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Independent Auditors’ Report

The Authority Members
New Mexico Mortgage Finance Authority and
Mr. Hector H. Balderas, New Mexico State Auditor:

Report on the Financial Statements

We have audited the accompanying financial statements of the business-type activities of the New Mexico
Mortgage Finance Authority (the Authority), a component unit of the State of New Mexico, as of and for
the years ended September 30, 2014 and 2013, and the related notes to the financial statements, which
collectively comprise the Authority’s basic financial statements as listed in the table of contents.

Management’s Responsibility for the Financial Statements

Management is responsible for the preparation and fair presentation of these financial statements in
accordance with U.S. generally accepted accounting principles; this includes the design, implementation,
and maintenance of internal control relevant to the preparation and fair presentation of financial statements
that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these financial statements based on our audits. We conducted
our audits in accordance with auditing standards generally accepted in the United States of America and
the standards applicable to financial audits contained in Government Auditing Standards, issued by the
Comptroller General of the United States. Those standards require that we plan and perform the audits to
obtain reasonable assurance about whether the financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the
financial statements. The procedures selected depend on the auditors’ judgment, including the assessment
of the risks of material misstatement of the financial statements, whether due to fraud or error. In making
those risk assessments, the auditor considers internal control relevant to the entity’s preparation and fair
presentation of the financial statements in order to design audit procedures that are appropriate in the
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity’s internal
control. Accordingly, we express no such opinion. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of significant accounting estimates made by management,
as well as evaluating the overall presentation of the financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
audit opinion.

KPMG LLP is a Delaware limited liability partnership,
the U.S. member firm of KPMG International Cooperative
(“KPMG International”), a Swiss entity.
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Opinion

In our opinion, the financial statements referred to above present fairly, in all material respects, the
financial position of the business-type activities of the New Mexico Mortgage Finance Authority as of
September 30, 2014 and 2013, and the changes in financial position, and cash flows thereof for the years
then ended, in accordance with U.S. generally accepted accounting principles.

Emphasis of Matter
Adoption of New Accounting Pronouncement

As discussed in note 1(b) to the financial statements, effective October 1, 2013, the Authority adopted
Governmental Accounting Standards Board (GASB) Statement No. 65, Reporting of Items Previously
Reported as Assets and Liabilities. Our opinions are not modified with respect to this matter.

Other Matters
Required Supplementary Information

U.S. generally accepted accounting principles require that the Management’s Discussion and Analysis on
pages 5-12 be presented to supplement the basic financial statements. Such information, although not a
part of the basic financial statements, is required by the GASB who considers it to be an essential part of
financial reporting for placing the basic financial statements in an appropriate operational, economic, or
historical context. We have applied certain limited procedures to the required supplementary information in
accordance with auditing standards generally accepted in the United States of America, which consisted of
inquiries of management about the methods of preparing the information and comparing the information
for consistency with management’s responses to our inquiries, the basic financial statements, and other
knowledge we obtained during our audits of the basic financial statements. We do not express an opinion
or provide any assurance on the information because the limited procedures do not provide us with
sufficient evidence to express an opinion or provide any assurance.

Supplementary and Other Information

Our audits were conducted for the purpose of forming an opinion on the financial statements that
collectively comprise the Authority’s basic financial statements. The accompanying schedule of
expenditures of federal awards, as required by the U.S. Office of Management and Budget Circular A-133,
and schedule of pledged collateral for public funds are presented for purposes of additional analysis and are
not a required part of the basic financial statements.

