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FHA: Financial Status of the Mutual Mortgage Insurance Fund

Summary

The Federal Housing Administration (FHA) insures
mor t gtahgaets meet cert alifnmehleti o pbd d we vy ¢ ediodeesk tinso t( t h a t
repay the mosiaghadg e¢ haes hpormoem gloHA pay sf otrleec 1 losmder, t
remaining principal amount owed. By insuring 1en
FHA is intended to exeptdeshodtheacscebol d o who tmiagkt no
ot herwise befdbltdabbdbsaoambabgaghaesse with small dow
When as#nEHAed mortgage goes to foreclosure, the
remaining amount owed oni nftshwer end rit gmeg emo rCtl gna gness oan
of the Mutual MondgéeMMIIAend)ncwhich is funded t
borrowers (called premiums), rather than through
programs covered by the Federal Credit Reform Ac
indef igneitt ea wbtuhdor ity with the U.S. Treasury to co
the loans that 1t insures, if necessary, without
Each year, as part of the annual budignetp apsrtoce s s,
years-eatrtemated to t akien fiortma tajgem fimnt mampadm t @ dd
economic assumptions. If the anticipated costs o
must transfer funds from a asreyc ornedsaerryv er eascecrovuen ta ctc
the amount of the increase in the anticipated co
in the secondary reserve account, then the MMI F
using 1its per maundegnett aanud hionrdietfyi niint eoerbder t o make
Separately fomitmhe ebyudddtA 16 required by law tc
actuarial review of the MMI Fund each’syear. Thi s
financi aels tsitmaattuisn gb st heec oMVl siFluantda 1 s ¢ t he amount o f
the MMI Fund currently has on hand plus the net
flows on the mortgages that are currreevntelwy i nsure
usedet e whietcher the MMI Fund is in compliance wif
maintain a capital ratio of at least 2% The <cap
divided by the total dollaheaMMinFuatl. mortgages
Inhhe years following the housing and mortgage ma
increased foreclosure rates, as well as economic
to imwscneaxpecsted-ios uFdAhiloamst pressure on the N
reduced the amobthHAdbfartabmeayefSont hadditional, un
losses. | Thatcapftd]l] baHdowetHWi ntdFYRBOO&r 2P years
thereatfurenmi n g YRlgla2t iame€ oihnY2 038 'sbdOunaddHAs cul mina
at the endwhoeFnHRY20d38unced that 1t would need $1.°
cover an increasdnismraifhilieoiamatkddcobhesfofst time
neededf rfourmdlst eamaky the required transfer of fun
secondary reserve accounts.

Mor e 1 ¢ dfeinntalnyc,i a It higMIs i Fhiaositnpo 6 ved pi Th¢ ratio agai
e xcee de% tthhreeFs Yh2o0hlddddrse ma i n e2d% aibnmo vEeY2 0 1 6Thaend F Y201

he

FY2Dalct uarial reviewt omhehd c MMbmFandalwe bef t
posi$25 b6l 1lion andtohlR8d 8c a huigagle srtast itchat t he MMI F

o = o =

ave
urrently 1inAlutrleodu gnlo rtthgea geeaspi t ailn rRYA®]l Femali ms d
epr edseccenrtferacm YA Ohcahetal ratibowas &atBhiadibat ed t ¢
conomic value $WwWa%hiddtiomated to be

26bwdidémmi ning after realizing all of i1its e
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Introduction

Th Federal Hous i

e g Administration (FHA) was est
and became part

in

of the Department of Housing and
insures prinwnstel bendsesroenagdliff atime hbponer omwe 1t ghge s .
e mortgage and the home goes to foreclosure, F
e borrower o welsatibmt hhe 1sndet)pa¥VHAad harges bor
e miiunmse,x change for the insurance.

===}

o T

FHA insurance is 1intended t o s ®mbeoorurroawgeer sl ewnhdoe r s t
ot herwise might be unablrdabl acicessrhmrnr t gatges cor
exampl e, F HA erre qduoiwne sp aay nsemmatl It han many other typ
making it ewesa letrh fboa et ri ooweee rhso, mefbiurysetr s or others f
down pampmempmedbamtier to hommemwhngdaggudailp ftyo foobrt aFiHnA
i nrsaun ¢ e , both the borrower and?Ftolre emamtpgage trhwest
principal balanceuaflethaohdmntrgd ghea emthsotl dbe Lender :
FHAnsured mortgages must be approved by FHA.

This repocer tdacisnc rmebacssures of the financial heal:tt
mortgages, the MutuallhModti geages siowanuitan¢hi Bumed por
degree of famidduwured ymowi tt ha FHA. For eméme eisn Odr ma
FHA nsured mor t'sgargeelse ainnd tFhHeA @ik $ t Rapger maR %20 33 G e e
)+$,QVXUHG +RPH /RDQV $Q 2YHUYLHZ

The Mutual Mortgage Insurance

Most famgly moretdgadbge K HHinsure financed through an
Mutual Mortgage Ins dSiamece FYi2n0d0 ( ,MMIh eFdluMMI) .Fund h
FHA nsur e dnorret weasgsewse | 1 a“§ ot Wha adéh¢ i mofaMugcahg eosf t he

discus s ieopno ritn ftohciuss ers only on traditional for war
mortgages. However, certain specified sections d

Money flows into the MMI Fund primarily from the
boreow and from sales of foreclosed properties,
primarily from claimsnparddtmot Elga ghibl svBEEmad FHA

1 The National Housing Act has been amended a number of times to allow FHA to insure a wider variety of mortgages
than just mortgages on singflamily homes, including mortgages on multifamily buildings, hospitald, other health
carefacilitesThi s report f ocus-familypraglanpg. on FHA’ s single

2The basic features of FHiaisured mortgages are describe€RS Report RS2053FHA-Insured Home Loans: An

Ovewiew. For detailed underwriting requirements for Hifsured mortgages, sSeeUD Handbook 4000. 1, “ FHA
Single Family Ho u savailapleathitpi/pora)hudbganudpbrialblD?sic/program_offices/
administrationiudclipshandbookgisgh

3 Singlefamily mortgages are defined as mortgages on properties with one to four dwelling units. For example, a
duplex would be considered a sindggenily property under this definition. Some small FHA sinfglmily mortgage
programs, such as mortgages for property impr@résand certairmortgages on manufactured homes, are insured
under a different FHA insurance fund.

4 Reverse mortgages allow elderly homeowners to access the equity in their homes. The lender makes payments to the
borrower, and is repaid with the procedrbm the sale of the home when the homeowner dies or chooses to no longer

occupy the propertyfHA-insured reverse mortgages are called Home Equity Conversion Mortgages (HEGMs

more information on HECMs, s&RS Report R44128+8'{V 5HYHUVH ORUWJDJH ,QVXUDQFH 3URJUDP
Conversion Mortgages
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intendeds upp dbret ised.f It 1is meant td smah fasr cost s
insuranpeidlapmbenkdemeney it earns on those [ oan
paid by )homroawerhssr ou’h appropriations.

