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Insurance (MMI) Fund for Fiscal Year (FY) 2020.

This past fiscal year has been unprecedented in ioghchallenges the nation faced as a result

of the COVIEL9 global pandemic, and the extraordinary response led by President Trump to
provide relief to Americans facing financial difficulty through no fault of their own. Through the
Coronavirus Aid, RelieAnd Economic Security (CARES) Act signedebiresident, FHA has

L Fe@SR I £SFRAY3I NRtS Ay adzLILRNIAYy3I (GKS yIF Az
homeowners with FHAnsured mortgages have access to many options to keep their homes if

they are struggling financially as a result lo¢ pandemic.

In addition to assisting homeowners struggling financially, during this past fiscal year FHA
continued to play a leading role in supporting homeownership for-firse, minority, and low

and modeate-income homebuyers. In FY 2020, FHA iasce on purchase transaction forward
mortgages served 817,847 homebuyers, 83.1 percent of whom werdifinethomebuyers. FHA

also continues to have an extensive presence in supporting minority homeownerghipst/s3
LISNDODSyYy G 27F CIl ! Qa rcRageNdarsddiion insgrahbeZehdarSemdridzwere for
minority borrowers who chose an FHidsured mortgage to achieve the stability and financial
independence that can be achieved through sustainable homeownership.

LG Aa GKIFIyla G2 Kstewardship bfyhe BHANilogrambyetbe lastithhe® F
years that today FHA is adequately capitalized to absorb the immediate effects of the pandemic.

1'da 2F {SLIWSYOSN)I onX HANHNZI ioKv&s 64AGpercetidntBa@idlg O2 YO
by 1.26 percatage points over FY 2019. The forward mortgage portfolio achieved a 6.31 percent
capital ratio, once again showcasing solid performance. But the forward mortgage portfolio
continues to offset the financial changes of our Home Equity Conversion Mortgamprtfolio

that, while improving compared to last year, had a negative capital ratio of 0.78 percent. As
Chapter Two of this report illustrates, and as statutorily mandated, prudent capital management

to protect the MMI Fund and the American taxpayerrfréuture economic shocks requires us to
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look beyond modest gains in our capital reserves to establish a realistic capital benchmark that
is well above the two percent mandated by Congress.

With the help of a strong housing market and prudent management-Y 2020 we have

successfully balanced our responsibilities to the taxpayer with fulfilling our core mission of
serving qualified firstime, low- and moderateincome and minority homebuysr

Berjamin S. Carson, Sr., M.D.

Secretary
U.S. Departmendf Housing and Urban Development
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A Message from the Assistant Secretary for Housing and Federal
Housing Commissioner

As Secretary Carson mentioned in his Foreword to this report, fiscal year 2020 has been a year of
extraordinary events for theation, including for the Federal Housing Administration (FHA) and
GK2aS ¢S aSNBSe LG Aa GKI gslorate ledershiis hat fodayOANE G || NB
has in place the necessary tools to help homeowners who are struggling financially betause o

the COVIEL9 global pandemic.

| have been privileged to lead FHA with the support of the Secretary and many other talented
and dedicated colleagues. FHA staff has continued to go above and beyond each day to ensure
that our programs are the absolute siethey can be. Our progress this year could not have
happened without this extraordinary team who have risen to the unprecediteallenges of

the past year to achieve meaningful results for homeowners who rely on FHA.

Together with the lenders and sécers who participate in the FHA program, and those
throughout the housing industry who have supported so many of our initiativasluding our

FHA Catalygechnology modernizatonwokC |1 ! Kl a 6SSy I6fS (2 KSf LI
first-time, low- and moderateincome, and minority homebuyers to climb the economic ladder

and build wealth for generations to come.

Dana TWade

Assistant Secretary for Housing
and Federal Housing Commissioner
U.S. Department of Housing and Urban Development
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Annual Report Overview

Introduction

This overview highlights the key data presented in Begleral Housing Administion Annual
Report to Congress Regarding the Financial Status of the MMimajage Insurance Fund for
Fiscal Year 202@&\nnual Report).

Thechallenges faced by the nation as a result of the C&¥Ipandemic for the majority ofigcal
Year (FY)2020 ircluded financial challenges for many homeowners witddfal Housing
Administration (FHAJnsured mortgages.FHA hasassisted homeowners during these
unprecedented times,implementing a foreclosure and eviction moratorium andffering
forbearanceand othersupport for those impacted by COVIB-relatedfinancialhardshipswhile
sustaining a capital cushion to protect the American taxpaygmilarly, FHA supported the
housing market throughout the pandemic pyoviding liquidity and stability.

Mutual Mortgagelnsurance Fun@€apital Ratio Increased to 6.10 Percent

As of September@® 2020, the combined Capital Ratio in the Mutual Mortgage Insurévicdl)
Fundfor FY 2020 is 6.10 percent, an increase of 1.26 percentage points from the 4.84 percent
Capital Rao for FY 2019.

Exhibit O-1: Mutual Mortgage Insurance Fund Capital Ratio Components

Description | FY 2019 | FY 2020
Balances ($ Millions) as of September 30
Total Capital Resources $57,980 $70,652
Plus: NPV MIP $51,436 $48,807
Less: NPV Losses $(47,034) $(40,509)
Equals: MMI Fund Capital* $62,382 $78,950
Insurance-In-Force $1,288,436 $1,294,731
Total Capital Resources 4.50% 5.46%
Plus: NPV MIP 3.99% 3.77%
Less: NPV Losses -3.65% -3.13%
Equals: MMI Fund Capital Ratio 4.84% 6.10%

SOURCE: U.S. Department of HUD/FHA, October 2020.

Exhibit G1 shows that projectedIMI FundCapital increased byl$ 57 billion, benefittingfrom
a continuation of stronddousePrice Appreciation(HPA)that eclipsed other negative economic
developments resulting from th€OVIBL9 pandemic

l¢ kS OVMMNRGndGE LA GEHE 6 YSEya 902y2YAO bSi 22NIK 2F GKS adzid:

by the Secretary under the annual audit required under section +I85ff this title.

FinanciaStatusof the FHAMutual Mortgage Insuranceé~undrFY2020 5
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Exhibit O-2: MMI Fund Capital Ratio Increased for the Third Consecutive Year
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table C-1 in Appendix C.

TheMMI FundCapitalRatio, which represent®MI FundCapital as share of insuranem-force,
exceeds the 2@percentstatutory minimum for the sixth consecutive year. ExhibR Qustrates
the history of theMMI FundCapital Ratio since FY 2016. TWkll FundCapital Ratio is at its
highest level sinceéY2007 whenit reached6.98percent.

Financiatatusof the FHAMutual MortgageInsurancé=undrFY2020 6
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Exhibit O-3: Comparison of Stand-Alone Capital Ratios for the Forward and HECM Portfolios
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table C-2 in Appendix C.

Exhibit G3 provides a comparison of std-alone capital ratios for the forward and HECM

portfolios since 2016. The financial performance of the HECM portfolio continues to be a financial

drag on the forward portfolipg K2 a4 S L2 AAGA DS LISNF2NXNIyOS Ay ST7
book of loans.Further, Exhibit G3 illustrates that the HECM portfolibistoricallyis a more

volatile program compared to the forward loan portfolio as wélzer the last 3 year&HA has

G 1Sy aS@SNIt OGAz2ya (02 AYLINE OGS tatdkéwhdteder a LJ2 NI
steps are necessary to stabilize the HECM program for borrowers and taxpayers.

StandAlone Highlights Include

i MMI FundCapital for theforward mortgage portfolio now stands at $77.8 billion, an
increase of $12.2 billion over FY 2019 sThanslaes to a stanealoneMMI FundCapital
Ratiofor the forward portfolioof 6.31 percent for FY 2020, an increase from 5.44 percent
in FY 2019.

U MMI FundCapital for the HECM portfolio is negative $0.5 billion, an increase of $5.4
billion over negatre $5.9 ldlion in FY 2019. The staiadbne MMI FundCapital Ratio for
HECMs increased by 8.44 percayg points from negative 9.22 percent in FY 2019 to
negative 0.78 percent in FY 2020.

FinanciaStatusof the FHAMutual Mortgage Insuranceé~undrFY2020 7
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FHAinsured mortgages play major role for firsttime and other borrowers traditionally
underserved by the conventional mortgage markite COVIEL9 pandemidas impacted many
homeowners and tbse looking to buy a hom@&uring these times-HAhas remained &ritical
countercycical forceby providing liquidity and stability

Sincethe onsetof the COVIEL9 pandemiagn earlyFY 2020many homeowners with FHissured
mortgageshave experiencedinancial difficulty. FHA hasassistedhomeowners during these
unprecedented timesoffering forbearanceand other support for thosexperiencingCOVIBLY-
relatedfinancialhardshipswhile sustaining a capital cushion to protect the American taxpayer.

Exhibit O-4: FHA Purchase Loans to Core Borrower Segments FY 201817 FY 2020 (count in
thousands)

Core Borrower Segment FY2018 FY2019 FY2020
Firsttime homebuye? 641.91 615.71 679.63

Minority 283.43 271.51 300.79
SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table A-2 and B-2 in Appendix A, B.

Above, Exhibit €& shows hat FHA supported a greater number of its core borrower
demographics in FY 2020 than in the previous two years. The share dinfieshomebuyers
reached a new high of 80Jercent of total FHA forward mortgage purchase endorsets in

FY 2020.

Exhibit O-5: FHA Purchase Loans to Select Borrower Segments in FY 2020 (count in thousands)

Core Borrower Segmen Oct¢Mar  Aprg Sep
FY 2020 FY 2020
Firsttime homebuyer 32040 359.3

Minority 14530 15549
SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table A-2 and B-2 in Appendix A, B.

Further, as shown by Exhib@5 above, FHAendorsedmore loansfor these core borrower
segments during the second half of FY 2020, at a time credit was being resthobedghout
much ofthe marketplace

2 A first-time homebuyer is an individual who has had no ownership in a prinagalence during the thregear
period ending on the date of purchase of the property. This includes a spouse (if mitetithe above test, they
are considered firstime homebuers).

FinanciaStatusof the FHAMutual Mortgage Insuranceé~undrFY2020 8
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Exhibit O-6: FHAG6s Core Busi nkEnseHomebuyeract s Fir st

Share of Underserved First Time Homebuyers

54.83%

= Underserved = All Other Purchases

3SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table A-3 in Appendix A.

As shown on Exhibit-6, 4517LJISNOSy G 2F ClI ! Q& C, Hnanun LJzZNOKL &

mortgages made to first time homebuyers with greater than 95 percent-toaralue (LTV) and
credit scores of less than 680. FHA estimates it seves70 percent of the mortgagpurchase
market for this group of borrowers.

3 Underserved firstime homebuyerss defined as those with less thaa 5 percent downpayment and credit score
less than 680.

FinanciaStatusof the FHAMutual Mortgage Insuranceé~undrFY2020 9
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Exhibit O-7: Share of First-time Homebuyers Reached a New High in FY 2020
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-2 in Appendix B.

Firsth A YS K2YS0dz22 SNE KA &l 2 NR ghictiage@ransictiod $nsudregey A y I (i &
program,representing four out of euy fiveloans endorsedThe percent of forward mortgages

insured for firsttime homebuyers in F2020 reached a new high 88.10percent, as shown by
Exhibit Q7, above.
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Exhibit O-8: FHA Volume Exceeds $310 Billion in FY 2020, Most in 10 Years
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-1 in Appendix B.

As the uncertainty caused by the CO\MMDpandemic drove many participants in the mortgage
market to tighten their credit terms, FHiAsured mortgages continued to play atical role for
borrowers traditionally underserved by the conventional mortgagekat As illustratechbove

by Exhibit G8, FHA mortgage endorsement volume reached a wreaord high of $310.33
billion in FY 2020.