The accompanying schedule of expenditures of federal awards and the schedule of pledged collateral of
public funds are the responsibility of management and were derived from and relate directly to the
underlying accounting and other records used to prepare the basic financial statements. Such information
has been subjected to the auditing procedures applied in the audit of the basic financial statements and
certain additional procedures, including comparing and reconciling such information directly to the
underlying accounting and other records used to prepare the basic financial statements or to the basic
financial statements themselves, and other additional procedures in accordance with auditing standards
generally accepted in the United States of America. In our opinion, the schedule of expenditures of federal
awards and the schedule of pledged collateral for public funds are fairly stated in all material respects in
relation to the basic financial statements taken as a whole.
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Other Reporting Required by Government Auditing Standards

In accordance with Government Auditing Standards, we have also issued our report dated December 23,
2014 on our consideration of the Authority’s internal control over financial reporting and on our tests of its
compliance with certain provisions of laws, regulations, contracts, and grant agreements and other matters.
The purpose of that report is to describe the scope of our testing of internal control over financial reporting
and compliance and the results of that testing, and not to provide an opinion on internal control over
financial reporting or on compliance. That report is an integral part of an audit performed in accordance
with Government Auditing Standards in considering the Authority’s internal control over financial
reporting and compliance.

KPMa LLP

Albuquerque, New Mexico
December 23, 2014



NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

In 1975, the New Mexico state legislature created the New Mexico Mortgage Finance Authority (the Authority),
as a governmental instrumentality of the State of New Mexico. The purpose of the Authority is to raise funds
from public and private investors in order to finance the acquisition, construction, rehabilitation and
improvement of residential housing for persons and families of low to moderate income New Mexicans.

This section of the Authority’s annual financial report presents management’s discussion and analysis of
financial position and changes in financial position for the fiscal years ended September 30, 2014, 2013, and
2012. This information is being presented to provide additional information regarding the activities of the
Authority and to meet the disclosure requirements of Governmental Accounting Standards Board (GASB)
Statement No. 34, Basic Financial Statements — and Management’s Discussion and Analysis — for State and
Local Governments (GASB No. 34). The Authority is a self-supporting entity and follows business-type activity
reporting; accordingly, the financial statements are presented using the economic resources measurement focus
and the accrual basis of accounting. Enterprise fund statements offer short-term and long-term financial
information about the Authority’s activities. This analysis should be read in conjunction with the independent
auditors’ report, audited financial statements, and accompanying notes.

Effective October 1, 2013, the Authority implemented GASB Statement No. 65, Items Previously Reported as
Assets and Liabilities, which is effective for financial statements for periods beginning after December 15, 2012.
This Statement establishes accounting standards to reclassify certain items that were previously reported as assets
and liabilities as deferred outflows or inflows on the Statement of Net Position. This Statement also recognizes
certain items that were previously reported as assets and liabilities as outflows or inflows of resources on the
Statements of Revenues, Expenses and Changes in Net Position. Accounting changes adopted to conform to the
provisions of this statement were applied retroactively by restating the basic financial statements for all prior
periods presented.

Financial Highlights

The Authority’s financial position and results of operations for the current and two most recent prior years are
summarized below (in thousands):

2013 2012
2014 (restated) (restated)

Cash and cash equivalents (unrestricted and

restricted) $ 60,977 98,367 155,426
Investments (unrestricted and restricted) 62,316 55,640 50,319
Mortgage-backed securities and mortgage

loans receivable 935,630 1,034,944 1,169,752
Total assets 1,066,348 1,197,362 1,384,604
Bonds payable 812,561 953,689 1,106,303
Total liabilities 826,100 966,811 1,121,760
Total net position 241,549 231,889 264,157
Total operating revenues 55,420 15,587 68,776
Total operating expenses 45,971 50,864 60,816
Operating income (loss) 9,449 (35,277) 7,960
Total nonoperating revenues 211 3,009 12
Change in net position 9,660 (32,268) 7,972

5 (Continued)



NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

Financial Position

The net position of the Authority increased $9.7 million from September 30, 2013 to September 30, 2014 and
decreased $32.3 million from September 30, 2012 to September 30, 2013. The following table is a condensed
summary of net position at September 30, 2014, 2013, and 2012 (in thousands):