The MMIi sFuanlds o required to nhaeipnptya ifno ra acnayp iutnaelx preac
i ncsreesa in |l osses on its insured mortgages, beyon,
Capital in thitshaes stetastxtt hs MMIfihwendd acurrently h
et present value of futurescahat fiowsunssontcliygte
ital ratio is the ratio of capital to the tot
d.) As will be discussed in more detail later
loan guamsansadbjpre to the Federal Credit Ref

u 0

0 1
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indefinite budget a h ity to receive funds
ncreases 1n the costs an guarantees made i

o o B~
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FHA fachsrteatdbmoween facilitating the provision
nderserved borrowers, on the one hand, and safe
t hletrhe years following the housing and mortgage
i smonrgt default rates and falling homdhpsices put
esulnt etedhe capitalheat2&uifracstdh algda2n0dd B wen turning
egative f or. aTl hpee rciaopdi toafl triamiino FblYeRord engeadiphmes i t i ve
% threshold in FY2O015

The capital ratio falling bel owt2h%,t anvhd tMMIn Ftuumr
wouhdt have enough money to cover all of its exp
insures. fAtFY2HWel 3¢ nd he« MMI Fund received $1.7 b

permanent and indefinite budget authority to e
expected future losses on insured | oamg. Thi s
had to draw on its permanent and indefinite bu
MMI hiansd n o tt on abeudfaladn d s f r oinm Tsruebasseuqruye nt year s

NS =T S I e R
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ress eMMIbngsd ifni gn acnocmidaclir tnss t aabtrovaiss pag¢ i te
i tional funds toTlhiay Hfeoporftutfuiaeusd
n ditt begimfs twhe hMMI bFued. over view
th fFawamtducn danfBlssso. r e mai nder of the repo
w the MMI Fund is accounted for 1in the fed
ndent actuarial reviews that are-mandated
d mordagtagaeansi alndr ¢ hiecew ar ebottvho edximfufi¢nteent pr
insured under the MMEcFaddt baperapnedr mor me dh
ffect of this 1loan per for maTnhcee aonnn utahle f i nan
actuarial review is the bdowevEeesrratnneutaelr nbiundignegt t h
process thwhe tdheetre rami nreste qtudisaseciBsMIl a Faen df r om Tr e a s u1
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Major Factors Affecting the S
MMIF und

This sefcltyy ohe sbariiebes some of the majofifiantpalk t
position. Th edseef afnmalictt foorrseactlnossluomee FrtHeAd 1 oans and th

5 FHA does receive appropriations to pay for staff salaries and administrative contract expenses.
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average 1 oss tgooeFsHA owhfehaencacul hoospumrdemitthms ged by
FHA, the volume of loans that FHA insures, and ¢
Foreclosures and Associated Loss Severt

Tr adi twhoema laliynEHA ed mortgage goes to foreclosure
remaining tahmo tbmtr rtohwaetr owes on the mortgage and |
The payment to theTHenldess itso cBRHA eids at lce acilmai m a

other fordaledteaplknasesthe cost of mnmayi)ntaining t
minus any amount that FHA can 71 écotuopt ably lsoeslsleisn g
related to defaults and foreclosures can depend
delinquencies, defauvdnspredd]l dDamecd $ 2aff ¢chfceOmr FHA
borrowers avoid-ifiscmeedodwnasomwmr FHA minimize the
with a foreclosure; and (3) how much FHA can rec

Numbe Moa ft gage De lainndg uFeonrceicelsos ur e s

TheumbeFrHAofs ured mortgages that become delinquen
result in a sfFdHAe cfliomaimrcei a lmpsatcatt us beegquewc he gher
and foreclosures are |likely t oNottr aanlsll adteel iinnqtuoe nnio
def ambdbt ¢ drmiglels necessarily result in completed f o

fault rates are more likely to lead to higher

ring turmoil in the housingl7ded momtwgage mar ke
reclosure rates on all-itypesdomo mb,gdvgiatghe si nd¢ ne
As erious dreatiensqupenackyi ng i n .e(aSrelryi o2u0s1l2y adte Inienaqrule:
ans are generally rdenfoirnee dd aayss Ipoaasnts dtuhea,t ianr et h9e0
in balmhkirsupitnecyr.e)ase 1mpudi preesuaed Mar ¢ heag MMI F
cedelliynque¢ @ ¢ y-ioms FrHeAAd mogd paigmist Shhaddabr. 2 B 1 8 ,

A repolretsesd%tthhdant i t s insured loa’ns were serious]l

umber of factors conandbdreatdarst siomeslderHerdt e d del i
ages 1in the aftermath of the housing market
asegdeicmr elmome prices and increases in unempl
ry, leading to more-idetfinaldtboand. fOrhetofac
redit quality of some loafmjlakdy, cmanhyibut
rs ctolne ri hpt @ de meont bieng ilnonaim gp ei rnf 2rOma3n c €T h e s ¢
ded improving beectonomiccr ecdoint chigitwmina nlst yomdi s n e WH
show that the loans 2060f8r hdvbygtbhbdirtachrl y hpey

m(’o"*o:oc
= -
[0je]
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c o0 O
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000 c o =B
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61n recent years, FHA has increasingly been puagsaiternatives to this traditional method of taking ownership of the
foreclosed property. Such alternatives include selling distressed mortgage notes prior to foreclosure; sales of properties
to third parties at foreclosure auctions rather than the gyopeing conveyed to HUD; and increasing use of short

sales, which are described in footndg

7 Federal Housing Administratiodnnual Report to CongresSinancial Status of the FHA Mutual Mortgage
Insurance Fund, FY201®&ovember 15, 2016, 25-26, https://www.hud.gositestocuments/
2016FHAANNUALREPORT1.PDF

8 For a graph of FHA serious delinquency rates from September 2008 through September 2017, see Federal Housing
Administration,Annual Report to Congress, Financial Status of the FHA Mutual Mortgage InsuranceFY2efl, 7
November 15, 2017, 83, https://www.hud.gowitestlfilesHousingtlocument2017fhaannualreportMMIFund.pdf

9 Federal Housing AdministratiofHA Single Family Loan Performance Trent#arch 2018, available at
https://www.hud.gowgrogram_officediousinghsgrroomlbanperformance

Congressional Research Service R42875 - VERSIONS5 - UPDATED 3
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to tdhamss the 1 o0oans insured

in
serious delinquency rates at

Loss Mitigation Efforts

Defaul tc laonsdu rfeorreat es can be affected by efforts
as by offering mortgage modifications. Efforts
mitigate the losses that the MMle Fuafle woad dt e xpe
l oss mitigation actionsi.nsWhen a obamr rdeewWwerulwist, h tahmr
loan is required to evalwuate whether the borrowe
acti'bfissuccessfulredthees et loep tlicmsnsse scatnhat FHA woul
troubled Il oan and help minimize losses to
intended to result in a borrower keeping

modi fi®Qtthetnisans will result in the borrower
foreclosure, such-ifs eshoft¥feopabetoandedeecds

FHA pays incentive payments and, in s ome
connectiomi twiigtaht iloons sactions. These costs a
paying a claim after a foreclosure. However,
future and the 1loan the goes t oc lfaocirm cal nmosuunr te.,
Therefore, the extent to which loss mitigation
whet her borrowers who receive any type of
default again in the future.

Loss Severity Rates

If mntmoage must ultimately go to foreclosure,
amount that it pays to the lender by selling
will wuwusually be less than thed ctloa immm naangoiunngt

marketing foreclosed properties before they

10 HUD, FHA SingleFamily Mutud Mortgage Insurance Fund Programs, Quarterly Report to Congress, FY2018 Q1
p. 14, https://www.hud.gositesfifilesHousingocument¥IMIQtrlyQ12018.pdf

11F H A’ ss mitigation policies are describeddaction 111.A.2 of HUD Handbook 4000.EHA SingleFamily
Housing Policy Handboglhttp://portal.hud.goWiudportalflocumentsiuddo@d=40001HSGH.pdf

12 Specific loss mitigation options include forbearance agreements, partial claims, and theoFtgAAffordable

he years 1immediate
he” same number

Modification Program (FHAHAMP). Forbearance agreements allow a borrower to make lower mortgage payments for

a specified period of time, and to egpthe difference between the lower mortgage payment and the actual amount
owed at a later date. Partial claims allow a borrower to become current again on a delinquent mortgage through an

advance of funds from the |1 atetheenortgage. FHAlpays thedenderdforthis > s

advance of funds-called a partial claim, because the amount paid by FHA is only part of what the full claim amount

would be if the loan went through foreclosurand the borrower repays FHA in the future. FHAMP essentially
combines a loan modification and a partial c¢claim amount

behalf

payment. The option was created to parallel the broader Home Affordable Modification Program (HAMP), a temporary

foreclosure preveion program that was createdd809 and ended in 2016, budiffers in some important ways from
HAMP.