4 A high of $330.49 billioim loans wereendorsed in FY 2009.

FinanciaStatusof the FHAMutual Mortgage Insuranceé~undrFY2020 11
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Exhibit O-9: FHA Continues to Reduce Its Footprint as it Maintains Focus on First-time Homebuyers
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conventional and government Single Family forwardorigi nat i ons. Mortgage Bankers Association of /
Forecast, o July 15, 2020, and CorelLogic TrueStandings E as of August
Refer to data table A-1 in Appendix A.

Despite nearecord endorsement volume, FHA market shdexreased from 11.56 percent in

FY 2019 to 9.61 percent in FY 2020, as shown in EZrthiOrigination activity in FY 2020 was
dominated by strong refinance activity, of which FHA histdly has held a smaller share.

I 2yaraidSyid o6A0GK hase hcfviy toyiivstirier byiebuyeksldebidinued to
encompass the bulk of FHA endorsement volume in FY 2020, while refinance activity dominated
production in the remainder of the mortgagearket.
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Early Performance in 2020 Showed Improvement Until tlignset of
the COVIEL9 Pandemic

In the FY 2019 Annual RepoRHA identified a few emerging risks and characterized the
heightened risk of loans with multiplegherriskattributescomird Ay G2 Cl1 ! Qa f 21y &
portfolio. The sections below suggest that the share of loans thiéise higher risk attributes

decreased or moderated in FY 2020. Howewehijle early performance reflected overall
improvement in the credit quality of Y= 2020endorsements during the first two quarters,

portfolio performance deteriorated during the second half of the year, largely driven by €OVID

19 related factors.

Exhibit O-10: The Share of Purchase Endorsements with Debt-to-Income Ratios Over 50 Percent
Decreased for the First Time in 7 Years
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-9 in Appendix B.

Theaverage borrowebebt to IncomeT) ratio decreased in FY 2028 the uncertainty caused

by the COVIEL9 pandemic drovemany participants in the mortgage market to tighten their
credit terms Exhibit G10, above, shows that the share of Fi&ured mortgages with DTatio
equal to orexceeding 50 percent decreased from 27.11 percent of total purchase mertgag
endorsementsn FY 2019 to 24.53 percefur loans endorsed ifrY 2020. While the trend is
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encouraging, the share of FHiAsured mortgages with DTdtio equal to orexceeding 50 percent
remains athistoricallyelevated levels.

Exhibit O-11: The Volume of Mortgages with Credit Scores Less Than 620 Decreased in FY 2020
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-8 in Appendix B.
As shown in Exhibit-@1, the share of borrowers with credit scores below 620 doulidetiveen
FY 2016 and 2019 However, during the last yeairedit scores improved as the share of loans
with borrower credit scores below 620 decreased fraéh70 percent to8.96 percent from FY
2019 to FY 2020The average borrower credit score for @HAinsured mortgage ineased
modestly from 666 in FY 2019 to 672 in FY 2820ncertainty caused by the COMID pandemic
drove many participants in the mortgage market to tighten their credit terB@rower credit
score data is not collected for Stmmline Refinance mortgage
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U.S. Department of Housing ablibanDevelopment

Exhibit O-12: Share of Purchase Mortgages with Three Risk Layers is Moderating
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data tables B-8 and B-12 in Appendix B.

While an individual risk attribute taken by itself can be managed thnoattper compensating
factors, mortgages with more than one of the risk factors noted below (risk layering) typically
default at higher rates. Exhibit-C2 above, shows the share ptirchasemortgages with the
following three risk layers:

1 DTlratio greaterthan 50percent
M Less than two months cash reserves
1 Less than 640 credit score

Consistent with the other improvements in certain characteristics discussed in preceding
sections, the inidence of extreme risk layering decreased in FY 2020.

Financiatatusof the FHAMutual MortgageInsurancé=undrFY2020 15
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Exhibit O-13: Early Payment Default® Rates Have Spiked Due to the COVID-19 Pandemic
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table A-4 in Appendix A.

In MarchFY2019, FHA adjusted its Technology OgenApproved Lenders (TOTAL) Mortgage
Scoreard so that higher risk loans would requireanual underwriting, which could include
compensating factors to offset riskkHA began to see positive results of this chamgaew
mortgage originations endorsed beginning in EN2019until adverse impacs$ of the COVH29
pandemicbegan to dominate the second half of FY 2020.

Early Payment DefaulEPDrates for the last six months of FY 2019 were not available when the
FY2019 Annual Report was published. Tower EPD rates over thatxmonth periodas shown

in Exhibit @13 indicate that product risk moderate#or loans orignated afterNovember ofFY
2019, however, adverse impacts of the COMHED pandemic dominated he recent
improvements made to the product risk. EPD levels remain at historidas,higiven by the up

to one year of forbearance authorized by ti@oronavirus Aid, Relief and Economic Security
(CARBSAct for federallypbacked loans.

5 EarlyPaymentDefaultsare FHAinsuredmortgagesin whichthe borrower becomes90 daysor more delinquent
within the first sixpayments.

6 December 2019 May 2020 comprisgthe initial 6month period for November 2019 endorsemerithie economic
impacts of the pandemic became more severe during the last two h®ofite., April and May) of this period
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Cl ! Q& [OekhtlknRmdfolio Makes the Fund Vulnerable to Adverse
Macroeconomic Shocks

Exhibit O-14: Serious Delinquent Portfolio Grew by $117 Billion as a Result of COVID-19
Forbearance
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table A-5 in Appendix A.

The serious delinquen{SDQ)ortfolio ramped upin FY2020 as a result omortgage borrowers
who received approval to delay or defer their monthly loan payments under the forbearance
provisions of the CARES Act.

FHA programsttract borrowers not typically served by conventional and private markets. As
such, these borrowersehd to haveower credit scores, higher DrEtio and higher loarto-value
ratios. Given these and other characteristics, the COY8D0pandemic has hit FHA borrowers
disproportionately harder than those served by conventional and private markatsbi O-14
above shows thatisce the end of FY 201the serious delinquent portfolio grew by $abillion,
from $41 billion to $58 billion. By comparison, the previous high for the serious delinquent
portfolio was $105 billion in FY 2012.

”Mortgages that are 90 or more days delinquent
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Exhibit O-15: Years of Accumul at ed HYY2807 PartfokFoHMege $nsufficient to Shield the
MMI Fund from a Sudden and Severe Reversal in HPA
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Refer to data table C-4 in Appendix C.

It isimportant to note thatMMI Fundvaluations for FY 202fenefitfrom a continuation of strong
HPAthat eclipses negative economic developments as a result of the C&¥lpandemic
Despite suclygrowth inHPA the unprecedented size of the serious delinquent portfolio increases
the riskthat these projections could change in the future based on macroeconomic conditions.

Exhibit Q15 illustrates how the years leading to the last financial crisid;Y2005FY2007,
resulted in very positive capital valuations for FHAEY2007, theMMI FundCapital Ratio was

6.97 percent, largely because of the 85 percent HPA during the previous 8 years. (By comparison,
the HPA growth for the FY 2020 portfolio during the sgmeriod is 59 percent.) Following the
financial crisis, theMMI Fund Capital Rao fell below 100 percent in just two yearsand
eventually required anandatory appropriatiorof $1.7 billionfrom Treasury This demonstrates

that even several years of builp HPA growth can prove insufficient to shield &1l Fund

from a sudden andevere reversal in HPA.
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Capital Management Approach to Protect td&l Fundfrom Losses
Similar to Those Experienced During the Great Recession

Managing the capital positioof the MMI Fundgoes beyond achieving a minimum ratio at a point

in time. Prudeh management practice should overlay the statutory capital requirement with a

risk management approach that considers the health of the economy and the sensitivity of the
Fundto unexpected changem HPA.In response to economic uncertaintigsrivate firancial
AYyaadAddziaAzya aAAIYATFTAOLydte AYyONBFraSR GKSAN L
management strategy is consistent with observed behavior in the privateaetsark

FHAhasassumel a critical role as a countercyclical force to help stabithe mortgage market

as COVIR9 continues to impacthe economy. FHAontinues to provide steady access to credit

to those it was designed to serve, maintaining its curnemiderwriting requirementsWith that

in mind, prudent capital management is thé2 a0 SFTFFSOGA GBS G22f 4G KI
responsibility to borrowers and taxpayers in this time of crisis.

Report Structure
The remainder of this report is structured adldovs:

1 Chapter | presents a summary of the diteportfolio for both the forward mortgage
program and the HECM program. The chapter includes notable trends affecting the risk
characteristics for new endorsements to tiwMI Fundfrom both programs during FY
2020.

1 Chapter Il contains an analysis of the performance of Ml Fund which includesa
detailed breakdown of th&IMI FundCapital Ratio and the staralone capital ratios for
the forward and HECM portfolios. This chaptdiscusses best practice methods to
manage the capital position of the Fund

§ Chapter lll provides an oveewi of the pogressthaC | | Qa hF¥FFAOS 2F { Ay 3t
KFra YFRS AY wnun (G2 AYLINRGS Ccl! Qa {Ay3aftS C

1 Ohapter IV provides Recommendations in its Report to Congress that FHA believes to be
necessary to ensure the safety and soundnessieMiMI Fund.
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Chapter I:
FHA Single Family Mortgage and Borrower Characteristics

FHA Forward Mortgage Program: New Endorsement Trends and
Composition

FHAinsured mortgages play a major role for fitshe and other borrowers traditionally
underserved byhe conventonal mortgage markeffThe COVIEL9 pandemidas impacted many
homeowners and those looking to buy a honbeiring these timesrHAhas remained &ritical
countercyclical forcéy providing liquidity and stability

Thechallenges faced by the tian as a result of the COVAI® pandemic for the majority of FY
2020 included financial challenges for many homeowners with-iRbl4&ed mortgages=HA has
assistedhomeowners during these unprecedented times, offering forbearamoe other
support for thase experiencingCOVIBL9-related financialhardships while sustaining a capital
cushion to protect the American taxpayer.

Exhibit I-1A: FHA Purchase Loans to Core Borrower Segments FY 2018 1 FY 2020 (count in
thousands)

Core Borower Segment FY2018 FY2019 FY2020
Firsttime homebuye? 641.91 615.71 679.63

Minority 288.43 27151 300.79
SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table A-2 and B-2 in Appendix A, B.

Above, Exhibitl-1A shows that FHAsupported a greater number of St core borrower
demographics in FY 2020 than in the previous two years. The share dinfeshomebuyers
reached a new high of 80Xercent of total FHA forward mortgage purchase endorsements in
FY 2020.

Exhibit 1-1B: FHA Purchase Loans to Select Borrower Segments in FY 2020 (count in thousands)

Core Borrower Segmen Oct¢Mar Aprg Sep
FY 2020 FY 2020
Firsttime homebuyer 320.40 359.23

Minority 145.30 155.49

SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table A-2 and B-2 in Appendix A, B.

8 A firsttime homebuyer is an individual who has had no ownership in a principal residence during theélaree
period ending on thg@urchasedate of the property. fis includes a spouse (if eithereet the above test, they are
considered firstime homeluyers.
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Further, as shown by Exhildi#lB above, FHA endorsed more loans for these core borrower
segments during the second half of FY 2020, at a time credit was beitrgter throughout
much of the marketplace.

Exhibit I-1C: Historical FHA Forward Mortgage Endorsement Activity
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-1 in Appendix B.

Exhibit 1Cprovides an historical overview of Fift&ward mortgage endorsements by purpose

and the aggregate original mortgage amouheadorsed mortgagedor each ofthe last20fiscal

years. In FX2020 FHA endorsed 1,333,176 home mortgages through its forwandtgage
program, including 817,847 purchase transaction mortgages. Of these purchase mortgages,
679,633served firsttime homebuyers. The original mortgage amount of all endorsed forward
mortgages including bothpurchase and refinanoceolume,in FY2020totaled $310.33billion, up

from $214.62 billiorin FY2019 The average forward mortgage amount of FHA endorsements in
FY2020 was$232,773 anincreasefrom the FY2019average 0%$216,695
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Exhibit 1-2: Historical Purchase Mortgage Activity and FHA First-Time Homebuyer Share
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-2 in Appendix B.