2013 2012
2014 (restated) (restated)
Assets:
Current assets $ 40,177 45,482 47,512
Noncurrent assets 1,026,171 1,151,880 1,337,092
Total assets 1,066,348 1,197,362 1,384,604
Deferred outflows of resources:
Refunding of debt 1,301 1,338 1,313
Total deferred outflows of resources 1,301 1,338 1,313
Liabilities:
Current liabilities 25,411 31,499 32,527
Noncurrent liabilities 800,689 935,312 1,089,233
Total liabilities 826,100 966,811 1,121,760
Net position:
Invested in capital assets, net of related debt (681) (672) (575)
Restricted 83,872 81,079 128,114
Restricted for land title trust and housing trust 25,881 24,512 20,913
Unrestricted 132,477 126,970 115,705
Total net position $ 241,549 231,889 264,157

Comparison of Years Ended September 30, 2014 and 2013

The decrease in cash and cash equivalents of $37.4 million reflects a reduction in restricted cash related to bond
financing for the Single Family Mortgage Program as a result of decreased debt service cash collected due to
lower outstanding debt balances and reduced interest through actions to restructure debt. Other factors include
more timely bond program redemptions related to prepayments and excess revenues from securitized mortgage
loans, and new bond structures with monthly and quarterly call provisions, thus providing better liquidity
management in relation to the Single Family Bond Program. The Authority purchased $15.4 million in Mortgage
Backed Securities (MBS) and $13.0 million in whole loans during the year; MBS and whole loan purchases were
offset by MBS prepayments of $91.5 million and whole loan prepayments of $0.7 million, reflected in the
$99.3 million net decrease of MBS and mortgage loans receivable. Essentially, loan prepayments occurred
without a corresponding increase in new loans. Due to market conditions, in late 2013, the Authority began
utilizing the secondary market to fund the majority of its single family mortgage loans. This execution provides a

6 (Continued)



NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

funding mechanism for the Single Family Mortgage Program when a bond transaction is not viable; the MBS are
sold into the secondary market. The current interest rate environment continues to limit the Authority’s ability to
issue new bonds; current interest rates for mortgage loans have been lower than interest rates on new bond
issuances. This business model is used by many Housing Finance Agencies across the country to assist in
keeping single family programs competitive and in stabilizing revenue streams. The $6.7 million increase in
investments is primarily attributed to the $7.8 million investment in Authority’s MBS. Using available liquidity
MBS were purchased as part of a bond refunding to hold in the intermediate-term investment portfolio. The
overall effect of these elements resulted in the 10.9% decrease in total assets. The TBA funding execution also
impacts the liabilities of the Authority. Over the past year, the Authority experienced a $141.1 million net
decrease in bonds payable. As already noted, single family loans are being sold and not funded with debt, thus
Authority liabilities decreased 14.6%. Proceeds from the issuance and sale of bonds and notes payable were
$35.0 million; bond repayments and refundings totaled $170.9 million, resulting in the net decrease for the year.
The Authority received $115.9 million in repayments, including prepayments, of securitized mortgage loans and
$10.8 million of whole loan and down payment assistance loan repayments during the year.

Comparison of Years Ended September 30, 2013 and 2012

The decrease in cash and cash equivalents of $57.1 million reflects a reduction in restricted cash related to bond
financing for the Single Family Mortgage Program and is indicative of more timely bond program redemptions
related to prepayments and excess revenues from securitized mortgage loans as well as new bond structures with
monthly and quarterly call provisions, thus providing better liquidity management in relation to the single family
bond program. The Authority purchased $103.3 million in Mortgage Backed Securities (MBS) and $13.4 million
in whole loans during the year; however, MBS and whole loan purchases were offset by MBS prepayments of
$188.1 million and whole loan prepayments of $1.0 million, reflected in the $134.8 million net decrease of MBS
and mortgage loans receivable. The $5.3 million increase in investments is primarily attributed to the
$3.0 million investment of the Housing Trust Fund appropriation received from the State of New Mexico in the
State Investment Council portfolio. The overall effect of these elements resulted in the 13.5% decrease in total
assets. Over the past year, the Authority experienced a $152.6 million net decrease in bonds payable. Proceeds
from the issuance and sale of bonds and notes payable were $102.0 million; bond repayments and refundings
totaled $249.7 million, resulting in the net decrease for the year. The Authority received $197.7 million in
repayments, including prepayments, of securitized mortgage loans and $9.9 million of whole loan and down
payment assistance loan repayments during the year.

