMIC sponsor and is based upon the total principal
balance of the deal. It is deferred and amortized into income evenly over the weighted
average contractual life of the security unless truncated by early termination. All deferred
REMIC guaranty fee income is recognized at security termination.

The MX combination fee allows the sponsor to combine REMIC and/or MX securities at
the time of issuance. Ginnie Mae provides administrative services when MX combinations
are requested by sponsors. Any permitted combinations by the sponsor are set forth in the
combination schedule to an offering circular supplement. The MX combination fees are
recognized immediately in income at the point in time when the administrative services are
complete (i.e. upon the combination of REMIC and/or MX securities). Revenue earned
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from REMIC MX Combination fee depends on the demand for the service, which 1is
affected by the interest rate environment.

The guarantee fees received for Platinum Certificates are deferred and amortized into
income evenly over the weighted average contractual life of the security.

MBS program and other income — Ginnie Mae recognizes income for MBS program-
related and other fees, including transfer of issuer responsibilities, new issuer applications,
acknowledgement agreement fees, certificate handling, mortgage servicing, and civil
monetary penalty.

The transfer of issuer responsibilities fees is one-time upfront fees received by Ginnie Mae
for providing the review and approval services for issuer’s requests to transfer
responsibilities associated with their MBS. Transferors and transferees have the
prerogative to reject the transfer at any time before its completion, even after Ginnie Mae
approves it, which requires a fee refund. As such, the entire amount of consideration is
constrained until the pool transfer is complete. The transfer of issuer responsibilities fees
1s recorded as a refund liability and recognized as income when Ginnie Mae’s performance
obligation is complete and the uncertainty around the constraint is resolved (i.e. when pool
transfer 1s complete).

New issuer applications fees, acknowledgement agreement fees, and certificate handling
fees are one-time non-refundable upfront fees received by Ginnie Mae for providing
various services related to the MBS program. These services include Ginnie Mae’s
consideration of the issuer’s application to become an authorized MBS issuer, approval of
an Acknowledgment Agreement permitting a pledge of servicing by an issuer, and
providing evidence of security ownership. The fees are recognized in income when
payment is received, as Ginnie Mae ’s performance obligation is completed at that time.

Ginnie Mae receives various other fees which are recognized in income when payment is
received.

Ginnie Mae’s expenses are classified into three groups:

Administrative expenses — The main components of the administrative expenses are
payroll expenses, travel and training expenses, benefit expenses, and other operating
expenses.

Fixed assets depreciation and amortization — Depreciation and amortization consists of
depreciation on acquired, leased, and in-use hardware; and amortization of capitalized
software acquired, leased, and in-use, by Ginnie Mae. Fixed assets are depreciated and
amortized, on a straight-line basis, over a three to five-year period.

MBS program and other expenses — The main components of the MBS program and other
expenses are multiclass expenses, MBS information systems and compliance expenses,
sub-servicing expenses, asset management expenses, and pool processing and central
paying agent expenses.
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Total $ 6,871,883

Guaranty liability 8,041,340
Liability for loss on mortgage-backed securities program guaranty 43,439
Total $ 8,084,779

Maximum exposure to loss:

Outstanding MBS securities $ 2,117,699,399
Outstanding MBS commitments 234,376,731
Total $ 2,352,076,130

Refer to Note 5: Financial Guarantees and Financial Instruments with C;f-Balance Sheet
Exposure for further details.
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cash equivalents for receipts collected by the MSS on Ginnie Mae’s behalf, but not yet
transferred to Ginnie Mae at the end of the reporting period.

* Cash held by Trustee and Administrator of securities: There may be a time lag between
when the Trustee and Administrator of securities receives cash for commitment fees and
multiclass fees, respectively, on behalf of Ginnie Mae, and when cash is transferred to
Ginnie Mae. Ginnie Mae records cash and cash equivalents for receipts by the Trustee and
Administrator of securities, but not yet transferred to Ginnie Mae at the end of the reporting
period.