As illustraed by Exhibit-R, despite the historical variability in the total number of home purchase
endorsements, firstime homebuyers consistently represeabout four out of every fivéd-HA
forward mortgage purchase transactions. The percent of fodmvaortgagesnsured for first
time homebuyers in FX020 reached a new high 88.10percent
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Exhibit I-3: Racial Composition of FHA Forward Endorsed Mortgages
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-3 in Appendix B.

FHAinsured nortgages continue to serve as an important source of financing for minority
homebuyers. Exhibit3 shows that for F2020 32.59percent of FHA endorsementscluding
both purchase and refinance transactigserved minority borowers, down slightly fron33.18
percent in FY2019 For FY2020 the composition of minority borrowers wak7.29 percent
Hispanicl2.74percent Black2.20percent Asian; an@.36percent American Indian.

Based on Calendar Year (CY) 204@me Mortgage Disclosure Act (HMDA) d&@16 percent
of all minority borroweraused FHA tobtain a purchase transaction mortgage.

9 Most recent data available
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Exhibit I-4: Historical FHA Forward Endorsement Activity
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-4 in Appendix B.

Exhibit 44 provides a detailed breakdown of historiéafward endorsement activityn FY202Q
FHAinsured purchase transaction mortgages representid35 percent of all FHAnsured
endorsementsas the share of refinance transactions increased. While this repreaatgsrease
of 13.70percentage points from FX019, purchase transactions still comprisemhajority of FHA
volume in a year dominated by refince transactions

Share of Endorsed Forward Mortgages

2016 I
2017 I

200
2001
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Exhibit I-5: FHA Endorsement Activity by Refinance Type Including Cash-Out Refinances
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-5 in Appendix B.

Exhibit 15 provides a detailed breakdown of FHA refinance mortgage endorsements by type of
refinance transaction. In FX020, cashout refinance transaction§Conventional Casbut plus

FHA Casbut) represented24.08 percent of all of FHA refinance traions, asignificant
decreasdrom the FY2019level of64.68percent Effective September 1, 29, FHA reduced the
maximum loanto-value (TVY and combined loatto-value (CLTV) percentages for Cash
refinance mortgages from 85 percent to 80 percem@lign with industry standards.

The share o8reamline Refinance transactions, which offer curreBHA borrowers a lovgost
and less burdensomeefinance optionnearly tripledfrom 22.83 percent in FY 2019 to 61.24
percent in FY 2020
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Exhibit I-6: Average FHA Forward Loan-to-Value Ratio by Mortgage Purpose
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SOURCE: US Department of HUD/FHA, October 2020.
Refer to data table B-6 in Appendix B.

The average LTV ratio for purchase transactions in FY 2020 was virtually unchanged from FY 2019
at 95.63 percent As Exhibit-6 illustrates, the average LTV ratior purchase transaction
mortgages has remained relatively stable since 2001. The gwetalV ratio for both
Conventionato-FHA and FH#o-FHA refinance transactions continues to decrease from the
highsof FY 2007 through FY 2013, with ConventidadfHA refinances at 76.32 percent, and
FHAto-FHA refinances at 81.81 percent in FY 2028usk Price Appreciation (HPA) and a
decrease inthe maxmum LTV otashout refinance mortgages are contributing factato the
declining average LTV ratio of new refinance endorsements.

FHA generally reports LTV ratiosdifferently than the conventional mortgage marketin
accordance with statutory requirements for determining eligibility of loans for FHA insurance,
HUD excludesthe financed upfront mortgage insurance premiurfrom the LTV ratio. This
methodological difference results in highd. TV ratios than would be reported by the
conventional market. 2 G K GKS CI! Qa | yR {LR/Salddlgtigng ExgladA 2 y I f
downpayment assistancéDPA loans DPA loans comprise®9.80 percent of C| | Q& séJdzNOK |-
transactions in FY 2020.
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Exhibit I-7: Average Borrower Credit Score for FHA-Endorsed Mortgages
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SOURCE: U.S. Department of HUD/FHA, October 2020
Refer to data table B-7 in Appendix B.
Credit score isn importantindicator of mortgage credit risk. As reflected in ExhigitI CI1 ! Qa

average credit scorelecreased steadilyrom FY 2011, when FHA was segva significant
countercyclical role in the marketintil FY 2019As the uncertainty caused by the CO\MED
pandemic drove many participants in the mortgage market to tighten their credit tethes
average borrower credit score for an Fihured mortgge increased modestly from 666 in FY
2019 to 672 in FY 202@orrower credit score data is not collected f8reamline Refinance
mortgages.
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Exhibit 1-8: Distribution of FHA Borrower Credit Score by Fiscal Year
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-8 in Appendix B.

Exhibit 48 illustrates the distribution of credit scores for borrowers obtaining FHA endorsements.
Between FY 2013 and FY 2019, the sludrendorsements with credit scores of 619 and below
increased steadily to a high of 1P.Bercent of endorsemerstin FY 2019 before falling 896
percent in FY 2020 he share of endorsements with credit scores between 620 andesiined
constant in F2020.Credit scoregre not provided foiStreamline Refinance mortgages

The share of endorsements on mortgages with credit scores of 720 or higlreased from
12.89percent in F2019to 14.69percent in F2020but remains well below the levels reaath

in the aftermath of the Great RecessidRHA continues to actively meoii changes in credit
score distributions, including the risk larger distributions of lower credit scores could pose to the
MMI Fundd / K| y 3 S aTechrndlogyC OperibaApproved Leders TOTA)L Mortgage
Scorecard may mitigate some of the risks inherergndorsements of mortgages for borrowers
with very low credit scores.
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Exhibit 1-9: Borrower Debt-to-Income (DTI) Ratio for FHA Purchase Mortgages
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-9 in Appendix B.

The averageDebtto-Income (DT) ratio for borrowers with FHAnsured purchase mortgages
declined slightly this year, from 4&8in FY 2019 to 488 percent in FY 2020, as illustrated
Exhibit 19. The proportion of borrowers with DTI ratie$ 50 percentor greaterin FY2020was
at 24.53percent a decline from Z.11percent in F2019 but well above the 187 percent in
2013 The percentage of borrowers with DTI ratios4® percent or greatedeclinedto 5481
percent in F2020from 56.96 percent in F2019, a decrease dl.15 percentage points
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Exhibit 1-10: FHA Purchase Activity by Type of Downpayment Assistance

FHA Purchase Activity by Type of Down Payment Assistance
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-10 in Appendix B.

FHA insures mortgages where the borrower obtains R8s from eligible sources, including
governmental entities oeligible family members. As Exhibit® shows, eligible family member
gift funds were the largest source of DPA used by borrowers withifsihed mortgages,
representing23.44percent of FH® &  fo&vérd mortgage purchase volume FY2020 The
secord largest source of DPA funds came from governmental entitiespresenting15.43
percent of F2020forward mortgage endorsements.

Seriougdelinquency $DQrateson DPA loansistoricallyhaveexceeded nofDPA loans bgver

25 percent.Seasoned loangith DPA from government entities are associated with the highest
SDQ rates, although the differential between DPA souapgears to have evened out in recent
years.More detail on DPA perforance can be found in Exhibit48 and 119.

10 Borrowers accepting downpayment assistance from a governmental entity may execute a note and security
instrument agreeing toapay the assistance under specified conditions, unlike a gift from a relative.
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Exhibit I-11: In Recent Years About 30 Percent of FHA Borrowers Had Less than 1 Month of
Reserves at Origination
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-11 in Appendix B.

Exhibit 111 showghat the shareof purchase transaction endorsents withless tharonemonth
of reserve$! decreasedmodesty in FY2020from 31 percentto 29 percent Having eserves
remaining afterclosing can act asmitigant towards unexpected expenses faced by borrowers.

11 Reservesire an amount of cash that a borrower is required to keep on hand after paying for the downpayment
and closing costs, measured by the number of months of mortgage@atg a borrower could pay using his or her
financial assets.
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Exhibit I-12A: Share of Mortgages with Three Risk Layers
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-12 in Appendix B.

The preceding sections identifisgveralrisks that FHA continues to monitahilethe risk of a
loan with only oneisk attribute may be offet by otherfactors,loans subject to a combination
of risk factors (riskayering aresignificantly more likgi to fail As illustrated in Exhibitll2A, the
incidence of extreme risk layering is lowarFY 202@han inFY2019 but still historically igh
based orthe share of purchase transaction mortgages with the following three risk layers:

1 DTlratio greaterthan 50percent
M Less than two months reserves
M Less than 640 credit score
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Exhibit I1-12B: Early Payment Default Rate for Mortgages with and without Three Risk Overlays
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NOTE: The three risk layers are defined as: (1) DTI ratio Greater than 50% (2) Less than two months reserves (3) Less than 640
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-13 in Appendix B.

Early performance of loans with extreme risk lagghas ranged between approximately 26d
3 times worse than the populatioof loanswithout all three risk layers, as skwn by Exhibit-|
12B, above. Furthr, early performance is significantly worse for loans with extreme iagénat
are ofmore recentvintage

In August 2016, Review Rule 14, whichtriggered manual underwriting requirements for
mortgageswith lessthan 620 credit scoresand greaterthan 43 percentDTlratios, wasremoved
from the TOTALMortgage Scorecard.The removal of this rule contributed to an increasein
higherriskloansto FHAand elevated earlypaymentdefault (EPD ratesstartingin FY2017.

In March 2019, FHA adjusted its TOTAL Mortgage Scorecard so that higher risk loans would
requiremanual underwriting, which could include compensating factors to offsetkidih began

to see podfive results of this change in new mortgage originations endbiseginning in July
2019until adwerse impacts of the CO\I® pandemicbegan to dominate the second half of FY
2020.
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Exhibit I-13: Lender Type for FHA Endorsement Activity

Lender Type for FHA Purchase Endorsement Activity
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-14 in Appendix B.

Over the past eight years, an increasing shameef FHAendorsementsvere originatedby non-
depository instititions, as illustrated in Exhib#ll3. In F2020, non-depository énders originated
mortgages representing9.57 percent of all FHA forward endorsements, up from 56.80 percent
in FY 2010. Depository institutions have decreased their FHA participatiom fiomber of
reasons, including perceived enforcement riBkiring F¥ 2020, FHA made significant strides to
improve the clarity of regulatory expectations within its programs. Most notaisiyDctober 28,
2019, HUD and the .8. Department of Justicsigned a landmark Memorandum of
Understanding (MOU), which provides guidaron the appropriate use of the False Claims Act
(FCA) for violations of FHA requirements by fadproved lendersPlease refer to Chapter 11l for
more detail.