7 (Continued)



NEW MEXICO MORTGAGE FINANCE AUTHORITY

(A Component Unit of the State of New Mexico)
Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

Change in Financial Position

The Authority’s operating income for the year increased by approximately $44.7 million when compared to fiscal
year 2013. The following table is a condensed summary of changes in net position for the years ended

September 30, 2014, 2013, and 2012 (in thousands):

2013 2012
2014 (restated) (restated)
Operating revenues:
Interest on loans and MBS $ 41,279 45,875 53,422
Interest on securities and investments 3,110 4,176 4,434
Program revenues 1,558 1,314 1,626
Net (decrease) increase in fair value of investments 2,795 (39,947) (1,723)
Loan and commitment fees 198 1,273 1,156
Administrative fees 5,031 2,137 3,047
Other revenues 1,449 159 6,814
Total operating revenues 55,420 15,587 68,776
Operating expenses:
Interest expense 35,137 42,200 49,648
Administrative fees and other expenses 10,834 8,664 11,168
Total operating expenses 45,971 50,864 60,816
Operating (loss) income 9,449 (35,277) 7,960
Nonoperating revenues (expenses):
Grant award income 42,228 47,174 57,690
Grant award expense (42,228) (47,174) (57,690)
State appropriations 200 3,000 —
Land title trust contributions 11 9 12
211 3,009 12
Change in net position 9,660 (32,268) 7,972
Total net position, beginning of year 231,889 264,157 256,185
Total net position, end of year $ 241,549 231,889 264,157

Comparison of Years Ended September 30, 2014 and 2013

The change in fair value of securities for 2014 was an increase of $2.8 million compared to a decrease of
$39.9 million in 2013. This line represents a decrease in the overall fair value of investments, including
securitized mortgage loans, held at September 30, 2014 compared to their fair value at September 30, 2013 due
to a slight decrease in market interest rates of approximately 0.12% at September 30, 2014 compared to
September 30, 2013, which was partially offset by a decrease in securitized mortgage loans at September 30,
2014 of $103.5 million compared to September 30, 2013. As required by GASB Statement No. 31, Accounting

(Continued)



NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

and Financial Reporting for Certain Investments and for External Investment Pools (GASB No. 31), we account
for investments in securitized mortgage loans at fair value. These MBS serve as collateral for the single family
bonds issued by MFA and provide the revenue source to repay these debt obligations and legally MFA cannot
sell/trade the related securities until the bonds are paid in full. The Authority’s rating agencies do not include
GASB No. 31 valuation adjustments in their analysis of the HFA’s performance. Without the required
GASB No. 31 adjustment, the operating income for the period increased $2.0 million compared to prior year.

Operating revenues increased $39.8 million from 2013 to 2014; however, without the required GASB No. 31
adjustment operating revenues were $2.9 million less than in 2013. The low interest rate environment has
continued to impact interest income-related revenue. As a result of a continued drop in MBS and mortgage loan
production as well as high prepayment activity, the Authority experienced a decrease in mortgage interest
revenue of approximately $4.6 million in the current year. The Authority experienced an increase of $2.3 million
for administrative fees due to transaction fees related to loan sales in the secondary market in 2014. Also in 2014,
nonoperating revenues decreased by $2.8 million in comparison to 2013 due to the recognition of a Housing
Trust Fund appropriation received from the State of New Mexico in 2013.

Operating expenses decreased by $4.9 million in 2014, approximately 10%, primarily due to decreased interest
expense of $7.1 million as a result of lower bond expenses due to continued prepayments and debt restructuring.