U.S. Treasury short-term investments: U.S. Treasury securities are bought and sold at
composite prices received from the Federal Reserve Bank of New York. These securities are
maintained in book-entry form at the Bureau of Public Debt and include U.S. Treasury overnight
certificates, U.S. Treasury notes, and U.S. Treasury inflation-indexed securities (reflecting
inflation compensation). Ginnie Mae has approval from the OMB to establish a Capital Reserve
Fund, which can be invested in overnight U.S. Government securities. As a result of the OMB
approval, Ginnie Mae invested the full balance of the Capital Reserve Fund of approximately $8.4
billion and the Liquidating Fund of approximately $124.2 million in overnight U.S. Government
securities at September 30, 2020. Ginnie Mae only held overnight certificates at September 30,
2020. The U.S. Treasury short-term investments balance includes $23.5 million of restricted cash
related to unclaimed MBS security holder payments at September 30, 2020. U.S. Treasury
securities are carried at cost, which approximates fair value.

Note 4: Restricted Cash and Cash Equivalents

Cash and cash equivalents are classified as restricted when the statutes, regulations, contracts or
Ginnie Mae’s statements of intentions legally limit the use of funds. Restrictions may include
legally restricted deposits, contracts entered into with others, or Ginnie Mae’s statements of
intention with regard to particular deposits. The balance consists of the following:

* Unclaimed security holder payments: Money owed to MBS certificate holders who cannot
be located by the administrator of Ginnie Mae MBS securities. The money stays in U.S.
Treasury short-term investments until the MBS certificate holders claim the money.

» Unapplied deposits: Cash received by Ginnie Mae held in a suspense account until the
appropriate application is determined.

» Fund balances precluded from obligation: Unobligated money within the Programs Fund
balance that is restricted by law and cannot be utilized unless allowed by a subsequently
enacted law.

» Liability for investor passthrough payments: Cash from unremitted P&I collections sent to
Ginnie Mae, that Ginnie Mae has an obligation to pass through to MBS holders.

Restricted cash and cash equivalents balance has increased from prior year primarily driven by the
funds balance precluded from the discretionary collection of multiclass/commitment fees during
fiscal year 2020.
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Physical possession of residential real estate property is achieved when either the creditor obtains
legal title to the residential real estate property upon completion of a foreclosure or the mortgagor
conveys all interest in the residential real estate property through completion of a deed in lieu of
foreclosure in order to satisfy that loan.

The recorded investment of Foreclosure in Process loans was $135.6 million as of September 30,
2020. Although the foreclosure process has begun for these loans, Ginnie Mae believes that a
portion of these loans will not complete the foreclosure process due to Ginnie Mae’s loss
mitigation activities.

Allowance for Loan Losses

Ginnie Mae maintains an allowance for probable incurred losses related to non-pooled mortgage
loans. The allowance for loan losses involves significant management judgment and estimates of
credit losses inherent in the mortgage loan portfolio. The allowance for loan losses 1s intended to
reduce the carrying value of Ginnie Mae’s HFI and related accrued interest for probable credit
losses embedded in the loan portfolio at the balance sheet date. HFI and accrued interest are
reported net of the allowance on the Balance Sheet.

Ginnie Mae relies on MSS for information to assess mortgagors’ ability to pay based on current
economic environment assessment, and potential insurance recoveries as determinants in the
statistical models that evaluate potential HFI recoveries. For the collective allowance,
homogeneous pools of mortgage loans are defined on common characteristics such as age,
geographic region, and insurance type, among others.