Reduced participatin by depository institutions may limit opportunities for borrowers toesx
FHAinsured mortgages and the lack of diversity and strength of FHA counterparties may add risk
to the MMI Fund
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Exhibit 1-14: FY 2020 FHA Forward Endorsement Concentration by State
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Refer to data table B-15 in Appendix B.
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Exhibit 114 shows the percentage of FY2B@®ndorsements by state. The three most populous
states Cdifornia, Texas, and Floagdare also thestates that had the greatest counts of FHA
insured mortgage endorsements in FY2@0totaling 28.64 percent offorward endorsements.
Additionally,just overhalf of allforward endorsements were concentrated in just ten states.
However, the correlation b&teen population and FHA mortgage concentration does not hold
for every state. Factorsuch as property values in relation to Frartgagelimits may influence
the concentration of FHA business.
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Forward Mortgage Program: Portfolio Overview Bedormance Trends

Exhibit I-15: Insurance-in-Force, Unpaid Principal Balance, and Seriously Delinquent by Vintage as
of September 30, FY 2020

Insurance-in-Force Seriously Delinquent
Endorsement
Fiscal Year Counts ég:efcheanrte) © mUi::I)i%ns) U(Egr(?:r?tr)e Counts Rate (Counts)

Pre-2004 453,493 5.68 19,077 1.54 47,209 10.41
2004 121,661 1.52 8,144 0.66 15,092 12.40
2005 88,573 1.11 6,422 0.52 12,388 13.99
2006 71,601 0.90 5,801 0.47 10,949 15.29
2007 68,218 0.85 6,280 0.51 11,543 16.92
2008 158,745 1.99 17,085 1.38 27,860 17.55
2009 331,559 4.15 38,768 3.14 44,553 13.44
2010 414,557 5.19 47,761 3.87 47,700 11.51
2011 334,270 4.18 39,871 3.23 36,050 10.78
2012 417,762 5.23 51,807 4.19 41,815 10.01
2013 586,382 7.34 77,676 6.29 53,647 9.15
2014 269,885 3.38 32,200 2.61 35,336 13.09
2015 488,122 6.11 71,675 5.80 63,029 12.91
2016 707,384 8.86 114,484 9.27 90,326 12.77
2017 800,809 10.02 139,795 11.32 107,646 13.44
2018 680,536 8.52 123,781 10.02 104,012 15.28
2019 714,105 8.94 141,219 11.43 104,887 14.69
2020 1,280,692 16.03 293,569 23.76 71,659 5.60
Total 7,988,354 100.00 1,235,412 100.00 925,701 11.59

NOTE: These mortgage counts and balances are active as of September 30, 2020. Portfolio UPB differs slightly from [IF amounts
reported in Chapter 2.
SOURCE: U.S. Department of HUD/FHA, October 2020.

Exhibit 15 provides a breakdown of FHA InsurariceForce (IIF) by vintage, including the SDQ
rate for each cohort.The SDQ ratea key indicator of portfolio performance, tracks the
percentage of FH#sured mortgages where the borrower is 90 or more days delinquent,
including mortgages in foreclosure and bankruptcy.

As of the end of FY 20, the FHAforward portfolio consisted of approximately $42rillion in
IIF and an overall SDQ rateldf.59percent. Although recent cohoreppear to have performed
more favorablythan older cohorts, readers should be cautioned tis2Q rates tend to rise as
mortgages seasonThe currently low SDQ rates for the FY 2020 vintagBect the short
seasoning period of these mortgages.
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Exhibit 1-16: Historical SDQ Rates for FHA Mortgages
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-16 in Appendix B.

The SDQ rate tracks the percentage of HfbAired mortgages where the borrower is 90 or more
days delinquent, including mortgages in foreclosure and bankruptcy. I[EXklS shows
substantialimprovement in the SDQ rateom FY 2013hrough March 2020. Startingn April
2020, a significant number of FHWrrowersbegan to requestpproval to defer their monthly
loan payments under the forbearance provisions of the GGAR&.The SDQ rate quickly rose
from 4.04percentin April 2020 tal1.59percentby the end of FY 2020, as forbearance requests
transitioned intoseriousdelinquencies a few months later.
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Exhibit I-17: FHA Early Payment Default Rates by Mortgage Purpose
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-17 in Appendix B.

EPDsare FHAinsuredmortgagesin which the borrower becomes90 daysor more delinquent
within the first sixpayments.EPDratestypicallyreflect the credit quality of new endorements
andserveasan earlyindicator of mortgageperformance Asillustratedin Exhibitl-17, EPDrates
remainedrelativelylow from FY2010through FY2016.

In August 2016, Review Rule 14, whichtriggered manual underwriting requirements for
mortgageswith lessthan 620 credit scoresand greaterthan 43 percentDTlratios, wasremoved
from the TOTALMortgage Scorecard.The removal of this rule contributed to an increasein
higherriskloansto FHAand elevated EPDratesstarting in FY2017.

In March 2019, FHA adjusted its TOTAL Mortgage Scorsoatidat higher risk loans would
requiremanual underwriting, which could include compensating factors to offsetAisla result
of this changeFHAsaw improvenents to the credit quality of new mortgage endorsements
beginning in July 2019.

Adverse impacts of the COVID pandemicbegan to dominate the second half of FY 2020.
Startingin April 2020, a significant number of FH&rrowersbegan to requst approvalto defer
their monthly loan payments under the forbearance provisions of the CAREShkctverage
EPD rate rose from 0.60 percent in April 2020.@7 percentby the end of FY 2020.
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Exhibit 1-18: Early Payment Default Rate of FHA Purchase Mortgages by Downpayment Assistance
Type
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-18 in Appendix B.

Exhibit 18 illustrates thathe EPD rate®f mortgageswith DPA exceeded thoss# mortgages
without DPA in every quarter of the past decade. EPD rates for DPA loans exceeed@BAon

loans by about 60 percent prior to FY 2020.
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Exhibit 1-19: Serious Delinquency Rate of FHA Purchase Mortgages by Downpayment Assistance
Type as of September 30, FY 2020
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-19 in Appendix B.

Exhibit 119 shows the curren SDQ rate of FHisured purchase transaction mortgages
endorsed for F2011through FY 2020 by DPA type. SDQ rates tend to rise as mortgages season.
TheC, HnHA @AY (lowvaAsDQ FatedetBtt Ithé shdrS de@soning period of these
mortgages. More seasoned vintages show higher SDQ rates, and there is a signifieseriagif

in SDQ rates between mortgages with DPA and those without. Seasoned mortgages with DPA
from governmental entitieexhbited the highest SDQ ratastil FY 2015 but appear to have
evened out in more recent vintages
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Loss and Claims Activity

Exhibit 1-20: FHA Loss Severity and Claim Count by Disposition Strategy
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type. It includes funds outside of MMI Fund and outbids. Due to time lag in reporting of dispositions, data is of August 31, 2020 and
therefore is missing one month of comparable data to prior fiscal year reports.

SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-20 in Appendix B.

Exhibit 20 shows the average loss rate declined to 38.77 percent in FY 2020 frdova peak

of over 60 percent during the financialisis.FHA utilizes four asset disposition strategies: sale of
HUD reakestate owned (REO) propertie€Single Family Loa®alesClaim without Conveyance of

Title (CWCOBnd Preforeclosure Sales.

Whilerising HPAascontributed to the recent decline imverage loss rategxhibit 20 shows
that since FY 201G | ! sfeadegyof replacing REO transactions widss costfCWCOT
transactionshasalsoplayed a significant rel FHAdoubled the share of CWCOispositions
from 29 percentin FY 20160 58 percentin 202Q with an average cost savingsaijout 35
percent.Thisresulted in a cost savings of over $1.2 billmiweenFY2017 andFY2020 Even
with the success of CWCOT, Rtd&identified several areas to maximiagure utilization and
recoveries of assets sold through CWC&8e Chapter 3 for more details
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Exhibit I-21: Annual FHA Claims as a Share of Initial Insurance-in-Force
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-21 in Appendix B.

Exhibit 21 reflects claims paid as a percentage of lIBbdbh the number of claims and the dollar
balance of claims. The continued improvement in claims paid as a percentage of IIF since FY 2013
reflects a favorable housing and economic environment.
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Exhibit 1-22: Recent FHA Loss Mitigation Activity

Loss Mitigation Activity
FY2010 to FY2020
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NOTE: Deeper Loss Mitigation Assistance includes FHA-HAMP, Partial Claims, and Loan Modifications. Limited Loss Mitigation
Assistance includes Promise to Pay and Repayment Plans. Starting in May 2013, Promise to Pay is no longer classified as a
Repayment Plan and is considered its own category.

SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-22 in Appendix B.

Cl!Qa t2aa YAOGAILGAZ2Y | OGAQGAGASA AyOf dzZRS K2YS
enable eligible owneoccupants facing hardship to stay in their homes. FHA differentiates
between deeper assistance and limited assistance.

Deeperassistance cures may include an Htt#ne Affordable Modification Program (FHA
HAMP), disaster loan modifications, and disaster dédone partial claims. FHAAMP may
include a partial claim or loan modification, or both, targeting @@entreduction n a monthly
mortgage payment.Borrowers who were current on their payments when ti@OVIEL9
pandemicbegan qualifying for the COMD-19 National Emergency Sta#done Partial Claim
anotherform of deeper assistancéimited assistance includes formal antbrmal forbearance
and repayment plans.

In FY 2020, FHiAsured mortgages with assisted cures totaled 525,197, and deeper axssta
cures represented 28.50 percent of all cures, an increase of 7.11 percentage points from the FY
2019 level of 21.39 perog, as illustrated in Exhibitd2. The improvement isttributable toover
50,000incrementalCOVIBL9 StandAlone Partial Claims.
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Home Equity Conversion Mortgage Program

Overview

Through the Home Equity Conversion Mortgage (HECM) progranmingttAsthe vast majority

of i KS y Irelieks@ siddtgages. When initially authorized by the Housing and Community
Development Act of 198the HECM program was made available on a limited basis and all
HECM$ecameobligations of the General Insurance (Gl) Funger@me, the program expanded

from $932 billion of HECM Maximum Claim Amount (MCA) insured by FHA in the 19 years before
FY 20090 $202.5 billion insured in theZlyears sincell new HECM endorsementgcame
obligations of theMMI Fundin FY 2009

The HECM program enables senior homeowners, aged 62 or older, who meet various borrower,
property ownership, and financial requiremeto withdraw a portion of the value of their home
without any corresponding periodic requirement to repay @mts borrowed. Instead, the
principal borrowed, along with interest, Mortgage Insurance Premiums, and servicing fees are
added to the mortgage bahce over time. As a result, HECM balances may eventually equal or
exceed the value of the homevhich resul$ in losses for th&#iMI Fund HECM borroweralso
remain responsible for the payment of taxes, insurance, and property chagémg as they
remain in their home

Subject to the nationwide limits on claim amounts, the amount of funds that any borroarer c
access through a HECM depends on a variety of factors, including the value of the property, the
age of the youngest borrower or eligible nborrowing spousé? and the interest rate charged

to the borrower!?

Due to thechanges irhome pricesandinterest rates,as well asappraisal bias and other factors

GKFGO AYLI OG GKS LINRBLISNIeée @FtdzS FyR Y2NI3l 3¢

performarce hasn recent years resulted in large projected losses toNMl Fund The negative
cash flow isttributable to a variety of economic and other factors, and is covered, or subsidized,
by the positive cash flow into thMMI Fund from favorable forward mortgage portfolio
performance. Chapter Il of this Annual Report discusses the impacts of the HEtEdgon

the MMI Fundin more detail.

2The inclusion of a nehorrowing spouse was made for all HECMs after August 4, 2014; HECMs originated prior to
that date allow for the deferral of due and payable status at the discretiorhefléender when certain eligibility
criteria are met.

BThe age of the youngest ndrorrowing spouse was first introduced as a factor on August 4, 2014.
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Exhibit I-23: FHA HECM Endorsement Activity
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-23 in Appendix B.

As shown in Exhibi#23, FHA endorsed 41,819 HECMs in FY 20@@&senting a Maximum Claim
Amount4(MCA) of $16.28 billion. HECM endorsement volume is 63.45 percent lower than the
peak of FY 2009 but has increased by 33.73quetrover the last fiscal year

¥ Maximum Claim Amount is used to calculate proceeds and is equal either to the appraised valueahéherh
the FHA lending limit, whichever is less.
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Exhibit 1-24: Current HECM Portfolio by Year of Endorsement
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-24 in Appendix B.

Exhibit 124 provides a breakdown of the current HECM portfolioipyage year. For each vintage
year, the current outstanding MCA, current tofaincipal limit and current IIF are showrs of
September 30, 2020, the HECM portfolio in &1 Fundrepresented a total MCA @101.12
billion, a currentprincipallimit of $80.99 billion and a current IIF of $64.14 billidhe growth in
MCA has largely tracked overall equity appreciation in housing markets.
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Exhibit 1-25: FHA HECM Claims by Claim Type
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-25 in Appendix B.