13 Short sales allow a borrower to sell the home for less than the full amount owed on the mortgage, and the lender
accepts the proceeds of the sagayment in full. A deeth-lieu of foreclosure allows the borrower to surrender the

deed to the property as payment in full on the mortgage. For more information on requirements governing FHA short

sales (referred to as pfereclosure sales) and dedddieu of foreclosure, see HUD Handbook 400&HA Single
Family Housing Policy Handboohttps://www.hud.gowitestlocumentsf0001HSGH.PDFbeginning on p. 640.
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l oses on asgihavemaclkaiom t he, oaaftctcatoraimdiimg Ifowan almal a
mounts it recoups framesdeltloimg tihes pdroepe stew,e riist

otrhfeo ugu ahr FXY2MHHA reported tlhoastb,0dutsmf autwlepeaa gle, 1t
rincipal balhaempeidtnfut hed fbeheawmates can vary fr
uarter, and ranged from about 4FHA tboabout 55%
e verrashtayg e ner mpt gy ved i nForre ceexhaonspylees, e s erSist% rat es
n the fourth negwmartyer6 5S¢ im0t heanfdurebhoguarter o/

5 —5 " e h=m0nosm o

7 %thdtourth qud*Thes oMmp2 6V dmenvte nhaisn bpeaernt by incr
lternative met hods o,f wheilclhi nhga vfeo rgeecnl eorsaeldl yp rhoapde r
ates than tr a'dHotwieovnearl, ftohree clloosssu rseesv.er ity rates
ave also de cA enausnebde ro voefr ftaicmieor s ot haelras HDtfheacnt di s p «
oss severities, 1 ncl udriencgi ahtoinben parnidc et haep pcrheacriaact ti
ortgages and properties 1in question.

Mort gage IPmrseunriaumcse

FHA charges fees, or pr e mi-iumssur e d rhorrtrgavge ss. whhoe
premiums are intended to cevdrotheofoshe MMIahun
Borrowers pfaryoibtotthr @mi wmm and an annual premium.

source of revenue flowing into the MMI Fund.

The amount of premium revenue that comes 1into th
ildlading the amount of t ha&ndporlelmirwnsmocmiatrt gmendl,i ntgh e
mortgages on which borrowers are paying premiums
mort gaargee sulpnanptt rd yugh refinancing Ithan moaot gage,
oing to-—foeosatthbheghemr oweary innog IpBracgneirunngs pr ¢ mi u ms
an bring more money into the insurance fund and
igh enough to adequatelmyumsevarci raisiesks ooHhwegt
orrowers might cihmowsre d omdtackigt warkk lhyw Hadfvfeer catliln g

mo wrHt premium revehuet hbamotFHA sarasng pre miums
reduce the overal It hqauta IFiHAy ionfs utrhees nboyr mpgoatigeendt i a 1 1
mortgages a less attractive option for all but t

© o560

FHA raised the annual pr e minu mshet hyaeta rist fcohl al rogwei sn gm
mar kremobitehf or e announcing a decrease ®Thethe annual
annual premiums that FHA is currently charging a
though they are higher than the Ypremiums that we

14U.S. Department of Haing and Urban Developmei@uarterly Report to Congress on the Status of the MMI Fund,
Q4 2017 p. 22, availablet http://portal.hud.goWiudpotal/HUD?src5/program_officesiousingfrmrabetptsttc/
fhartcqtrly.

15 Alternative disposition methods include short sales, bulk sales of severely delinquent loans prior to foreclosures
being completed, and selling foreclosed properties direztlyitd parties at a foreclosure auction rather than
conveying the properties to HUD.

16|n early January 2017, during the final weeks of the Obama Administration, FHA announced that it planned a further
decrease in the annual mortgage insurance premiuowge\r, later in January, the Trump Administration suspended

the planned premium decrease before it had gone into effect, citing a need to further study the potential impact of a
premium decrease. See FHA Mortgagee Letters-Bd1and 201707, available attps://www.hud.gov/
program_officesldministrationtiudclipslettersiortgagee

Y For more informatiom n FHA’ s mor t ga g e seeCRS Repat 820530FHA-thsuied: Home
Loans: An Overview
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Lom Vol ume

The number and dollar volume of 1loans .thGant FHA i
t he onmo rhea nldoans icrosudrdemdoertagd HrldbeAmi um revenue ¢ omio
MMI Faisndmore borrowers paysprredmia@mmst hoen o thheei rr  hFaHnAc
more mortgages 1insureds blyi aFbHA iatlysf oi innehr éegahs yedse fFhHaA
quality of the loans insured and their future pe
volume on the ftiheeadMMlalFusntdability of

Economic Conditions and Projections

Economic and housing mB3rKdimaanenadilt possd tiimmadm EEk

of all, economic conditions can contbielbwtme t o de
unemplbaoyadder empl oyed, or 1if home prices fall st
they can no longer afford their mortgages, then
Falling house prices also | imit ftohree calnbosuendd t ha't
property.

Projections of future economic conditions are al
the MMI Fund. Thesoétxphoeustedpfutaeaseapdthnterest ra
large roles in-ias tmomatgiangge showw I1THHAHer form in the
how much money is expected to flow into and out
prices 1is important because, as noted, house pri
in holw kA can recoup on foreclosures. Interest
home purchase activity as well as the decision b
which affects how much pecaeans uwe Irle g #'dlaAf FdHAt ex pe c
potential liability for -fmswredchaitmgagdd boefrona
mortgages that are not insured by FHA, those bor
reducing the amount of revAsuevehatl FHAabakesien
reduced since it will no longer be responsible f
the mortgage.

I f assumptions acboonudti tfiutnusr ea nedc ot thoemirc mmpact on 1
accurateprtbhbat estimatddsnaficihd MMMEiFuwd may als

—
-
<
=S

Fund in the Federal B

This section diensscurriebde smohrotvw aFgles are accounted f o
year that the |loanpgeanrs tihemaafdt @am.d Ilitn itrhcl ude s
circumstances under which the MMI Fund would nee
of insuridg@gmidw diomglse in an upcoming fiscal yeart
occurrede)i,r caunmds ttahnec e s under which the MMI Fund ¢
indefinite budget authorit# hewiptelctErde asowsrty tod 1l s
insured in past years (an event that occurred at
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Credit Ref or m dAcGroeudnitti nSgu basni dy Rat es
The Federal Credit Reform Act of 1990 (FCRA) spe

loan guaranted4snsuredl hdamg, FHAe r'®Tchoer dFfeCIRA n t he
requires that the ersatnitneaetde dl olainfse t(iimme nceots tp roefs egnuta
recorded in the federal budget in the year that
loans guaranteed is FUHGLWCMXEX hidh UDWH chruedigett sausb sa
mul td pblyi et he total dollar volume of loans insure
credit subsi®y for those loans.

When a loan gusrenteéemappaodgtiamhaveredit subsidy 1
appropriation to cover the cost of new loan guar
fiscaWheyneaar .l oan gusrenté¢émapmaeghasamhaveinedit subs
me a nst hteh aptr esent value of the 1i1ifetimescash flow
expected to result in more money coming into the
requiring an appropriation, a nseugbastriedsym,il t 1 aggi t s u
RITVHWWLQAHh UHRHLSWNM ¢ of the MMI Fund, these offse
the HUDZ®budget

In accordanceeawiht hy etahteh eFs(PRjge, sbi uddeghetF HAe gnd st he

Of fice of aMadn aBguedngeentt ( OMB) estimate the credit s
to be insured in *Thhee suep ceosmhii nmea tfeiss caarle ybeaasre.d on f
projections of how much mortgage insurance pr e mi

year are expected to bring in, projections of ho

claims related to those |l oans, and projections o
selling foreclosed properttiessumlphtesenproject itohs
quality of the loans being made and assumptions
house prices and interest rates).

Since credit reform acdsousnifragmigel wamoid mpd gene nh & dg
b e e nmaetsetdi Q& IJBMie¥dHi t s ubsidy in t%ATh ayte airs ,t hoavte rt hte
life of the loans, the insured loans are project
require an appropriation fr onl htilse agpopveirelsmeomtl yt o

18 For more information on how the costs of federal credit programs are treated in the federal budget, se€R@hived
Report R42632Budgetary Treatment of Federal Credit (Direct Loans and Loan Guarantees): Concepts, History, and
Issues for Congress

191n technical terms, a credit subsidy rate is calculated as the net present vajuectée future cash flows from

mortgages insured in a given year, divided by the dollar v
present value of expected future cash f1owncBfundgsuch he presen
as claims expected to be paid in the future on defaulted mortgages) net of expected cash flows into the insurance fund

(such as premiums expected to be paid by borrowers).