Comparison of Years Ended September 30, 2013 and 2012

The change in fair value of securities for 2013 was a decrease of $39.9 million compared to a decrease of
$1.7 million in 2012. This line represents a decrease in the overall fair value of investments, including securitized
mortgage loans, held at September 30, 2013 compared to their fair value at September 30, 2012 due to an
increase in market interest rates of approximately 0.81% at September 30, 2013 compared to September 30,
2012, which was partially offset by a decrease in securitized mortgage loans at September 30, 2013 of
$98.2 million compared to September 30, 2012. As required by GASB Statement No. 31, Accounting and
Financial Reporting for Certain Investments and for External Investment Pools (GASB No. 31), we account for
investments in securitized mortgage loans at fair value. These MBS serve as collateral for the single family bonds
issued by MFA and provide the revenue source to repay these debt obligations and legally MFA cannot sell/trade
the related securities until the bonds are paid in full. The Authority’s rating agencies do not include GASB
No. 31 valuation adjustments in their analysis of the HFA’s performance. Without the required GASB No. 31
adjustment, the operating income for the period decreased $5.0 million compared to prior year.

Operating revenues decreased $53.2 million from 2012 to 2013; however, without the required GASB No. 31
adjustment operating revenues were $15.0 million less than in 2012. The low interest rate environment has
continued to impact interest income-related revenue. As a result of a continued drop in MBS and mortgage loan
production as well as high prepayment activity, the Authority experienced a decrease in mortgage interest
revenue of approximately $7.5 million in the current year. The Authority experienced a decrease of $6.7 million
for other revenue due to nonrecurring investment gains related to an MBS sale transaction in 2012, and lower
realized market value gains on investments in the State Investment Council Funds Program. In 2013,
nonoperating revenues increased by $3.0 million in comparison to 2012 due to the recognition of a Housing Trust
Fund appropriation received from the State of New Mexico in 2013.

9 (Continued)



NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

Debt Administration

Most of the debt issued by the Authority to fund affordable housing activities in New Mexico is tax-exempt and
is issued under the Internal Revenue Code and Treasury Regulations governing either mortgage revenue bonds or
residential rental projects. The Federal Tax Reform Act of 1986 imposes an annual ceiling on the aggregate
amount of federally tax-exempt private activity bonds or Private Activity Bond Cap (Bond Cap). Each year, the
New Mexico State Board of Finance receives and allocates Bond Cap based on the federal formula to both single
and multifamily housing for tax-exempt bonding purposes.

The Authority continually investigates and utilizes financing and debt management techniques designed to
achieve its goals of minimizing interest expense and efficiently utilizing Bond Cap while managing risk and
responding to changing capital markets. The Authority evaluates other innovative financing structures and
asset/liability management strategies as needed to maximize earnings in both the long and short term. This
includes using existing liquidity to warehouse loans in order to minimize bond acquisition fund negative
arbitrage, utilizing pass-through bond structures, refining internal processes for ensuring that cash received in
relation to prepayments is used to redeem bonds as quickly as possible, and reviewing callable programs to
determine if earnings could be maximized by eliminating debt and using the assets to generate more income or as
subsidy to upcoming bond issues creating more competitive mortgage rates. The Authority reviews and monitors
program parity, cash flow projections, prepayment speeds and internal rates of return. Management of the overall
bond portfolio and related assets is an ongoing process. During fiscal year 2014, the Authority issued
$28.0 million of Single Family Mortgage Program revenue bonds of which approximately $12.5 million was a
bond refunding transaction. This is $63.7 million less than the $91.2 million issued in 2013. MFA did sell
$98.2 million of single family first-time homebuyer mortgages during the course of the year. As noted above, the
sale of loans versus issuing debt to fund the Single Family Mortgage Program has become an integral funding
execution. Due to utilization of pass-through bond structures, improved timing of redeeming bonds with cash
received from prepayments, the continuous lending loan origination model, and utilization of the secondary
market to fund single family loans, negative arbitrage expenses decreased approximately $2.9 million this fiscal
year in comparison to 2013. The Authority redeemed $163.2 million of Single Family Mortgage Program bonds
due to repayments, compared to $242.4 million in 2013.