Exhibit 25 shows the total amount and distribution of HECM claims by claim Hpe.Claim

Type 1 category represents the dollar volume of claims generated when the borrower no longer
occupies the home, and the propertyssld ata loss, with the mortgage never being assigned to

the Secretary of HUD. The Claim Type 2 category represents the dollar volume of claims resulting
from the assignment of the mortgage to the Secretary of HUD when the mortgage reaches 98
percent of he MCASupplemental claims are those claims submitted by lenders for other eligible
expenses not includenh original claims, such as property preservation expenses.

In FY 2020, claims totaled $6.22 billion (annualized), down from $9.55 billion in FYC28i&®

Type 2 accounts for a majority of the decreas total claim amount under the HECM program.
Claim Type 2 increased between FY 2009 and in FY 2019, primarily due to the seasoning of the
HECM portfolio with mortgage balances reaching 98 perceriteMCAand the introduction of

the Mortgagee Optional Election (MOE) Assignment, where there is an eligibleanmwing
spouse.The MOE, which may be offered at the election of an-Bpigroved servicer, refers to

an alternative claim payment option inhich HUWD pays the insurance claim, and qualified hon
borrowing spouses are allowed to remain in the home. The MOE is available for all HECMs with
case numbers assigned prior to August 4, 2014.
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Exhibit 1-26: Average Maximum Claim Amount for FHA-Endorsed HECMs
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-26 in Appendix B.

As shown in Exhibi#26, the average MCA per HECM endorsement has continued to rise since FY
2013, increasing t$389,345 in FY 2020. Rising average MCAs coincidéhwitincreasing health

of the housing market, and higher appraised values on homes @ty HECM borrowers. The
current FHAmortgagelimit for HECMs in FY 2020 was $765,600. lithisis currently applied
uniformly across the country, unlike the FH&ward mortgage limits which vary based on
geographic locations and are subject to minimand maximum limitsThis data reflects a trend
towards nonneedsbased borrowers who have greater home equity and wealth.
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Exhibit I-27: Composition of FHA HECM Borrowers
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-27 in Appendix B.

Exhibit 127 illustrates the HECM endorsement counts by share of borrower type. In FY 2020,
35.18 percent of HECM endorsements serviedjdarfemale borrowes, 19.90 percent served
singular male borrowers, and 41.78 percent served multiple borrowers. The composition of
HECM borrowers has remained relatively consistent since FY 2009.
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Exhibit 1-28: Average Borrower Age at Endorsement of FHA HECMs

84

82

80

78

76

Age

74

72

70

68

2014
2015

2009
2010
2011
2012
2013
2016
2017
2018
2019
2020

Endorsement Fiscal Year

Average Borrower Age

SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-28 in Appendix B.

Exhibit 128 above shows the trend in the average age of HECM borrowers, which has been
relatively stable. In FY 2020, the average borrower age decreased slighByOtb ykars from
73.10 years in FX0109.

FinanciaStatusof the FHAMutual Mortgage Insuranceé~undrFY2020 50



U.S. Department of Housing ablibanDevelopment

Exhibit 1-29: FHA HECM Endorsement Activity by Mortgage Purpose
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-29 in Appendix B.

As shown in Exhibit29, the MCA share for HECMrpliase mortgages grew significantly from

0.47 percent in FY 200® 5.58 percent in FY 2020. Moreover, the share of HECM MCA for
refinance transactions more than tripled from FY 2012, rising from 4.5&peto 17.11 percent

in FY 2017, as homeowners tamttvantage of favorable house prices and extracted more equity.
While the share of HECM MCA for refinance transactions decreased in FY 2018 and 2019, with
HECM refinance transactions at 7.44 percent oftralhsactions in FY 201, nearly tripled
betweenFY 2019 and FY 2020, rising to 25.65 percent.
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Exhibit 1-30: FHA HECM Endorsement Activity by Mortgage Type Option
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-30 in Appendix B.

Exhibit 430 illustrates the shift from fix@trate HECMs to adjustablate HECMs since FY 2013.

LY C, HAHAYX drdnna LISNOSYld 27F CI-ta@iortha@ds.ahisSy R 2 NI
change in composition isn part, a result of polieis implemented in FY 2014 related to the
insurability offixed-rate HECMs, including eliminating the option of future draws and a reduction

in the amount of principal made available to the borrower. If interest rates increase in the future,
adjustable rateHECM balances will compound more quickly, resultintagter depletion of

borrower equity in the home and increased potential losses to FHA.

Historicaly, lenderswere allowed tochoose one of two indexes for HECM adjustable
mortgages: The ConstaMaturity Treasury Index (CMT) or London Interbank @ffeRate
(LIBOR)with LIBOR as the index of choice in virtually all caG#snie Maeended LIBOR an
eligible MBS ARM index$eptember 202050ing forwardGinnie Maewill facilitate the creatio

of SingleClass MBS collateralized by pools contaif8egured Overnight Financing Rate (SOFR)
ARM and HECM loans when those loans become authorized by the insuring agencies.
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Exhibit 1-31: Average Principal Limit of FHA HECMs
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-31 in Appendix B.

The averagerincipallimit, or amount that borrowers have access to withdraw,a HECM in FY
2020 was 57.57 percent of the MCA, up from 52.00 percent in FY 2019. BE&iilshbws a
consistent averag@rincipal limitbeginning with endorsemestin FY 2014 through FY 2017,
decreasing in FY 2018 and FY 2019, and increasing in FY 2020. The dedf¥a23@18 and FY
2019 was due ta new FHA policy updatingrincipal limit factors effective with HECM case
numbers issued on or after October 2, 2017
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Exhibit 1-32: Average Initial Cash Draws of FHA-Endorsed HECMs
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-31 in Appendix B.

HECM borrowers withdrewn averageof 67.41 percent of their availablerincipallimit on their
initial draw in FY 202@s reflected in Exhibit32 aboveInitial draw amounts on botfixed- and
adjustablerate HECMs hremained relatively stable over thereviousfour fiscal yearsfter
significantly decreasing FY 201arge upfront draws increa the risk to borrowers and to FHA,
as they decrease the financial resources availablpay future obligations such as taxes and
insurance.In addition,large upfront draws causelECM balance® compound more quickly,

resulting in faster depletion ofdyrower equity in the home and increased potential lost&s
FHA.
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Exhibit I-33: States with the Highest Share of FHA HECMs by MCA
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table B-32 in Appendix B.

HECMs are more geographicalbncentrated tharforward mortgagesCaliforniaremainsby far

GKS adlrasS gAGK GKS fFNBSa&ad aKFINB 2MHECM@dka Sy R?2
based on total MCAThe top five states represented 60.08 percent of new HECM endorsements

in FY 2020The geographical risk profile for thtECMprogram hasecome more concentrated

in recent years.

As a result,fture HECM performance will most likely be more reliant on economic factors such
as houseprice appreciation in these concentrated states, partarly in California where the
share of HECM MCA isrmst five times greater than Colorado, the state with the second highest
shareat 7.38 percent
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Exhibit 1-34: FHA HECMs by Payment Plan Option
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table B-33 in Appendix B.

Exhibit 34 summarizes the share of aggregate HECM MCA by payment plan option type by fiscal
year. HECM borrowers can choose from the following payment options to ren@ivigage
proceeds

(a) Lump Sum: Under the Lumpr8ypayment option, the borrower receives a singlenp
sum disbursement at closing. This payment option is only available forrited
HECMs.

(b) Term: Under the term payment option, equal monthly payments are made to the
borrower for a fixed term of monthshosen by the borrower.

(c) Tenure: Under the tenure ganent option, equal monthly payments are made to the
borrower.

(d) Line of Credi{LOC)Under theLOQorayment option, payments are made to the
borrower at times and in amounts determined by the borrower uthtd LOds
exhausted.

(e) Term or Tenure with.OC Uncer the term or tenure payment options withl2OC equal
monthly payments are made to the borrower for a fixed period. These payment plans
segregate a portion of the available principal fdt@Cand then céculate monthly
RN} ga ol aSR 2y cfiok& Ten2dlTeBugeS NDa aSt S
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As in previous yearshé HECM LOC draw optiamsthe most popularpayment plan typewith
HECM borrowers due to its flexibiliggorrowerswith fixed-rate HECMs may not requesthange

in payment option. Borrowers with adjustabtate HECMs originated after FY 2014 may request
a change in payment option after the first-b@nth disbursement period if the outstanding
mortgage balance is lesisan theprincipallimit.
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Condition of the Mutual Mortgage Insurance Fovwerview

Chapt

enll:

TheMutual Mortgagelnsurance~und(MMI Fund CapitalRatioasof Septembei30,2020,is6.10
percent of insurancén-force (lIF), representing an increase of 1.26 percentage points from the
FY 201%apital Ratio of 4.84 percent.

Exhibit 1I-1: Mutual Mortgage Insurance Fund ($ million)

Description FY FY FY
2018 2019 2020
Total Capital Resources $49,237 $57,980 $70,652
Cash Flow NPV ($14,375) 4,402 8,298
MMI Fund Capital®® $34,862 $62,382 $78,950
Insurance-In-Force $1,264,672 $1,288,436 $1,294,731
Total Capital Resources 3.89% 4.50% 5.46%
Cash Flow NPV -1.14% 0.34% 0.64%
MMI Fund Capital Ratio 2.76% 4.84% 6.10%

SOURCE: U.S. Department of HUD/FHA, October 2020.

As shown above by Exhibitlll MMI Fund Capital increased by $ billion, benefitting from
eight years of steady House Price Appreciation (HPA).

B¢ KS (MMNyhd/al LIA G| €
by the Secretary under the annual audit required under section ¥I856f this title. This termirlogy was

C. H n stept withinduktry stande@dsJasNE@NI FungCRpital &
Ratio can now be expressed M#/l Fund Capital/llF.
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Exhibit 11-2: MMI Fund Capital Ratio FY 20161 FY 2020
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SOURCE: U.S. Department HUD/FHA, October 2020.
Refer to data table C-1 in Appendix C.

The FY 202BIMI FundCapital Ratio hagnproved ovetthe last three fiscal years, dkistrated
by Exhibit 2 above.

MMI FundCapital Ratio

Consistent with the Federal Credit Reform Act of 1990 (FCRA), the Net Present Value of future

MMI Furd cash flows (NPV Cash Flows) was estimated using the underlying economic
assumptions fromthe FY 20t NE A A RSy i Qa 902y 2YA O ! itéodayeddi A 2 y & ¢
the concept of Claims Paying Capacitgnd disaggregated NPV Cash Flows into its two
compaents:

A Net Present Value of Projected Mortgage Insurance Premium (MIP) ReyBif)é
Projected Revenueq Includes monthly insurance premiums.

A Net Present Wlue of Projected Claims Losg@V Projected.osses); Includes claim
payments to cover default ctsminus collections from recoveries on defaulted loans.

The formula for calculatingiMI Fund Capital and théMMI FundCapital Ratio using these factors
isshown below:

MMI Fund Capital= (Total Capital Resources + NPV Projected ReveN&¥/ Projected Less)
MMI FundCapital Ratio= MMI Fund Capital/Insurance in Force (IIF)
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Exhibit 11-3: MMI Fund Capital Ratio Components

Description FY 2018 FY 2019 FY 2020
Total Capital Resources?® $49,237 $57,980 $70,652
Plus: NPV Projected Revenue $51,248 $51,436 48,807
Equals: Claims Paying Capacity $100,485 $109,416 $119,459
Less: NPV Projected Losses ($65,623) ($47,034) (40,509)
Equals: MMI Fund Capital $34,862 $62,382 $78,950
Insurance-In-Force $1,264,672 $1,288,436 $1,294,731
Total Capital Resources 3.89% 4.50% 5.46%
Plus: NPV Projected Revenue 4.05% 3.99% 3.77%
Equals: Claims Paying Capacity 7.95% 8.49% 9.23%
Less: NPV Projected Losses -5.19% -3.65% -3.13%
Equals: MMI Fund Capital Ratio 2.76% 4.84% 6.10%

SOURCE: U.S. Department of HUD/FHA, October 2020.