The projections of losses are built based on actual loan performance data and performance of
similar loans, current economic environment, and, when appropriate, management judgment.
Ginnie Mae monitors its projections of claim recoveries regularly to validate reasonableness.
Ginnie Mae validates and updates its models and assumptions to capture changes in Ginnie Mae’s
servicing experience and changes in government policies and programs. In determining Ginnie
Mae’s loan loss reserves, Ginnie Mae also considers macroeconomic and other factors that may
affect the performance of the loans in Ginnie Mae’s portfolio, including house price changes,
nominal GDP growth, unemployment rate and mortgage rate. Ginnie Mae uses probability of
default and probability of prepayment models which employ logistic regressions to calculate
dynamic default and prepayment probabilities based on criteria described above.
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the non-contingent liability amount exceeds contingent liability and, thus, 1s recorded
at inception of a guaranty.

Contingent liability

As noted in Note 5: Financial Guarantees and Financial Instruments with C;f-Balance
Sheet Exposure, Ginnie Mae receives compensation in exchange for its guaranty of
timely P&I payments to the MBS certificate holders in the event of an issuer default.

Ginnie Mae records a contingent liability when it is probable that a loss event will occur
and the amount of the loss or a range of loss can be reasonably estimated. The
contingent liability is measured initially and in subsequent periods under ASC 450.
Once it is determined that a loss event is probable to occur, Ginnie Mae estimates the
probable losses in the underlying loan portfolio to calculate the loss contingency, which
1s recorded on the Balance Sheet as “Liability for loss on MBS program guaranty”.
Where it is only reasonably possible that a loss event may occur, a contingent liability
1s not recorded, but 1s disclosed.

Determining a contingent liability requires considerable management judgment
including the evaluation of the likelihood that future events will confirm the loss. When
assessing whether it is probable that a loss event will occur, management takes into
consideration various factors including the issuer’s financial and operational
vulnerability, a qualitative and quantitative corporate credit analysis, other evidence of
potential default (e.g., known regulatory investigations or actions), interest rates, and
general economic conditions.

The loss event for estimating a contingent liability depends on the type of underlying
loans in the 1ssuer’s portfolio. A contingent liability for Single Family and HECM loans
is triggered when the issuer is probable of defaulting. A contingent liability for
multifamily loans may be triggered when either the issuer is probable of defaulting or
the borrower is probable of defaulting.

At September 30, 2020, no Ginnie Mae issuer was considered probable of defaulting.
In addition, Ginnie Mae estimated potential losses up to $285.5 millon, related to
reasonably possible losses on pooled Single Family and HECM loans in the event of
issuer defaults.

At September 30, 2020, the contingent liability related to pooled Multifamily loans
probable of defaulting was $43.4 million. Ginnie Mae cannot determine an estimate for
reasonably possible contingent liability for multifamily loan defaults as of September
30, 2020, because there is not a specific loan performance indicator that can be used to
accurately reflect the reasonably default likelihood for those loans that are not
considered probable of default.

Defaulted issuer, pooled loans, and allowance for P&I advances: In the event an issuer
cannot fulfill its responsibilities under the applicable MBS program, pass-through
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payments made by Ginnie Mae to satisfy its guaranty of timely P&I payments to MBS
certificate holders are presented in “Advances, net” on the Balance Sheet and Note 9:
Advances, Net. Advances are reported net of an allowance, which i1s based on
management’s expectations of future collections of advanced funds from the mortgagors,
proceeds from the sale of the property, or recoveries from third-party insurers or guarantors
such as FHA, VA, RD, and PIH. Additionally, under the PTAP program, Ginnie Mae may
advance P&I payments to issuers facing temporary liquidity shortfalls directly attributable
to the COVID-19 National Emergency (see “Pass-Through Assistance Program
Receivables Including Accrued Interest, Net” financial statement line item on the Balance
Sheet and Note 6: Pass-Through Assistance Program Receivables Including Accrued
Interest, Net). Costs incurred on advances related to PTAP are expected to be reimbursed
and are reported net of an allowance for amounts that management believes will not be
collected.