20 For more information on recent trends in FHA offsetting receiptistaeir role in the budget process, €8S
Report R42542Department of Housing and Urban Development (HUD): Funding Trends Since FY2002

2LFHA, in conjunction with OMB, estimates the expected gain or cost of insuring mortyagesthe fiscal year in

the President’s annual budget requests. The Congressional
expected gains or costs usitggown models and assumptions. The CBO numbers are the ones that are used in the
appropriations process, including determining whether the FHA sfagidy mortgage insurance program will require

an appropriation and determining the amount of any dffigeteceipts.

2While FHA’ s t-famildmottgage pragram has alwaysebeen estimated to have a negative credit
subsidy rate in the year that the loans are insured, other FHA programs have at times been estimated to have positive
credit subsidyates. When this occurs, appropriatiomsst be provideéh order for FHA to enter into new

commitments to insure loans under those programs in those fiscal years.
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suggested that credit subsidy rate estimates would more accurately
reflect the value of the mortgages if the discount rateudeld

adjustments for market risk. Accounting for market risk in calculating
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In 2011, the Congressional Budget Office (CBO) released a report th
discusses the difference between FCRA accounticgaafair value
approach specifically as it relates to FHA. (See Congressional Budgq
Office, $FFRX QWL QJ [-ReilyMbrtyadgelr@urénte Program d
Fairvalue BasiMay 18, 2011http://www.cbo.govpublicationd1445)

The CBO report finds that using a fair value approach would have
changed the estimate of FY2012 credit subsidy for the MMI Fund
programs from a negative number to a positive number. This means
had the fair vale approach been used, the loans that FHA expected t
insure in that year would have been projected to lose money rather tf
earn money over the life of the loans, and FHA would have required
appropriation in order to insure loans in that year.

ThedeEDWH RYHU KRZ WR FDOFXODWH VXE\
is part of a larger debate over whether subsidy costs of government |
guarantees in general should reflect an adjustment for market risk. F
more information on the issues involved, SEBS Report R44193,
Federal Credit Programs: Comparing Fair Value and the Federal Cre|
Act (FCRA)
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23|n FY2018,FHA received an appropriation of $130 million for administrative contractresgsefor all of its
programs, including multifamily and healthcare facilities programs. Funding for salaries is appropriated as part of

HUD’ s overall

appropriation

for salaries and

credifosubbhedMMtatFand,
moestgagmased 2tho fHo¥2 MAtg aatni veex ple.c t e d
est MiMdt Fauntdh dtor wheé ddr mp oar t of wtl i o

expense€s.

e x ¢ |
insur a

Ann

authority toenter into commitments to insure loans (called commitment authority), allowing FHA to insure up to a

certain maximum dollar volume of loaria.FY2018, Congresauthorized FHA to insure up to a total of $400 billion

in mortgages under the MMI Fund.

24 Someexamples of reasons for the differences in the original credit subsidy rates across years could include

differences in the mortgage insurance premiums that were being charged in that year, differences in the anticipated

credit quality of loans being insed, or differences in the expected future trajectory of economic factors (such as

interest rates or house prices) that can impact prepayments, defaults, and the amount that FHA can recover after a

foreclosure.
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U.S. Depament of Housing and Urban DevelopméfY,2019 Congressional Budget Justificatiops262,
https://www.hud.gowitesffiles/CFO-document29%206%20FY19CJ%28620HSNG %26
%20Mortgage%20and%20Loan%?20Insurance%20Program%20%28FHA%20Fund%29.pdf

26 Congressional Budget OfficEstimated Budgetary Effeat$ Major Federal Programs that Guarantee Mortgages
CBO Y Xpril 2018Baseline https://www.cbo.gowitesflefaultfiles/recurringdaté&d129%201804-mortgages.pdf
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Table 1. MMI Fund Credit Subsidy Rates and Re -estimates

(FY1992FY207T)
Original Re-estimated
Fiscal Year Subsidy Rate Subsidy Rate
1992 -2.60% -3.2%
1993 -2.70% -2.68%
1994 -2.79% -182%
1995 -1.95% -0.75%
1996 -2.77% -1.06%
1997 -2.88% -1.01%
1998 -2.99% -1.44%
1999 -2.62% -1.24%
2000 -1.99% 0.32%
2001 -2.15% 0.2%
2002 -2.07% 0.620
2003 -2.53% 1.3%
2004 -2.47% 3.020
2005 -1.80% 8.55%
2006 -1.70% 8.72%
2007 -0.37% 12.026
2008 -0.25% 8.40%
2009 -0.05% 191%
2010 -0.86% -0.90%
2011 -3.10% -3.2%%
2012 -2.53% -5.18
2013 -7.22% -7.41%
2014 -7.25% -4.91%
2015 -9.03% -426%
2016 -3.70% -3.78%
2017 -4.42% -3.46%

Source: Tablecreated by CRS based on Office of Management and Buddéti 3 U HV L Gfdr@i¥¢alvV % X GJIHW
Year 209, FederaCredit Supplement Spreadsheets, Loan Guarantees: Sstisidydle
http://www.whitehouse.gowmbbudgetSupplemental

Note: These credit subsidy rates do not include FHif&ured reverse mortgages.

MMI Fund Account Bal ances

The credit -essutbismadtye sr aatfef ercet t he way in which fun
MMI Fund consists of two primary accounts: t he F
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Acco®Tahte. Financing AccouSHEWH@se € o nalss AL over
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updated projections of expected |l ossttismomesd nsure
reflect aQFdpPvVvdlegmdeaeted 1 osses, funds are transf
Accounet Ftion atnhci ng Account to cover the amount of
e

credit s udstiidiga traaG@HkWHEI VeHgtgre gat e expected 1 osses
transferred from the Financing Account to the Ca

7TDEAH lustrates the changes in t HWHeY2ddllddeount Dbal:

years foll owing t htehth ocbuesgianng ,4nhaerukieedt e 2t@uer7nsouibls i dy r
estimhowmegdregate increases-insuecxpedvdoads, oseguiort
transfers of funds from the Capital Reserve Acco
additionault uerxep dcotsdsde st nd of FY2008, the MMI Fund
Financing Account and $19.3 billion in the Capit
Financing Account increased over the Inext severa
Reserve Account decreased, reaching zero at the
funds from Treasury to make a required transfer
of FY2014, the MMI Fund had bePXulmi tloi oebunltdhae t&
Reserve AAc o chielh Ye2rildB $Hb61 wWaonhel d in the Chpital Re
Table 2. MMI Fund Account Balances, FY2008 -FY2017
($ in billions)
Capital Reserve

Fiscal Year Financing Account Account Total

FY2008 $9.0 $19.3 $28.2

FY2009 $21.1 $10.7 $31.8

FY2010 $28.9 $4.4 $33.3

FY2011 $29.0 $4.7 $33.7

FY2012 $35.1 $3.3 $384

FY2013 $48.4 $0.0 $48.4

FY2014 $38.9 $7.3 $46.2

FY2015 $29.6 $16.0 $45.6

FY2016 $12.6 $37.2 $49.8

FY2017 $18.5 $31.6 $50.1

Source: )+ $ -Quarterly Reports to Congress on FHA Single Family Mutual Mortgage Insurance Fund Programs
available alttp://portal.hud.gowfudportalHUDsrc=/program_officesiousingimra/oe/rpts/rtc/thartcqtrly.

2T The Capital Reserve Account is anlmdget account; the Financing Account is antaffiget account that reflects
the actual cash flows associated with loans insured under the MMI Fund.