Exhibit H3, above, presents an itemization of the components that make upMih Fund
Capital Ratio calculatiorMMI Capital has increased by over $51 billion since the current
Administration took officefrom $27.6 billionn FY 20&to $79.0 bilion in FY 2020.

% Includes $1.7 billion mandatory appropriationFY2013.
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Exhibit 1lI-4: Claims Paying Capacity (Total Capital Resources Plus NPV Projected Revenue)

Represents a Capital Buffer to Use Against Adverse Events During Uncertain Times
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SOURCE: U.S. Department of HUD/FHA, October 2020.

NPV Projected
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Total Capital

Resources
("Assets”

5.46%

Refer to data table C-6 in Appendix C.

MMI
Capital
Ratio

6.10%

NPV Projected
Losses

3.13%

Exhibit H4, above, illustrates the components that make up F¥2020MMI FundCapital Ratio.
It highlights an important observation regarding the makeupMi¥ll Fund Capital not all
elementscomprisingMI Fund Capitalcanbe usedasacapitalbuffer'’ againstadverseshocks and
financialeventsduring uncertaintimes. The sum of the two componentson the left side of the
Exhibitll-4, TotalCapital Resources, (essentially cash and other similar aggdasNPV Projected
Revewue, provides a metrithat alignswith the conceptof a capitalbuffer. Together the sumof
the two components measul KS Cdzy RQa FoAf Ale
asClaims Paying Capacitigroughout thisreport.

g2

LJI

w

e

FT2NJ Of

The third compoent of theMMI FundCapital Ratio, NPV of Projected Losses, is a niyoan
estimate that is highly dependent on forecasted HPA, shown irCtygital Adequacy section to

be a volatile and lagging indicator of the health of the eamy and health of théMI Fund

7Basel lllformdi SR G KS 02y OSLJi 27
in addition to other minimum capital requirements, designed to reduce adverse impacts due to the procyclical

nature of lending.

https://research.stlouiged.org/publications/economisynopses/2019/06/21/castountercyclicakapitatbuffers-

G O LI Gt finsitudoh ageNdggdireddokhdld K A &

help-preventa-financialcrisis
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Exhibit II-5: Decrease in NPV Projected Losses Generated $6.5 Billion of the Total $16.6 Billion
Increase in MMI Fund Capital
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SOURCE: U.S. Department of HUD/FHA, October 2020.

Refer to data table C-6 in Appendix C.

Exhibit H5, above, showMMI Fund Capitalgrewby $16 6 billion overthe lastyear.Adecrease in
NPVProjectedLosses generated $Bbillion of the total increasén MMI Fund capital.

A decrease in yeaveryear loss expectations may appear contrary to many indicators of
macroecmomic stress resulting from the COVIBpandemié®. Thus far, bwever, the housing
market has been an area of strength in the economy. WM Fund portfolio has benefitted
from 8 years of accumulated HRAthe national levelHPAhas increased by 59 pexat over the

last eight years, according to the FHFA House Pnidex!® and has remained strortirough FY
2020.

18 Closures resulted in a sudden nationwide increase in unemployment and a corresponding increase in borrower

financial hardships.
19 Fedeal Housing Finance Agency (FHFA) House Price Index, September 2020.
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StandAlone Capital Ratios for Forward Mortgages and HECMs

TheMMI Fundincludes capital for both the Single Family forward and reverseloone Equity
Conversion Mortgage (HEC¥)programs. The follwing sections describe the individual (stand
alone) status of each portfolio.

Exhibit 11-6: Forward and HECM Stand-Alone Capital Ratios
5%
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m HECM Stand Alone = Forward Stand Alone

SOURCE: U.S. Department HUD/FHA, October 2020.

Refer to data table C-2 in Appendix C.

Exhibit H6 provides a comparison of staadbone capital ratios for the forward and HECM
portfolios since 2016.While the financial performance of the HECM portfolio shows
improvement, it remains negative, meaning that tHaims paying capacity for therggramis

insufficient to cover projected losses. It should also be noteat the HECM program is
historically more volatile than the forward loan portfaio | YR LINRP2SOlA2ya 27
performance are morsensitiveto changes in HPAndinterestrates.Over the last 3 year§HA

KFra Gl 1Sy aS@SNIft | OdAz2ya {2hokeverN@iSuesikos | 9/ a
' FAYLFYOALIT RNI}3I 2y GKS F2NBINR LR2NITFT2CA2P ¢K
G & dzo & A R HECMBoék dld&rs. FHAwIll continue to take steps to stabilize the HECM

program for borrowers and taxpayers.
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Exhibit 11-7: Forward Mortgage Stand-Alone Capital Ratio Components ($ millions)

Description FY 2018 FY 2019 FY 2020
Total Capital Resources $45,438 $54,600 $67,368
Plus: NPV Revenue $45,307 $45,783 $44,574
Equals: Claims Paying Capacity $90,745 $100,383 $111,942
Less: NPV Losses ($43,935) ($33,769) ($34,187)
Equals: MMI Fund Capital $46,810 $66,614 $77,755
Insurance-In-Force $1,192,283 $1,224,225 $1,232,093
Total Capital Resources 3.81% 4.46% 5.47%
Plus: NPV Revenue 3.80% 3.74% 3.62%
Equals: Claims Paying Capacity 7.61% 8.20% 9.09%
Less: NPV Losses -3.68% -2.76% -2.77%
Equals: MMI Fund Capital Ratio 3.93% 5.44% 6.31%
Insurance-In-Force 100.00% 100.00% 100.00%

SOURCE: U.S. Department of HUD/FHA, October 2020.

Exhibitll-7, above,showsthat the stand-aloneMMI Fund CapitalRatiofor the forward portfolio
increased from 5.44 percent iRY2019 to &1 percent in FY2020. MMI Fund Capital for the
forward portfolio grew by $1.1 billion over the lasfiscalyear and by $8.0 billion over the last
two fiscal years.
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Exhibit 1I-8: NPV of Projected Losses for the Forward Portfolio Remained Virtually the Same in FY
2020
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table C-7 in Appendix C.

Exhibit H8, above, shows that NPV Projected Losses for the forward portfolio were relatively
unchanged in FY 2028IMI Fund Capital grew by $1L.2 billion, largely through growth in Claims
Paying Capacity.
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Exhibit 11-9: HECM Stand-Alone Capital Ratio Components ($ millions)

Description FY 2018 FY 2019 FY 2020
Total Capital Resources $2,113 $1,694 $1,597
Plus: NPV Revenue $5,941 $5,653 $4,233
Equals: Claims Paying Capacity $8,054 $7,347 $5,830
Less: NPV Losses (21,688) (13,265) (6,322)
Equals: MMI Fund Capital ($13,634) ($5,918) ($492)
Insurance-In-Force $72,389 $64,211 $62,638
Equals: Total Capital Resources 2.92% 2.64% 2.55%
Plus: NPV Revenue 8.21% 8.80% 6.76%
Equals: Claims Paying Capacity 11.13% 11.44% 9.31%
Less: NPV Losses -29.96% -20.66% -10.09%
Equals: MMI Fund Capital Ratio -18.83% -9.22% -0.78%
Insurance-In-Force 100.00% 100.00% 100.00%

SOURCE: U.S. Department of HUD/FHA, October 2020.

As shown in Exhibit-9, above, the standlone capital ratio of the HECM portfoliacreased by
8.44 percent, from negative 9.22 percent in FY 2019 to negadvé@ percent in FY 2020.
Traditional forward mortgages are underwrittevith both borrower income and property value
consideredHECM rartgages do not require a borrower to have current income. Instead, HECM
loans are assebased loans that are underwritten based on property valBecause long term
HPA projections drive HEGMlIuations rather than income, the HECM portfolio is therefore less
affected by shorteterm employment and income disruptions caused by the C&NID
pandemic

Financial Satus of the FHAMutual Mortgage Insurance Fund FY2020 66



U.S. Department of élising and Urban Development

Exhibit 11-10: MMI Fund Capital for HECM Increased $5.5 Billion Despite a $1.5 Billion Decrease in

Claims Paying Capacity
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table C-8 in Appendix C.
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MMI Fund Capital for the HECM portfolio increased &/Sbillion over the last year, despii@
reduced capacity to pay foo$ses. In other words, any improvement in the outlook for HECM is
based on a decrease in the NPV of Projected Ldbaegenerated$7.0billion of new MMI Fund

Capital, as shown in Exhib#10.

MMI FundCapital Ratio Sensitivity to Modeling Assumystion

The preceding sections indicate thgtMI Fund Capital grew by $16.6 billion in FY 2020. A
reduction in NPV Projected Losses that generated $6.8 billivdiiMih Fund Capital might seem
counter to expectations given the economic stress resulting from thélB09 pandemic.
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Exhibit 11-11: Serious Delinquent Portfolio Grew by $117 Billion as a Result of COVID-19 Forbearance
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SOURCE: U.S. Department HUD/FHA, October 2020.

Refer to data table A-5 in Appendix A.

Exhibit #11 shows that serious delinqueiss in the forward portfolio ramped up by $Zbillion

in FY 2020. This was a result of borrowers who received approval to defer their monthly loan
payments under the forbearance provisions of the CARES Act. By comparisprevioes high

for serious dehquencies was $105 billion in FY 2012.

Virtually the entire increase occurred beginning May 2020 soon after borrowers began
requesting forbearance subject to th@ovisions ofthe CARE®ct. For example, theserious
delinquency (SDQYate at the end ofApril 2020was 4.04 percentmmodestly higher thar8.88
percentSDQ rateat the end of FY 2019he SDQ rateguicklyrose to 11.59 perceniy the end
of FY 2020asthe number of seriously delinquent borrowegsewfrom about328,000at the end
of April2020to approximately926,000 by the end of FY 2020.
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Exhibit 11-12: Cumulative Increase in Average House Price Appreciation (2013 Base Year)
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SOURCE: Federal Housing Finance Agency (FHFA) House Price Index, September 2020.

However, the housing market wasbright spot in the economiyn FY 2020MMI Fund Capital
valuations for FY 2020 benefit from a continuation of strong house price appreciation that
edipsed other negative economic developments, as indicated above by ExfithiBihtering this
period, cedit standards remained tight through FY 2020, unlike the mortgage market leading up
to the Great Recession of 2008. Other mitigating factors affettted-und:

A About 40percent2 ¥ GKS &SNRA2dzaf & RSEfAYIdzSy @9 62 NNE ¢
National Emegency StaneAlone Partial Claim (COVID Partial Claim). Borrowers who were
current on their payments when the crisis began quedifor the COVID Padl Claim,
which is designed to bring them current immediately if they are able to resume their
mortgage payments when they move out of forbearance. Their arrearages would be
capitalized into a nofinterest bearing second lien that would be recouped whée t
mortgage terminates. Although the COVID Partial Claim has a net cost to FHA, in many
cases it will atlw the borrower to resume making mortgage payments and therefore
avoid a more costly default.

A Low mortgage rates are expected to improve the succass of loan modifications for
employed delinquent borrowers who do not qualify for the COVID PartiamClai
addition, many borrowers will be able to refinance into lower monthly payments.
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However, the unprecedented size of the serious delinquent padfioicreases sensitivity of the
MMI Fund to macroeconomic outcomes that diverge from modeled projectiofsl ! Qa
experience with the FY 2004MI Fund Portfolio provides a case in point.

Exhibit 11-13: Years of Accumulated HPA in F H A & 2007 Portfolio Were Insufficient to Shield the
MMI Fund from a Sudden and Severe Reversal in HPA
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SOURCE: U.S. Department of HUD/FHA, October 2020.
Refer to data table C-4 in Appendix C.