Defaulted issuer, pooled loans, and mortgage servicing rights: When a Ginnie Mae issuer
1s declared in default, terminated and extinguished, Ginnie Mae steps into the role of issuer
and assumes all rights and obligations of the terminated and extinguished issuer’s entire
Ginnie Mae guaranteed pooled-loan portfolio. Ginnie Mae records a servicing asset (or
liability) each time it takes over a terminated and extinguished issuer’s Ginnie Mae
guaranteed portfolio (see “Mortgage servicing rights” financial statement line item on the
Balance Sheet and Note 7: Mortgage Servicing Rights). Ginnie Mae’s servicing asset (or
liability) is recorded at fair value based on the present value of the expected future net cash
flows from servicing, which are expected to be greater (or less) than adequate
compensation for performing the servicing related to these loans. The determination of
adequate compensation is a market notion and is made independent of Ginnie Mae’s cost
of servicing. Accordingly, Ginnie Mae’s determination of adequate compensation is based
on compensation demanded in the marketplace. Ginnie Mae’s cash flow model
incorporates a number of factors (see Mortgage Servicing Rights section in Note 2:
Summary cf Sign.ficant Accounting Policies and Practices, for further information)
including delinquencies and expectation of credit losses that management believes are
consistent with the assumptions other similar market participants use in valuing the MSR.
Thus, estimated credit losses for terminated and extinguished issuers’ pooled loans are
incorporated within the servicing asset (or liability).

Defaulted issuer, non-pooled mortgage loans, and allowance for loan loss: As Ginnie Mae
purchases forward mortgage loans out of a pool, it recognizes the loans on its Balance
Sheet along with the corresponding estimated incurred loss (i.e., allowance for loan losses)
within the Balance Sheet as “Mortgage loans held for investment including accrued
interest, net”. Costs incurred on non-pooled loans expected to be reimbursed are recorded
as Reimbursable costs receivable and reported net of allowance within the Balance Sheet
as “Reimbursable costs receivable, net” for amounts that management believes will not be
collected.
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backed by federally insured or guaranteed residential loans, the entity’s primary risk is that issuers
will fail to perform their obligations under the guaranty agreement (i.e., make payment to investors
on time), either due to a lack of financial resources or operational inability. Ginnie Mae manages
its exposure to counterparty credit risk through financial monitoring, risk modeling at issuer level,
credit reviews, and operational monitoring. Financial monitoring includes exposure limit analysis
and analysis of projected losses against core capital reserves. Risk modeling at entity level 1s
performed through Ginnie Mae’s focus on the riskiest segment of issuer base and regular
monitoring of issuers on a watch list. Credit reviews are performed and considered in determining,
for example, respective issuer’s commitment authority limits, whether issuers can transfer pools
to other approved issuers without impacting issuers credit profiles of issuers involved, etc.
Operational monitoring encompasses compliance reviews, assessments of delinquency levels and
trending, due diligence reviews before, during, or after transfer of servicing.

Mortgage loan servicing

Ginnie Mae relies on two MSS (i.e., service organizations) to provide servicing functions that are
critical to its business. The size of Ginnie Mae’s pooled and non-pooled portfolio is almost evenly
split between both organizations. Significant reliance is placed on the servicing data and
accounting reports provided by the service organizations. Ginnie Mae could be adversely impacted
if the MSS’ lack appropriate controls, experience a failure in their controls, or experience a
disruption in service including legal or regulatory action. Ginnie Mae manages this risk by
establishing contractual requirements, ongoing reviews of the service organizations, and requiring
the service organizations to provide attestation reports over internal controls.

Note 19: Commitments and Contingencies
Lease, purchase, and other commitments

Ginnie Mae may lease facilities, hardware, and software under agreements that could require the
agency to pay rental fees, insurance, maintenance, and other costs. As of September 30, 2020,
Ginnie Mae did not have any active and open lease contracts related to rental expense or hardware
and software.

As of September 30, 2020, Ginnie Mae had approved and committed to make $2.1 billion in
payments under contracts with its various vendors for fiscal year 2020 and beyond. Some contract
terms with its vendors are in excess of one year.