28.S. Department of Housing and Urban Developmgnt$ fQuarterly Report to Congress on FHA Single Family
Mutual Mortgage Insurance Fund Progranky2017Q4, p. 10, available atttp://portal.hud.goWudportalHUD?src=
/program_officesiousingfmrafoetptsktc/fhartcqtrly.
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Notes: Figures reflect total account balances as of the fourth quarter of each fiscal year. They represent the
amount of liquid assets that ammmediately available to pay for claim expenses, not the overall asset position of
the MMI Fund.
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29 These figures represent total amortized insuramdercefor the MMI Fund (that is, the current aggregate loan

amount outstanding, rather than the initial aggregate loa mo unt ) . Fi gurAormualRepartéo fr om FHA’ s
Congress on the Financial Status of the MMI FUFd2009 p. 17, and thé&nnual Report to Congress on the

Financial Status of the MMI Fun&Y2017 p. 59.

302 U.S.C. §661c(f).

31The credit subsidy rate4es t i mat es are included as part of the President
of each year. Any required transfer of funds between the Financing Account and the Capital Reserve Account usually
occurs in May or Jue, but can happen as late as September.

32 TheAppendix Budget of the United States Government, Fiscal Yeat, 20574 https://www.gpo.govtisyspkg/
BUDGET-2014APPHdf/BUDGET-2014APP.pdf
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in t he ’sPrbeusdigdeetn,t and repr e sldetvende etdheed ffiurnsdts tfirnoem
Treasmaletoa required transfer of funds gfrom the
Acco®®FnmHAas not needed to draw additional funds f

Where to Find Key Information on the MMI Fund in Federal Budget Documents

X )+$.V HVWLPDWHV RI FUHGLW VXEVLG\ UDWHV DQG WKH GROO
upcoming fiscal year are provided in the HUD budget justifications for the MMI Fund. HUD budget
MXVWLILFDWLRQV DUH DY hitpS/MDvv®. rudyQpreg@any offiteEfghudget D W

X The re-estimated credit subsidy rates for the loans that FHA insured in previous years are in the Feder.
&UHGLW 6XSSOHPHQW Ret. MiRéd8rhl g ditGHpRlevhevit iIE vailable at
https://www.whitehouse.gowmb/supplementainaterials/

x If FHA expects to need funds from Treasury during a fiscal year to covhehiganexpected future costs
of loan guarantees, the amount that FHA expects to need is reflected as a mandatory appropriation in
$SSHQGL[ RI WKH 3 U4HNelntbt QuUvkeny Bedyes Apbevidix is https://www.whitehouse.gov/
omb/appendix/ 3ULRU \HDUV:- %XGJHW $S S H@G: i \gp&.goRisissbrobdef HV V
collectionGPO.actioredllectionCode-BUDGET

33TheP r e s i FY2043 hidget request had indicated that FHA could need to draw on its permanent and indefinite

budget authoritjor $688 millionduring FY2012(SeeThe Appendix, Budget of the United States Governmené| Fisc

Year 2013p. 636 https://www.gpo.govtisyspkgBUDGET-2013APPHdf/BUDGET-2013APP-1-13.pdf)

However, FHA did not end up needing funds from Treasuryyimat. Increaseis mortgage insurance premiums for

new borrowersas well asnoney that FHA received in settlements with large mortgage companies related to claims

that the companies did not adhere to FHA requirements in originating and servicindptoaghkt in enough funds to

makethe required transfeGee théNritten Testimony of Shaun Donovan, Secretary of U.S. Department of Housing

and Urban Development, Hearing before the Subcommittee on Transportation, Housing and Urban Development, and

RelatedAg ncies, U.S. House of Representatives Committee on App
Department of Housing and Ur b ahtip://appropdatiomgphousengoploddediilest c h 21, 20
hhrg-112-ap20wstatesdonovar20120321.pdfandU.S. Congress, Senate Committee on Appropriations,

Subcommittee on Transportation, Housing and Urban Development, and Related Adtaamieg,on President

2EDPDYV )LVFDO %XGJHW 3URSRVDO IRU MEEbnNgH &sedsd Qune R,RVIBQJ $GPLQLVWL

34 For example, in the FY2014 budget request, p. 574 of the Appendix reflects that FHA expected to need $943 million
from Treasuy for the MMI Fund in FY2013. (The actual amount that FHA ultimately needed from Treasury was
higher, at $1.7 billion.)
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35 This requirement wasriginally codified at 12 U.S.C. 1711(ghd was enacted as part of the Omnibus Budget
Reconciliation Act of 199QP.L. 101508 and the Cranste@onzalez National Affordable Housing Act of 19%0L(.
101-625). (Both laws included identical provisions related to the actuarial soundness of the MMPHurtD1508
was enacted first.) Since the enactment of the Howsidgeconomic Recovery Act of 2008.. 116289), the
requirement for an annual independent actuarial review is codified at 12 U.S.C. 1708(a)(4).

36 There are actually twannual actuarial reviews: one analyzes only traditional fitéfired singldamily mortgages,
and the other analyzes only FHisured reverse mortgages. Both of these actuarial reviews can be found at
http://portal.hud.goWiudportalHUD?src</program_officesiousingfmrabetptsactractrmenu FHA combines the
numbers from the two actuarial reviews to arrive at a total economic valueMMhEund in itsAnnual Report to
Congress on the Status of the MMI Funthich can be found &ttp://portal.hud.govfudportalHUD?srcfhammifrpt

S"The MMI Fund’ s ngssusheas cash,iTreaslinuinvestments;and foreclosed properties held by HUD.
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FHAstimated t he Office of Housing Reading Room wphge at

future cash f1low http:/{portal.hud.gmMudportaIHUD?srczlprogram_offices/
(inchgdboth for w4 nousindisgroom

mort gtag BBHIDW4LYH

billmnowt her words, in net present valwue ter ms, t
expected to $Stédbit]l dFHeAn ablobastremaining life of thos
valfiet be MMI Fund, t h FHeAfoo$Aeeb i Wd 3 DmE H-BHida nled by
bil Jiinocnl)bdi hgfor ward an®T hricenvdeerpseen dneonrtt gaacgteusa.r y s e p
estimated the present value of future cash f1lows
actisareytimate différ,ed ts Ifsogubnsdt yFniiAt e m®F HAe reas o1

3812 U.S.C. 1711(f)

39U.S. Department of Housing and Urban Developma&ntual Report to Congress, Fiscal Y@&d7Financial
Status, FHA Mutual Mortgage Insurance Fuhbvembe 15,2017, p. 59https://www.hud.gowitesffilesHousing/
documents2017fhaannualreportMMIFund. pdf

40The independent actuary calculated the net present value of future cash flows on insured forward loans to be positive

$1.9 billion, compared to FHA’s estimate of positive $1. 4
flowsoninsuredHE®Is t o be negative $14.2 billion, compared to FHA’.
Combined, FHA”s estimate of the present value of future ca

the actuary’s 1is ne ga Actuarial R&sadubces3indiscal Year 2047.IndependentAdtuariala ¢ 1 e
Review of the Mutual Mortgage Insurance Fund: Cash Flow Net Present Value from Forward Mortgage Ingurance
Force, November 10, 2017, pft-2; Pinnacle Actuarial Resources, Irféiscal Yar 2017 Independent Actuarial

Review of the Mutual Mortgage Insurance Fund: Cash Flow Net Present Value from Home Equity Conversion
Mortgage Insurancén-Force, Novembe 10, 2017, pp. 2; and FHA Annual Report to Congress, Financial Status of

the FHA Muual Mortgage Insurance Fund, FY2Q1¥ 57.
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The estimated $26bhodmimndadrea$hedbitl ¢ 0o mmar ed t o
FY2&&Wwhen the MMI Fund was estionfidf@bdltoohave an e
However, i$tl. Badbigdthewtinthan the FY2015 estimated e
bil.lion

In FY2®EIY2 0Oal3d the MMI FundQhdDBWhko$Hoimmat evdh 1tuce . ha v «
negative economic value means that the funds tha
present value of the funds thatcutrenpbkytsngores
wouhdt be enough to pay for theampeeuersreemttdl vwa liues uor fe
or e xianmpFl¥2,013 t hee sMMImaFtubnddweswnasrmi ¢ value of neg
1.3 .bilnbeiasmat t hat, bus'e dc omi ttadle ™Ml owErces and es
ash flows on insured loans as of the time the
bout $1.3 billion when all of i t%I ncucronetnrtalsyt ,i ns
hFeY2 et onomi ¢c poali®é bef e ams t hat the MMI Fund wo
timated to have that amount left over after al
emium payments and insurance claimsDhhiosn 1ts cu
vi‘des Hsalbmul d f wtiunrseu rleods sneosr t gages be higher th
icipated.