As shown by Exhibit1I3, above, theMMI Fund Capital Ratio for FY 2007 w&97 percent prior

to the crisis. The valuation was largely based on the strength of 74 percent cumulative HPA bui
up over the previous 8 years, as well asaasumptiornthat HPA growth would continué&mong

the lessons learned, many years of built up HPA growth can prove insufficient in the face of an
unexpected sudden and severe reversal in HFFAr example,n just two yearg(2007¢ 2009)

the MMI FundCapital Raticcollapsedfrom 6.97 percent to jus 0.53 percent, well below the
statutory minimum of 200 percent.

HPA is a lagging indicator that tends to overstate both the health of the economy during good
times and the weakness of the economy during bad times. Observations from ExHiBit Il
underscae the procyclical nature of HPA, and therefore M| FundCapital Ratio measure.
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A Rising HPA from 20@52007 signaled a continuation of prosperity over a periodat tin
hindsight, contributed the highest loss rates for tiid11 Fundin subsequent years.

A Falling HPA signaled continued economic stress during 202012, a period that
retrospectively marked the start of a turnaround for tMMI Fund

A Because¢he MMI Fund CapitalRatiois socloselytied to HPAjt shareshe sametendency
to overstate, then understate swings in thealth of theeconomy.

Mitigating factors affecting th&MI Fundwere described in a previous section, with rising HPA
identified as the pmary driver of improved MMIFundCapital Ratios. However, the economy is
grappling with a pandemic that exposes thi/| Fundto economic uncertainty. Increases in the
inventory of delinquencieshas magnified this uncertainty further, making thEIMI Fund
especially sensitive to potential future HPA declines. Potential scenaraisnifght result in
negative outcomes that diverge from modeled projections and cause significantly Higtrer
expected lossew the MMI Fund

A Trend in positive HPA reversed byflaod of distressed properties coming to market
Lack ofhousingsupply isone of the primary drivers of recent growth in HPA. Currently,
FHA has over 900,000 seriously delinquent lo&ahe.Government Sponsored Enterprises
(GSEs)annie Mae and Freddi®lac, have a similar numbepetween them While it is
not clear how manyf these properties would ultimately enter the marketplaiteough
a short sale orforeclosure processthe potential market disruptiorcould beserious
enough to cause property vads to fall.

A More unemployed borrowers than projected The number of disessed propertieshat
eventually come on thenarket is highly dependent on the unemployment rate. The
COVID Partial Claim or some other form of loss mitigation is contingent upomgsr
that will allow the borrower to resume monthly mortgage paymentsede options would
not be available tdhe unemployed;short sale oforeclosure would be theemediesleft
for these borrowers.

A Mass forbearance extension to the maximum allowalperiod ¢ A gradual unwinding
of forbearance would be a preferred outcomes @& would be less likely to causee
market disruptions described abovidloreover, t would allow for price discovery and be
less likely to result in capacity constraints on theusitly. On the other hand, the risk of
severe market disruptions greatlpdreases if the vast majority of borroweesect to
extend forbearance to the full 12 months.

The value of MMIFundCapital is dependent most directly on HPA and to a lesser degree on
interest rates. To better understand the interrelated impacts of these factors, FHA ran over
100 historical scenarios to predict the outcomes of potential stress evelgsorical30-year
economicscenariosvere constructedfrom actualcoincidentquarterly changes in interest rates
and house prices going back1854. Theeconomicconditionsassociatedt the start of CY 2007
Q3produced the highest loss of the 186enarios.
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Exhibit 1I-14A: Simulating the Q3 FY 2007 Economy on the FY 2020 Portfolio Would Entirely Erase
Current MMI Fund Capital
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SOURCE: U.S. Department HUD/FHA, October 2020.

Refer to data table C-9 in Appendix C.

As shown above by ExhibHI4A, subjecting the=Y2020 portfolio to the same macroeconomic
conditions faced byhte 2007 portfolio wouldyenerate losses in excess MMI FundCapital,
resulting in aMMI Fund Capital Ratio 0f0.63 percent, well below the statutory 2 percent
minimum established by th€ranstonGonzalez National Affordable Housing Act of 1990

A secondmethod used to test the sensitivity dfiIMI Fund Capital to changing economic
conditions is to shift the future path of home prices and interest rates upward and downward by
equal amounts.
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Exhibit 1I-14B: MMI Fund Capital Ratio Five Times More Sensitive to a Decrease in HPA than to a
Decrease in Interest Rates

Forward HECM MMI MMI
Scenario Capital Capital Capital Capital
(% billion) (% billion) (% billion) Ratio
Interest-1 (3.2) (0.3) (3.9 -0.26%
Interest +1 1.8 1.1 0.7 0.06%
HPA-1 (85) 8.9 (16.9 -1.30%
HPA +1 6.2 6.9 13.1 1.01%

SOURCE: U.S. Department of HUD/FHA, October 2020.

Exhibitll-14B above,showsthat the MMI FundCapitalRatiois five times more sensitiveto a 1
percent decrease in HPA thanttte same percet change in interest rates. Fekample:

A 1 percent decrease in HPA would reduce !l FundCapital Ratidoy 1.30 percent
A 1 percent decrease in interest rates woukducethe MMI FundCapitalRatioby 0.26
percent

Note that a 1 percent sftiin HPA hasa similar dollar impact on the HECM and forward portfolios
despite HECMs comprising only 5 percent of Ml Fundportfolio.

To further evaluate the sensitivity of th®IMI Fundto future home prices, two additional
SO2y2YAO &aO0Syl NRA 2 amadeistS NHzy GKNRdzAK CIl! Q

A Down20-20percentdecline in HPAn which home prices decline by pércentover the
next 2.5 years then appreciate by 3 t@drcentannually

A Down 25- 25 percentdecline in HPA in which home prices decline by 25 percent over the
next 3.0 yess then appreciate by 3 to@ercentannually
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Exhibit 11-15: Projected Losses from the Q3 FY 2007 Stress Scenario Fall Between the Down 20 and
Down 25 Stress Scenarios ($ billions)
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SOURCE: U.S. Department HUD/FHA, October 2020.

Refer to data table C-11 in Appendix C.

As shown byExhibit H15, above projected portfolio losses from the Q3 2003cenariofall
betweenthe Down 20 and Down 2&cenarios althoughthe results aremore similar tothe less
severeDown 20scenario.

The next sectione@kcrbes a capital management approach based on stress testing results.

Capital Management

By statute, theMMI FundCapital Ratio ithe metric by which performance of theIMI Fundis
evaluated. However, managing the capital position of the Fund goes beydmdviany a
minimum ratio at a point in timend HUD has a concurrent stabay responsibility to ensure
that the MMI Fundremains finacially soundPrudent management practice should overlay the
statutory capitarequirementwith ariskmanagementpproachthat considerghe healthof the
economy and the sensitivity of the Fund to unexpected changét?Aa. Internatapital should

be sd to a target level commensurate with the risk level of the underlying mortgage loans in the
portfolio.
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As mentionecearlier in this chapter MMI FundCapital is defined as follows:

MMI FundCapital = (Total Capital Resources + NPV Projected ReveMiR/Projected
Losses)

Claims Paying Capacity, representing resources available to pay for claims losses, is composed of
two of the three components in th&MI FundCapital calculation:

Claims Paying Capacity = (Total Capital Resources + NPV Projetedue)

Abestpracticeapproachfor managinghe creditriskof alargemortgageportfolio isto establish

a capital buffer to potect against a chosen streksvel loss event. To this we would add the
statutory 2 percent minimum established by tBearston-Gonzalez National Affordable Housing
Act of 1990Claims Paying Capacity providesnternalmetricthat alignswith the concept of an
internal capitalbuffer.

Thisrisk management objective woultle to achieve a capital buffer sufficient tathstand a
severely adverse economic event and thereby pretkaetMMI CapitalRatiofrom goingbelow 2
percentin the eventof a seriouseconomicdownturn by reducingthe relianceon lagging pro-
cyclicalindicators ofeconomic strengthsuchasHPA .Ultimately, the adoption of this standard
wouldSy KI yOS CI ! Qifs cduitekdyclicil&ole inzn eeatmbnBwhtiin.
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Exhibit II-16: Private Financial Institutions Have Increased Loan Loss Reserves in Response to
Economic Uncertainties Resulting from the COVID-19 Pandemic

Loan Loss Reserves
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Loan Loss Reserves (Billions)
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$5
2019 Q1 2019 Q2 2019 Q3 2019 Q4 2020 Q1 2020 Q2

e JPM ==—=BOA Wells
SOURCE: 2019-2020 10-Ks and 10-Qs from JP Morgan, Bank of America, and Wells Fargo.
C | ! Q dal ntahagdknent strategy is consistent with the observed behavior of private financial

institutions, which have significantly increased loan loss provisions in response to economic
uncertainties created by the COVID pandemig illustrated abovéoy Exhibitl-16.

The results othe Q3 2007 Stress Test on the 20@MI Fund portfolio, shownin Exhibitll-14A
are used to develop estimates of the Claims Paying Capacity necessary to protédf kieind
from losses similar to those experienced during the GReatession.
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Exhibit 11-17: Claims Paying Capacity of 10.4 percent Would Protect the MMI Fund Portfolio from
Stress Losses Incurred During the Great Recession

Claims Paying Capacity
(Capital Buffer)

. Insurance-in- o
Portfolio Force Stress Loss? (Q3 2007) In Hand Needed to Reach Target

Forward | $ 1,232.1 9.7% 119.2 9.1% 112.0 0.6%
HECM $ 62.6 254% @ $ 15.9 9.3% $ 5.8 16.0% $ 10.1
MMI?2 $ 1,294.7 104% | $  135.1 92% $ 1195 1.2% | $ 15.6

SOURCE: U.S. Department of HUD/FHA, October 2020.

As shown by Exhibit1I7, above, the targeted level of Claims Pay®apacity for théAMI Fund
portfolio would be $135L billion or 10.4 percent oMMI FundllF, the sum of:

1 $119.2Billion or 9.7 percent of Forward IIF
1 $15.9Billion or 25.4 percent of HECM IIF

Under this scenam, the fund would require an additionall$.6 billion to absorbsafely
forecastedfuture losses during a severely adverse scenario. Separate estimates are developed
for the forward and HECM portfolios because they each show different sensitivitygioea
decrease in HPA projections.

The proposedEnterprise Regulatory Capitelamework recentlysubmitted by the Federal
HousingFinanceAgency(FHFAYor public comment provides a benchmark for comparing the

LINE L2 ASR OF LA Gt & i ttfolidR FHRER coftradiwIthe tabi@ldatios andde | NR  LJ2
original Capital Framework proposed in 2019 (J2fcend?® to the more recent proposal (3.85

percen?*.

The 10.4 percent internal Claims Paying Capacity target fofaiveard portfolio, referenced
above, is about 4.6 times higher than the origipgdtoposed 2.25 percent credit capital level for
GSEs and about 2.7 times higher than the 3.85 percent capital ratio in the most recent proposal.

2! Includes 2 percent statutory minimum reserve requirement

2ZMMIFunda Ly linkludd® $1.7 billion mandatory appropriation from FY2013

ZFromTable 5 of Conservator Capital Framework, https://www.govinfo.gov/content/pk@@E-07-17/pdf/2018
14255.pdf

%From Table 2 of Enterprise Regulatory Capital Framework,
https://www.fhfa.gov/SupervisionRegulation/Rules/RuleDocuments/RetyCapitatFrmwkNPRUpdated

Vsn.pdf
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Exhibit 11-18: FHA Losses Were Four Times Higher Than GSEs During the Great Recession

Credit Loss
(% Origianl UPB)

2005 2006 2007 2008

Fiscal Year

® GSE Losses ®FHA Losses
SOURCE: U.S. Department of HUD/FHA, October 2020. Fannie Mae, 2019.? Freddie Mac, 2019.2°

These ratios are commensurate with the level of risk assumed by FHA rétettiaeassumed by
the GSESC | !ld@skesvereaboutfourtimeshigherduringthe peakofthe Great Recessio(2005
¢ 2008), as illustrated in Exhibitl8 above, and 10 times higher during the A@tession years
betweenFY2001 and~Y2012.