During fiscal year 2013, the Authority issued $91.2 million of Single Family Mortgage Program revenue bonds
of which approximately $11.2 million was a bond refunding transaction. This is $57.2 million less than the
$148.4 million issued in 2012. MFA did sell $42.2 million of single family first-time homebuyer mortgages into
the secondary market during the course of the year, providing a funding mechanism for the Single Family
Mortgage Program when a bond execution is not viable. Rather than funding the single family loans through
bonds, the related MBS are sold into the secondary market. The current interest rate environment continues to
limit the Authority’s ability to issue new bonds as current interest rates for mortgage loans have been lower than
interest rates on new bond issuances. The sale of loans versus issuing debt has become an integral funding
execution for the Single Family Mortgage Program. During the course of this fiscal year, bond issues and
mortgage rates were subsidized using zero participations generated through the NIBP program and refunding
bond issues. Due to utilization of pass-through bond structures, improved timing of redeeming bonds with cash
received from prepayments and the continuous lending loan origination model, negative arbitrage expenses
decreased approximately $0.2 million this fiscal year in comparison to 2012. The Authority redeemed
$242.4 million of Single Family Mortgage Program bonds due to repayments, compared to $280.9 million in
2012.

10 (Continued)



NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

During fiscal year 2014, the Authority did not issue any Rental Housing Bonds, while in 2013, $7.5 million in
Rental Housing Bonds were issued. In 2014, $1.6 million of Rental Housing Bonds were redeemed due to
repayments compared to $6.3 million in 2013.

More detailed information about the Authority’s outstanding debt obligations is presented in notes 5, 6, and 7 of
the notes to the basic financial statements.

Economic Outlook

The Authority’s Single Family Mortgage Program, administration of federal affordable housing programs and
investment income are the main sources of revenues. During 2014, the Authority’s programs and investment
returns continued to be adversely affected by erratic capital markets, a continued sluggish housing market and
federal fiscal policy. We did begin to see better overall economic performance this year as gross domestic
product was strong and unemployment decreased.

The Authority’s Single Family Mortgage Programs rely on short-term liquidity from the Master Servicers, which
purchase the mortgage loans from the lenders, then securitize them into Federal National Mortgage Association
(Fannie Mae) and Government National Mortgage Association (Ginnie Mae) MBS. The underlying mortgage
loans are all fixed-rate, 30-year loans meeting the criteria for guarantee by Fannie Mae and Ginnie Mae. The
bonds and MBSs, which provide collateral for the Single Family Mortgage Program bonds, had previously been
rated AAA. However, on August 5, 2011, Standard and Poor’s Rating Services downgraded the United States of
America long-term rating to AA+ due to political risks and rising debt burden. A “Negative Outlook” was also
placed on the rating. During 2014, S&P revised the outlook from negative to stable. As a result of the initial
U.S. downgrade, Standard & Poor’s lowered its rating on certain publicly financed debt issues that are credit
enhanced by Fannie Mae and Ginnie Mae. Since the Authority issues single family mortgages that are backed by
loans that are credit enhanced by Fannie Mae and Ginnie Mae, the majority of the Authority’s single family bond
programs currently reflect the U.S. government rating of AA+ with a stable outlook. To date, the Master
Servicers, Fannie Mae, Ginnie Mae, and the bond investors have continued to provide liquidity without
interruption to the Authority’s Single Family Mortgage Programs.