-+ O

projections inchmndetdhenanhasabdrcalkpoanl s oefoalg
mptions. For one MlhiFmmggdutrhent¢ s st matuses asf utmk e
insure any more mortgages. In actuality, FHA
ng in additional resources in the form of pre
ecrlmasi nosf.
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ther mot araevMiheew relies wupon assumptions about

extent that actual future economic condition
MME Fwdde wil l%Aatlhsooll pbies tdisthibfsetr etnit e’s MMI  Fun d

omi cFYW2lilpesi 2sbb6]l Bitombhtad s under a variety of
e onomic sBemamnomi ct va | MMIi mlicuddudd i meg d i f f ¢
ly negantseveveal aeBwdhi chretardmiaasd al 71 ey
port to Congress s nfilmamc iaamlvama doiptsii sn o
ve etonomic scenarios.
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41 A negative economic value does not mean that EAirrently out of money.rBjected losses on the loans insured

by FHA arerealized over the life of those loans, rather than all at once, potentially gidizgifie to increase its

capital resources before these projected losses are realized. Whether or not the MMI Fund will ever actually run out of
money to pay claims depends on factors such as whether the projections of future cash flows are accurdteand whe
the MMI Fund is able to build enough additional capital resources over time, such as through additional premium
revenue from newly insured mortgages, to pay for these expected claims.

42To understand how assumptions about future economic conditiborsaft e st i mates of the MMI Fund
consider that, for example, theture path of house prices affeatarrentestimates of future cash flows on mortgages

insured under the MMI Fund. If house prices fall more than expected in the futureagieftows on currently insured

mortgages might be more negative than currently anticipated due to more foreclosures and foreclosed properties held

by FHA selling for less money; if house prices rise more than expected in the future, then cash floventy cur

insured mortgages might be more positive than currently anticipated due to fewer foreclosures and foreclosed

properties selling for more money. Likewise, assumptions about other economic indicators in the future also impact

current estimates of fute cash flows associated with currently insured mortgages.

43 See the discussion on [®-77 of theAnnual Report to Congress, Financial Status of the FHA Mutual Mortgage
Insurance Fund, FY201pp. 14-21 of theFiscal Year 2017 Independent Actuarial Rewia the Mutual Mortgage
Insurance Fund: Cash Flow Net Present Value from Forward Mortgage Insumaearce, and pp14-21 of the

Fiscal Year 2017 Independent Actuarial Review of the Mutual Mortgage Insurance Fund: Cash Flow Net Present
Value from Home @ity Conversion Mortgage InsuranaeForce
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The 2% Capital Ratio Requirement

As noted eaFundris tahlesMMIequired by “*Bhwi st oi smai nt
often referred to as the capital ratio requireme

Brief History of the Capital Ratio Requireme

The capit

i ratio requiremend mfdémncedwmts MMbe Fund w
solvency

i

e

al
of ftahhmdyHA agiear @glne At pr bbgha mMMI Fund had
a negat e economic valwue. This meant that the e
mortgag currently insuredhbyhetheapPMlaFundsowhe
MMI Fund currently had on hand, were not expecte
FHAnsured loans.

In respombes ghe odmmeirmsess Budget ReR.olneSili®ilat i on Ac
mandated that, goirdsg efcoornwoammidc, vtahleu eMMidu sFtu nbde at 1
dollar amount of loafThehetwpitalsratiepens] gniaxoyp
economic value of the MMI Fund as a percentage o0
the MMI Fund. It is a measure of how much capita
XQH[SHBWKE®s on currently insured [ oans, after th
HISHFWKH&es are taken into account

A%
S

In addition to establisPhilng 0&hld o aqliAd dt lo matkieo r e
certain changes impabvwet &’'ei MiMd a F e tTdht eo ccohnadn g e so n

that the ilnacwl amddeeqdgi megd borrowers an annual mort gag
along wishinfpepeamium that was paid upfront and
as distributive shares) that had previously been
law also established the requiremefnite fMMI t he ann
FunSdome of these changes, such as the additional
meant that FHA would charge more to future borro
mortgages made to past borrowers.

As Congres s lceogn ssplidaietoicodit ¢ het maesctethe bat e over the ap
level for the c4Fhisl debuatoe heghiigmentthe ongoi
faces between maintaining its financial soundnes
access to affordable mortgage credit for underse
because it was viewed as being hwigthh sstmanmudzh t o pr
unexpected losses, but withouttuirmpidisdlidnrge dan wundue
borrowers A higher capital ratio requirement Wwo
premiums for FHA insurance. It was recognized th
enough to withstand modebut ewdutdrki eecbnomot o w
to allow the MMI Fund to withstand a catastrophi

4412 U.S.C. 1711(H)

45 Thelaw calls for the capital ratio to be calculated as the economic value of the MMI Fund divided by unamortized
insurancein-force. Unamortized insurande-force is generally understoed mean the original principal balance of

insured mortgages. Howevée law definesinamortized insuranée-f or ce as “the remaining oblig:
outstanding mortgages,” a definiti on-infoiceHistoically,the ually under
actuarial reports often includdmbth amortized and unamortized insuraireéorce as generally understood, allowing

the capital ratio to be calculated both ways.

46 See the discussion of the history of the capital ratio in Capone Jr., Charles A Cr e di t Ri s k, Capital, a
Housing Administration Mortgage Insuranopp37340lournal of Hou
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from the General Accounting Office (GAO, now t he
2000 :

Determining what constitutes aneapliate reserve level is essentially a question of what
kinds of adverse economic conditiermoderately severe or catastrophithe reserve

should be able to withstand In the actuarial review of the Fund conducted by Price
Waterhouse for fiscal year 1988e researchers concluded that actuarial soundness would
be consistent with a reserve that could withstand adverse, but not catastrophic, economic
downturns. They further concluded that the Treasury implicitly covers catastrophic risk

By contrast, ring agencies have taken the position, when evaluating private mortgage
insurers, that they should have enough capital to withstand catastrophicHiskever,
requiring FHA to hold capital equivalent to that held by private mortgage insurers would
likel y impair FHA%s public purpose.

While the law requires the Secretary of HUD to e
ratio of 2%,rrietmé¢dayefsy motns equences or specific a:«
take if the bedpiwt a lh a’fFauttritcheeirdnidliritke, s ¢ d 2% at t he
capital rati omottakjar iirmetme nacccabonummotin gdsipthicoinMME Fund
should be expectzrzuggohtwdd Pomgaddss derhamacting

l egimltat isope b n fl ya nitdonesq F HAe t o maa mit tat maltasasi e b

o hMMIF ufsd abil it yt htoos ewistphesctiadnéde. e c o m 0o mi ¢

Whitllee results of the actuarial revipowtamd the e

information about the finmnancial soundness of the
and the capital ratio estimate do not deter mine
permanent and indefinite uvmdlsg etto aluot lhdo rai g ayi mwsi tt he XI
losses or to pay claims.—edhamatie pPdeoecsms nekatsiyp
the federal budgeting procedTheeMMh KFuvnd,i whihb F
Bud®seetction of this report

FY2DCapital Ratio

The capital ratsi oanmualeproepcerdf ii masREfaf st s on t h
MMI Fund, using’st hambetrsarfioal bbbapmgno tty avhot it gagd s s a
reverse mort gaglelSY2Tlnls tnmeurhal hegysr ttHi Hna.t e d t he e conomi.
of the MMI2 FhaldllThenbet al ofolrhamrt gaogdeusmecurrently
the MMWwaEBKl@®t&@r i Iwhiieth, means that the c20p%tal ratioc
(35bo611ion d2iwiirdel@hiboyn ) agde e sfernd®2&® 1 when t he

capitwhsresiodd%edbueo blee capital ratio remained

47 United States General Accounting Offiddortgage Financing: Financial Health of the Federal Housing
$GPLQLVWUDWLRQTV 0XW X D Cstatenmeny dfSthhley Q. T xethih€kifdfoyeXteGubcommittee on
Housing and Transportation, Senate Committee on Banking, Housing and Urban Affairs, September 12,-8000, p. 7
http://gao.gowdssets/10/108623.pdf

48 The capital ratio requirement is codified at 12 U.S.C. 81711(f). A separate section of the law, 12 U.S.C. §1708(a)(3),

also requires the Secretary to make sure that the MMI Fund is financially. 4@ddS.C. 1708(a)(6) provides that the

Se cr et amake &ljustmenits to the FHA program or adjust mortgage insurance premiums if the MMI Fund is not
meeting certain goals or 1if there i1is “substantial probabil
However, there are no specific actiond tive Secretary is directed to take if the 2% capital ratio requirement is not

met.