Cl!t Qa OFLAGEFE F20dza Aa yiica rixklwgigh@®dSpertehtagk, Whicht | & A
currently would result in d@out $135 billion of Claims Paying Capacity. This would provide the

best protection against th&MI Fund Capital Ratio from goingelow 2percentin the event of a

serious economic downturn and reduce reliance on lagging, grdical indicatas of the sate

of the economy, such as HPA. Ultimately, this would place FHA in a stronger position to facilitate

its countercyclical role in an economic downturn.

Zhitps://w ww.fanniemae.com/resources/file/creditisk/pdf/casprograminvestorpreseriation.pdf

26 hitps://crt.freddiemac.com/_assets/docs/offerings/stacr/stasflld-performancedeck.pdf
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Exhibit 11-19: A 7.3 Percent MMI Fund Capital Ratio Would Result if a 10.4 Percent Capital Buffer Is
Achieved

12%

10%

10.4%
Claims Paying
Capacity

7.3%
MMI

8% Capital

6%

% Insurance in Force

4%

3.1%
NPV
Projected

2%

Losses

0%
SOURCE: U.S. Department HUD/FHA, October 2020.

Refer to Data Table C-10 in Appendix.

TheMMI FundCapital Ratio would be 7.3 percent if the 10.4 percent ($135 billion) capital buffer
is achieved, as illustrated by ExhibiL9, alove.

Independent Actuary for FY 2020 Confirms Baseline Projections Are Reasonable

12 USG 1708(a)(4) requires FHA to annually provide for an independent actuarial study of the
MMI Fundandto submitareportto Congresslescribinghe resultsof suchstudy.ForthisAnnual
Report,FHAengagedPinnacleActuarialResourcegPinnaclejo test the reasonablenesef its FY

2020 estimates diorward and Home Equity Conversion Mortgage (HECM) Cash Flow Net Present
Values(NPVs) The actuaryservesas an independentcheckof C | ! niethodology.C1 ! Qa | YR
t AYyl Oft SQa SaidAYlaacsrdance BithlBhe EaN&Bal Erddi ReformyAct and
Actuarial Standards éfractice.

Forecast scenarios of Cash Flow NPV were estimated by FHA, and tested for reasonableness by
the independent actuary,Pinnacle ForFY2020,Pinnacleconcludedthat C | ! GastFlowNPVis
NEBFaz2ylrofS IyR gAUGKAY tAYyylOf SQa NBlFaz2ylroftS N
below:
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f Forward portfolio-t A yy I Of S 02 y Otogadifidh esiirdle dffor@drd Cash b ™
Flow NPV is reasonable. Pinnacle estimddtmward Cash Flow NPat $23.86 billion.
Pinnacleestimated the range of reasonableestimatesfor forward CashFlow NPV as
negative £1.47billion to $27.07billion.

' HECM portfolio- Pinnacle @l 2 02y Of dzZRS R (i KIOgibilliGhlesti@ate off S G A
HECMCash-lowNPVisreasonablePinnacleéndependentlyestimatedl 9 / aC@séiFlow
NPVat negative$0.33 billion. Pinnaclendependentlyestimatedthe rangeof reasonable
estimates for HECM Caslow NPV as negativel$.50 billion to $L.81billion.

' MMI Fund portfolio -t Ayyl Of SQa /I &K Cflodmard antd HECRA G A Y I
combined total £3.07 billion versus 8306 Af f A2y F2NJ Cl ! Qa ol &St
difference between the two estimates ofl$.77billion is1.14 percent of lIF.

t A Y Y [IAQdaReviewdor the forward and HECMportfoliosareavailableon C | | w@ldsite
at: https://www.hud.gov/program offices/housing/rmra/oe/rpts/actr/actrmenu
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Chapter ll:
NewPolicyandIT Modernizatia

In response to theCOVIBL9 pandemi¢c FHA acted swiftly to implement critical changes to
policies, procedures, and technologyassistorrowers, enable remote operations, and mitigate

risk to theMMI Fund While working to assist borrowers financiaittgpacted by COVHD9 and

ensuring that the FHA marketplace continued to function effectively, FHA also implemented
20KSNJ AYLRNIIFYG LRfAOE LINA2NRGASAS AyOf dzRAY 3
Housing Finance Reform Pldine following inforh G A 2 y & dzY § kejlActioSsdiniti@dd! Q
during the past fiscal year.

COVIEL9 Foreclosure Moratorium

OnMarch 18 2020,FHA implementea foreclosure and evictiomoratorium on all FHAnsured
SingleFamily mortgage® assist borrowers and mitigatee economic impaadf COVIBL9. This
moratorium halted foreclosureand eviction actions for FHAnsured Sngle Family properties
and has subsequently been extended with an exclusion fegally vacant or abandoned
propertiesthroughDecember 31, 2020.

COVIBEL9 Underwriting Flexibilities

On March 27, 2020, FHA announced temporary underwriting flexibilities durin@@lB19

National Emergengyproviding alternative methods for e/ SNA F@ Ay 3 | 02 NNRB ¢ S NI
prior to settlement and permiihg FHAroster ajpraisers touse exterioronly or desktoponly

appraisal inspections as a substitute for interior home inspectidhthe end of fiscal year 2020,
theseflexibilitieswere in placeghroughOctober 31, 2020

In July 2020, FHA announced temporamdgnce br verifying the stability of income from self
employed borrowers and borrowers with rental income during tREOVIBEL9 National
Emergency. This guidance also provided additional flexibilities in the administration of 203(k)
Rehabilitation Escrow okounts © support the continuation of projects for borrowers in
forbearanceAt the end of fiscal year 202(his guidancevasin effectfor case numbers assigned

on August 12, 2020 through November 30, 2020.

On September 10, 2020, FHA published undervimg guidelines for mortgages involving
borrowersof FHAendorsed mortgagem forbearance seekgnew FHANsured financingafter
succesfully completing their mortgage payment forbearance period

COVIP19 Loss Mitigation

On April 1, 2020, FHAplemerted the mortgage forbearance provisiots comply withthe
Coronavirus Aid, Relief, and Economic Security (CARES) Act that President Trump signed into
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law on March 27, 2020-he loss mitigation options for borrowers experiencing a financial
hardship negatiely impacting their ability to make etme mortgage pyments due to the
COVIBL9 national emergency incled: the availability of up to skmonths of mortgage
payment forbearance for affected borrowers and an additionahspath period, ifthe
borrowerrequested it; a Bw COVIEL9 national emergency staraone partial claim for
eligible borrowersand etengons forcertain due and payable, foreclosure, and claim
timeframes for Home Equity Conversion Mortgages (HECM) affected by the -C@Nabonal
emergency

On July 8, 20205HAexpanded andtreamlinedthe loss mitigation options available to

borrowers whoobtainedthe Coronavirus Aid, Relief, and Economic Secu@8RES) Act
forbearance butmaynot qualify for the COVHD9 Standalone Partial Clabmresolve the
outstanding missed payments.

Cl ! QabD-18 home retention waterfall for homeowners who occupy their Fiigured
SngleFamilyresidences now includes requiring servicers to assess homeowners for the
following at or before the end of theforbearance period:

1. The COVIH29 National Emergencgtandalone Partial Claim takes all past due mortgage
amounts and puts them in a separa@dzy A 2 NJ t ASy 2F dzLJ G2 on LISND
unpaid principal balance. This junior lien is only repayablervthe mortgagdaerminates,
which, for most borrowers, is when they refinance or sell their home.

2. The COVH29 OwnerOccupant Loan Modificatioils for homeowners who do not qualify
for the COVIEL9 Standalone Partial Claim. It modifies the rate and terth@fexisting
mortgage.

3. The COVI29 Combination Partial Claim and Loan Modification is for homeowners who are
not eligible for either of theifst two solutions. It allows for the use of a partial claim up to
30 percent of the unpaid principal balance; atfier amounts owed are handled through a
mortgage modification.

4. The COVIR9 FHA HAMP Combination Loan Modification and Partial Claim is for
homeowners who are not eligible for any other home retention solution. It reduces the
amount of documentation neegtl to obtain a COVHDO FHA HAMP Combination Loan
Modification and Partial Claim.

Additional COVHD9 Actions

Due to the need for social destcing during the COWI® National Emergency, FHA issued
temporary waiveron March 13, 2020, suspending the régument for servicers to conduct-n
person early default intervention.

On April 14, 2020, FHA providservicerswith alternative documentatiorilexibilitiesfor specific
claim requiremens, and exteneéd delivery deadlines forassignment claims for HECM
mortgagees impacted by the COVID National EmergencyrHA also llowed lenders to offer
recalculated repayment plarfer unpaid property charges for HECM borrowers.
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Information Technology (IT) Modernization

During FY 2020, FHAcontinued itsmulti-year efbrt to modernizeits IT infrastructure and
streamlinethe process fordoing business with FHACalledFHA Catalyst the initiative and
platform will eventually provide an enr-end integrated system for lenders and other FHA
program participants to use vem conducting business with FHA, while strengthening data and
analytics used by FHA to measure and monitsksto its insurance portfolioFHQ & € S3I 0@
infrastructure utilized 15 antiquatedystens, somemore than 40 years oldC | | Q & -bdskdLJS NJ
processes andrequent system failures reseltl in delaysandrisk exposurdor the agencyand

its program paricipants. FHA broadly implementethe first two modules of thenew FHA
Catalystsystemon April 6, 2020

TheFHA CatalystCase Binder Module alloi#1A lenders to submit case binders electronically
for review and endorsement, replacing the legacy papased submission proce$ollowing

the declaration of the COVADO National Emergency¥HA expedited the implementation tbfe
case binder submissianodule to quickly adapt to remote work situations. This facilitated the
continuity of FHA insurance endorsements throughout the pande@rncAugust 31, 2020, FHA
expanded theFHA CatalystCase Binder Module to allow for the dery of electronic case
binders selected for postndorsement review in the Loan Review System (LRS).

TheFHA CatalystClaims Module allows for the electronic submission of supplemental claims.
HUD expanded thEHA CatalystClaims Module to allow for the electrorscbmission ofoss
mitigation home retention claims on June 12, 2020

On August 18, 2020HUD implementedhe FHA CatalystElectronic Appraisal Delivery (EAD)
Module, the third module of th&HA Catalystystem, which allows for the electronic submission
of appraisal dcumentation.

Increased 203(k) Loan Limits in Opportunity Zones

On November 22, 2019, FHSued Mortgagee Letter 20418, Maximum Rehabilitation Costs in
Qualified Opportunity Zones (QOZs) for Limited 203(k) Mortgadesh announced an increased

cap fa Limited 203(k) mortgages from $35,000 to $50,000 in QOZs only. This policy change
fostersinvestment in home purchase and/or rehabilitation in QOZ&Xyanding the allowable

limit for rehabilitation costs, enabling homeowners and homebuyers to do memabilitation

work. It is effective for case numbers assigned from December 16, 2019, thidecember 31,

2028.

Enhancements to Claims without Conveyance of Title (CWCOT) Procedures

On July 7, 2020, FHA published Mortgagee Letter (ML)-202Pnhancemer (2 CI ! Qa |/ f
Without Conveyance of Title (CWCOT) Procedures

The CWCOT claim option enables FHA to pay insurance benefits after the sale of a property to a
third party at the foreclosure of the FHAsured mortgage or through a pegireclosure sale.
With CWCOT, there is no conveyance of the property to HUD in egehi@r payment of

Financial Satus of the FHAMutual Mortgage Insurance Fund FY2020 83