The programs have historically relied on Guaranteed Investment Contracts (GIC) for the temporary investment of
bond proceeds and also for the ongoing investment of monthly MBS revenues between debt service dates. The
GIC providers must maintain financial strength as evidenced by their credit rating in order for the bonds to
maintain their rating. The Authority continues to have difficulty maintaining and securing GIC providers for the
Single Family Mortgage Programs as the market recovers and is utilizing AAAm rated money market funds
when necessary. Returns on GICs and money market funds are very low, increasing the negative arbitrage
experienced by the Authority for these programs. Additionally, some GIC providers have not been able to
maintain their minimum required credit rating levels and this has produced some bond rating downgrades in the
Authority’s portfolio. This presents more of a rating risk versus a financial risk for the Authority, as these funds
remain fully invested and cash flows are monitored closely. Due to the lack of GIC providers and historical low
reinvestment rates, Standard and Poor’s, the Authority’s primary rating agency, revised their stress test criteria
related to housing bonds and now require that cash flows be run assuming a zero percent reinvestment rate. At
this time, all the Authority’s single family bonds have met the required cash flow stress tests.

The Authority’s investments outside of the Single Family Mortgage Programs are conservative, and include the
AAAm rated New Mexico State Treasurer’s Office Local Government Investment Pool and internal loan
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NEW MEXICO MORTGAGE FINANCE AUTHORITY
(A Component Unit of the State of New Mexico)

Management’s Discussion and Analysis (Unaudited)
September 30, 2014 and 2013

warehousing for short-term investments, highly liquid and marketable intermediate-term Treasury and Agency
obligations, and for long-term investment, the nonrated State Investment Council Investment Funds Program
utilizing a corporate investment grade bond fund (80%) and a large cap equities fund (20%). To improve
investment returns, the Authority has also invested in its own MBS as bond programs become callable. This
strategy is helping to improve the investment income picture as that portion of our investment portfolio is
yielding close to 5.6% serving as a good intermediate term investment option for the Authority. During this fiscal
year, the Treasury and Agency obligations provided yields of 1.4%. Investments in the State Investment Council
Investment Funds Program experienced $1.6 million in fair market value gains in comparison to 2013 when fair
market value losses were $0.2 million. There continues to be extreme market volatility as evidenced by this year
over year fluctuation. The overall rate of return on the Authority’s State Investment Council Investment Funds
Program long-term portfolio for 2014 was 7.4%.

Moving into the new year, the Authority expects to continue to utilize both the secondary market and bond
issuance to fund the Single Family Mortgage Program depending on market conditions. The cost of funds in the
traditional tax-exempt bond market is expected to be less prohibitive as it is strongly believed we will begin to
see an increasing interest rate environment, albeit slow, in FY2015 thus providing more opportunities for the
Authority to fund its Single Family Mortgage Program through the issuance of bonds. This not only provides a
mechanism for growing the Authority’s earning asset base but also provides long-term administrative fee cash
flows rather than onetime transaction fees related to loan sales. There will still be challenges in competing with
the historically low mortgage interest rates currently offered in the traditional mortgage market. If borrowers
have good credit and are not in need of down payment assistance, they may be able to get better mortgage rates
elsewhere. The Authority does, however, believe that the down payment assistance programs will help in
maintaining program demand and viability.

Market interest rates have an effect on both the Single Family Mortgage Programs and investment income
revenues. If interest rates continue at current levels, the Authority expects single family bond program
administrative fees and investment income to decrease slightly. If interest rates rise, the Authority expects single
family bond program administrative fees and investment income to increase as new loans are originated and new
investments are purchased at the higher levels. If interest rates fall, the Authority expects single family bond
program administrative fees and investment income to decrease as new loans are originated and new investments
are purchased at the lower levels. Interest rate decreases are not anticipated as it is believed that traditional
mortgage and reinvestment rates have bottomed out. The Authority expects that the drop in mortgage interest
rates over the last few years will continue to cause high prepayments on higher rate mortgages, and conversely,
an increase in mortgage interest rates to cause a decrease in prepayments. The Authority uses these prepayments
to call the corresponding series bonds. The current economic environment may, however, limit the ability of
borrowers to refinance or prepay loans due to falling real estate values or a borrower’s personal financial
situation. The Authority anticipates that federal funding levels for affordable housing programs are still at risk
and could continue to decline, thus decreasing administrative fee income related to those programs.

This financial report is presented to provide our constituents and investors with a general overview of the
Authority’s finances and to de