49 See, most recently, Government Accountability Offféegleral Housing Administration: Capital Requirements and
Stress Testing Practices Need Strengther@R0-18-92, November 201 7https://www.gao.goyproductsGAO-18-
92
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requiredabyitsthast°FiYROwaxFhYe2 0fli5r.st t imadthe capit
exceeded 2% since FY2008.

In FY2009, the capital °"Thtiso weasiimes ttihmatt etch et oc abpe
ratio had fallen below 2% sinc%Thtehe arpei ¢ milr ermetnito
remained frolmo W Y2 ¢ Y2 )1 dwohvegnh t he easpiitmal edatioo bwa
0. 4%F1%F Y201

. 2 andh&Y28p3teatli matt QdlJIBIM Is64d% a n d
QHJIDOWLIYH%, r&'¥F¥26d2vwhy the first time that the

to have a negative capit@dngndted v samicees dohfehe ar 1l y
changes aimed atalknsaundgedstheoffi nhamcMMI Fund, 1in
for an independentanadn ntvhal raecqtudarreida Ic arpeivtiaelw r at i o

A negative capital ratio by itself does not trig
suggestssshatasnosehcauld be needed at some point
is triggered if -¢dhtei mateadd tddmbs i lg@radticet t 8Bubsidy
Rees tindiateesion show that FHA needs to transfer mo
Reserve Account i1into i1its Financing Account to <co
amount of asdromadAceasaqyiiedbasceadsonmisdhes credt:t

on the capital ratio or the economic value of th

TDEGHh ows the’s MMInknadal position, including 1its
insured mortgages, taendd bcya ptihtea 1i nadaetpi ebndtircansta eahcttiumaar
fiscal year abnddtY@@dhe FFE¥M0u@1 report to Congress
Funsd finanpredehtgthaby revised capital ratios fo:
as a raeesfuftoarlta he fi gures used for cerwiatibn ¢ o mp o n ¢

50 The Annual Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, E¥26ted

the MMI Fund’ s Forbe D.32%. Thed 2017 seport aligned the figures used for certain components
of the capital ratio with other FHA financial reportimgsulting in revisions to prieyear capital ratio estimates. The
revised FY2016 capital ratio reported in the FY201drejs 2.35%.

51U.S. Department of Housing and Urban Developmantual Report to Congress Regarding the Financial Status of
the Mutual Mortgage Insurance Fund, FY208®vember 12, 2009, p. 1fttp:/portal.hud.goWudportallocuments/
huddoc®t=fhammifannrptfy2009.pdfThis capital ratio uses amortized insuraireéorce, as generally understood, as
the denominator of the ratio.

52U.S. Department of Housinglad Ur ban Devel opment, Office of Policy Develo
SingeFamily Insurance Program: Performing a Needed Role in t]|
3, http://lwww.huduser.orglblicationspdf/FHA_SingleFamilylns_2012.pdThe discussion of the history of FHA

notes that the capital ratio requirement of 2% was first reached in FY1995.

53 The revised capital ratio for FY2014 reportedtisAnnual Report to Congress, Financial Status of the FHA Mutual
Mortgage Insurance Fund, FY20W&s 0.42%.

54 The revised capital ratios for FY2012 and FY2013 reported iAtineial Report to Congress, Financial Status of the

FHA Mutual Mortgage Insuranceund, FY2017vere-1.34% and0.12%, respectively. The comparison in the text

uses the results of the standard actuarial review of the fMivdl for FY2013In FY2013, FHA also obtained a second

actuarial review of the MMI Fund performed by a differentcoamipy t o get an alternative view o
financial status. This alternative actuarial review estimated a lower economic value for the MMI Fund than the official

actuarial review, although, like the official actuarial review, it also showed impgovemm i n t he MMI Fund’s fi
position from FY2012. A major reason for the different results in the two FY2013 actuarial reviews was that the

alternative actuarial review estimated lower future premium revenue for the MMI Fund due to higher prepayment

speeds. See the FY2023nual Report to Congress on the Financial Status of the MMI furgl, for a discussion of

the differences between the two actuarial reviews.

55 See, for example, General Accounting Offibtartgage Financing: Actuarial Soundnesstioé Federal Housing
$GPLQLVWUDWLRQTV 0XW X D Gstéidrrd/af Dhibkhas Q. \WCbDI Qefdre thé QuBcommittee on
Housing and Community Opportunity, House Committee on Financial Services, March 20, 2001, p. 2, showing an
estimated negative ecomic value of the MMI Fund in 1990 and 1991.
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ot her FHAe efpiomanamigal The figures in the table are
or i gicnt aulavriieawls raend dmmu d lh os epaftilisecra It hyaena rtshe 1 e vi s
the difference between the origomalD. &dtitmated Oan
percentasage points.

Table 3. Results of the Annual Actuarial Review of the MMI Fund, FY2006 -FY2017
($ in millions)

Dollar
Volume of

Capital PV of Future Economic Insured
Fiscal Year Resources Cash Flows Value Mortgages Capital Ratio
FY2006 $23,461 -$1,440 $22,021 $298,542 7.38%
FY2007 $25,365 -$3,952 $21,277 $305,449 6.97%
FY2008 $27,281 -$14,374 $12,908 $401,461 3.22%
FY2009 $30,719 -$27,078 $3,641 $684,708 0.53%
FY2010 $33,594 -$28,937 $4,657 $931,272 0.50%
FY2011 $32,431 -$29,880 $2,551 $1,078,000 0.24%
FY2012 $30,362 -$46,638 -$16,277 $1,131,543 -1.44%
FY2013 $29,680 -$31,010 -$1,330 $1,178,154 -0.11%
FY2014 $28,432 -$23,667 $4,765 $1,156,741 0.41%
FY2015 $30,862 -$7,040 $23,822 $1,151,458 2.07%
FY2016 $35,346 -$7,795 $27,551 $1,188,569 2.32%
FY2017% $39,737 -$14,112 $25,625 $1,226,843 2.09%

Source: )+ $ -Ahnual Reports to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund

Notes: Figures are based on the base case scenario reported in the actuarial réfloetdollar volume of
insured mortgages is amortized insuraficdorce. FHA-insured reverse mortgages became part of the MMI
Fund in FY2009.

a. InFY2017, the vaks used for capitl resourcesand dollar volume of insured mortgages wedégnedwith
UHSRUWLQJ LQ )+$:-V DQQXDO Dheselchites wer® a)sQ &iplizdeaémpeViods H Q W V
years, resulting in slight changes to the capital ratio for those years (betiv@& and0.10 percentage
points for each year from FY2042Y2016). The table reflects the values reporteddh K H DSSOLFDEOH \HDU -V
annual reportdor the years prior to FY2017 rather than the revised figures.