Ginnie Mae has commitments to guarantee MBS, which are off-balance sheet financial

instruments. Additional information 1s provided in Note 5: Financial Guarantees and Financial
Instruments with C,f-Balance Sheet Exposure.
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No other asserted or unasserted claims or assessments in which Ginnie Mae’s exposure is $5
million or greater, individually or in the aggregate, for similar matters have been identified.
Additionally, Ginnie Mae’s General Counsel has determined that there are no pending or
threatened actions or unasserted claims or assessments in which Ginnie Mae’s potential loss
exceeds $11 million in the aggregate for cases not listed individually or as part of similar cases
that could be material to the financial statements.

Ginnie Mae’s management recognizes the uncertainties that could occur in regard to potential
terminated and extinguished issuers and other indirect guarantees, such as large issuer portfolio
default, terminated and extinguished, lack of proper insurance coverage of terminated and
extinguished loans, etc. Additional information is discussed in Note 17: Reserve for Loss.

Contingencies

In December 2019, a novel strain of coronavirus was reported in Wuhan, China. The World Health
Organization has declared the outbreak to constitute a “Public Health Emergency of International
Concern.” The President of the United States proclaimed that the COVID-19 outbreak in the
United States constitutes a national emergency as of March 1, 2020. In order to address the impact
to the financial well-being of American individuals, families, and businesses caused by COVID-
19, on March 18, HUD Secretary Ben Carson, in consultation with the Trump Administration and
the Coronavirus Task Force, authorized the FHA to implement an immediate foreclosure and
eviction moratorium for single family homeowners with FHA-insured mortgages, including
HECM loans, for the subsequent 60 days. The moratorium has since been extended to at least
December 31, 2020.

While the disruption caused by COVID-19 is currently expected to be temporary, there is
considerable uncertainty around the impact to issuer stability, and potential mitigating actions
contemplated by the U.S. government, including HUD and Ginnie Mae. Therefore, Ginnie Mae
expects this matter to negatively impact its operating results. However, the related financial impact
and duration cannot be reasonably estimated at this time.

Note 20: Related Parties

Ginnie Mae, a wholly owned U.S. Government corporation within HUD, is subject to controls
established by government corporation control laws (31 U.S.C. Chapter 91) and management
controls by the Secretary of HUD and the Director of the OMB. These controls could affect Ginnie
Mae’s financial position or operating results in a manner that differs from those that might have
been obtained if Ginnie Mae were autonomous. Accordingly, the accompanying financial
statements may not necessarily be indicative of the conditions that would have existed if Ginnie
Mae had been operating as an independent organization.

Ginnie Mae was authorized to use $45.7 million during the year ended September 30, 2020 for

personnel (payroll) and non-personnel (travel, training, and other administration) costs only. For
the year ended September 30, 2020, Ginnie Mae incurred $30.5 million for these costs, which are
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Post-Retirement Benefits Other Than Pensions: Ginnie Mae has no postretirement health
insurance liability since all eligible employees are covered by the Federal Employees Health
Benefits (FEHB) program. The FEHB is administered and accounted for by the OPM. In addition,
OPM pays the employer share of the retiree’s health insurance premium.

Note 21: Credit Reform

The Federal Credit Reform Act of 1990, which became effective on October 1, 1991, was enacted
to more accurately account and budget for the cost of federal credit programs, and to place the cost
of these credit programs on a basis equivalent with other federal spending. Credit reform focuses
on credit programs that operate at a loss by providing for appropriated funding, within budgetary
limitations, to subsidize the loss element of the credit program. At September 30, 2020, the
Investment of U.S. Government account has a balance of $26.1 billion. Federal statute allows
Ginnie Mae to accumulate and retain revenues in excess of expenses to build sound reserves. In

the opinion of management and HUD’s general counsel, Ginnie Mae is not subject to the Federal
Credit Reform Act.

Note 22: Subsequent Events
Ginnie Mae has evaluated subsequent events through the filing of this annual financial statements

as of November 16, 2020 and determined that there have been no events that have occurred that
would require adjustments to our disclosures.
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