The drop i n ithhhee cyadpaintsald G & tbrioewshudl et cerde afsreo m n t he n 1
of the ratis eEtchhamoMMl Fwdde) and an increase 1n
(total dollar volume of mortgages outstanding),

greatueme waol l oans than it has in the eceecroami past
value, wdamo sttulryny: due to the fact thabet¢thmepresent

increasignfgtdmyea sugngbhat widklxApectingadhrget ikodws oV«
the 11ife ofwatshec ulroraennst Ityh aitn siutr i n g

56 The revised capital ratios reported in fhenual Report to Congress, Financial Status of the FHA Mutual Mortgage
Insurance Fund, FY20Iwere-1.34% for FY2012;0.12% for FY2013, 0.42% for FY2014, 2.10% for¥2015 and
2.35% for FY2016. See p9 of the report.
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SelectedRel adedBsYMY200Fli7Thancial Status
MMIFund

of

Rol eFI DA nsured Reveristk hAMomuAgld gtees i al Review

FHAnsured reverse Hmmet gggesy Kpnawrrsson Mortgag

moved into the MMI Fund beginning in FY2009. I n
HECMs arienshiHAd reverse mortgages for elderly hoti
their accumul’4HEeCdMsh otnhea te qweirtey i nsured by FHA pri.
obligations of a different FHA insurance fund, b
obligations ¥f the MMI Fund.

The dollar amount of HECMs insured undeofthe MMI
traditional for @38 dbomfbtihgen gSels.:2 atbrefudbtt c e nuowdes nsu
the MMI FundHewevHECMshanges in the estimated va
large impact ’soneddcdmro MM Walnuei caand on the capital
Estimates of HECM performance are particularly s
value of the HECM portfolio volatile. While the
MMI Fund has consistently inCMsabasd f5lincteu FtYed 1R
negative and*®Tphoissi tviovlea tvialliuteys .suggests that the v
decline, perhaps substantially, in future years,
Fund and the capital ratio.

Tk volatility in the HECM portfolio can be seen
FY2017, FHA made met hodological changes in how i
reserve ratio for HECDMs, r eBhil s i dhigs d ms srieovn swesde s a
values and capital ,eatepts wheoeilgdn hEYIWGk®,epaot edd
maj or reason fshacta ptihtea IMMIa tFuonde xceeded 2% was be
HE C Ms . The economiadvahudY@aDlthewaMMEsFumated to
higher than the FY2014 actuarial rethaw had proj
expectefl7b8l1-bwaosn attribufldnl FYRO1IHECMa. contrast,
economic value oefs ttihnea tMMI tFou nbde w5 bi l 1ion 1 ower
review had projectdd-=simtpewdadwldd viad .u eT hwiass ladawerri but ¢
which had an estimated economic value of negatiyv
projecttoneoB7%dsbillion.

57 For more information on HECMsgeCRS Report R44128+8'fV 5HYHUVH ORUWJDJH ,QVXUDQFH 3URJUI

Equity Conversion Mortgages

58 HECMs endorsegrior to FY2009 are obligations of a different FHA insurance fund, the General and Special Risk
Insurance Fund (GI/SRI Fund). The Housing and Economic Recovery Act of 2008 (IPHRA 10289 made

HECMs an obligation of the MMI Fund going forward.

59 HUD, Annual Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, FY.284.7

This figure reflects the aggregate unpaid principal balance of HE@Msed under the MMI Fund rather than the
maximum claim amount for these mortgageswa used in prior years. See g8 of the FY2017 Annual Report for
more information on this change.

60 HUD, Annual Report to Congress, Financial Status of the FHA Mwlortgage Insurance Fund, FY281p. 27,
andAnnual Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, Fy.2847

61 HUD, Annual Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund5Fy.2ZA

62 The decrease in the estimated economic net worth of the HECM portfolio in FY2016 was partially due to changes in
certain modeling assumptions. A discussion of the factors that affected the value of thepdEfGhb begins on p.
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In FY2017, the capital ratio for HECMs alone was
more mnegative than the capital ratio of mnegative

The more negative cBhYZI@Gh1 irmtpaor tf ore fHIECCMss ian c ha
the figure it usiefSorfioa wWHECMasnegeranca ot her ¢ han
of the-lprwvedr am®pHotwaelv erra,t itohnse. HECM capital ratio f
revisedogmgthoddlin FY2017 would have been negat.i
HECM capital ratio became more negative partly f
used forifi msme ammd ot her et hodological changes.

The volatilidty hefi rHE@MY usn on in the MMI Fund pot
questions. In its FY2015 annual report on the st
both HECMs and forward mortgages in the fund cou
asstelbes financial health of the separate programs
entire MMI Fund is often used as a proxy for the
mortgage®Phwmrtthfeorl mor. e, includingsbme¢e hfauoggesoolfFdmo
impact policies related specifically to forward
borrowers, in response to inst®%Fbirl itthye sien rtelne oMMI,
some industry groups and Ctomegr esbs drhwearrbsl alt adwen 1 adr
toemdECMs from tHHo WMGAP,uadd ot her s elmowd ngot ed t
HECMs from the MMI Furfd could involve tradeoffs.

I mpacttheo fSus pean sPiloamn norefd FHA Premi um Decrease

On Januwary 9, 2017, in the last weeks of the Oba
would decrease the annual mortgage insurance Dpre
FHA nsur ed tmhoartt gemlgoosse da £t er °J(aTnanea o y p2 @ gni 21 6nl 7 .

reduction only applied to foHwacdemor bvogaghse, fnot
the Trump Administration, before the new premiun
was suspending the phannsdapnomnommeestdpucFHANniLi ndi

29 o f AHrUA Reprtto Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, Y201

63|1n FY2017, FHA used the aggregate unpaid principal balance of HECMs insured under the MMI Fund for insurance

in-force rather than the aggregate maximum claim amouirigared HECMs. This results in a lower figure for

insurancein-force, and therefore results in a larger negative capital ratio when the negative estimated economic value

of insured HECM s is divided by insuranireforce, all else equal. FHA also made chesyin how it accounts for

crossprogram subsidies in calculating standal oneAnoualpi tal rati
Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, FYpp02-8 and 6661.

64 HUD, Annual Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, Fy.Z816,
65 HUD, Annual Report to Congress, Financial Status of the FHA MMeatgage Insurance Fund, FY201h 44.
66 HUD, Annual Report to Congress, Financiahfts of the FHA MutudWlortgage Insurance Fund, FY201&h 42.

%For exampl e, see the Mortgage Bankers Association, “FHA 1
Remains Above Threshold, ” hitpsé/www.mbacotgibanewslinks20d7havembber/r 16, 201 7
mbanewslinkthursday11-16-17fha-insurancefund-capitatreservedall-capitatratio-remainsabovethreshold and

Edward Golding and Laurie Goodman, “ T gevesse and forwarch s s e s s t he r
mortgages,” Urban Institute, Uitph/Aww.Oiban.ocgibanwsedettpro st , No v e mb e

assssrisk-fha-programsseparatgeverseandforwardmortgages

68 GAO has described both advantages and disadvantages to including both forward and reverse mortgages in the MMI
Fund; see GAQFederal Housing Administration: Capital Requirements and StrestinfjePractices Need
Strengtheningbeginning on p25.

69 FHA Mortgagee Letter 201@1, Reduction of Federal Housing Administration (FHA) Annual Mortgage Insurance
Premium (MIP) Rateslanuary 9, 201 https://www.hud.gowitestiocumentsl/7-01ML.PDFE
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further study the 1impact that the fee-tdemrease
finawicatmill i y of FHA.

I n FiYRQah Auaport to Céomgmitcdddoen hteh e©MMIA sFtuinma t e d
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O FHA Mortgagee Letter 20137, Suspension of Mortgagee Letter 2@il7- Reduction of Federal Housing
Administration (FHA) Annual Mortgage Insurance Premium (MIP) Rates, January 20 ,h2@&7/www.hud.gov/
sitesiocuments/7-07ML.PDFE

71 HUD, Annual Report to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund, FM2G¥7
58.

2Seep6 2 o f ARnNdadReport to Congress, Financial Status of the FHA Mutual Mortgage Insurance Fund,
FY2017for information on the components of the capital ratio for forward mortgages only. Based on these figures, a
$3.2 billion decrease in the present value of expectedefgash flows attributable to a premium decrease would have
reduced the economic value of the forward mortgage portfolio to $35.2 billion, and an increase of $45 billion in
insurancein-force in the forward portfolio would have resulted in a total of $1kili#n in insurancein-force. The

capital ratio for forward mortgages alone, then, would have been about 2.94% ($35.2 billion divided by $1,199 billion)
rather than 3.33%, all else equal.
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