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TRANSPORTATION AND HOUSING AND URBAN
DEVELOPMENT, AND RELATED AGENCIES
APPROPRIATIONS FOR FISCAL YEAR 2013

THURSDAY, MARCH 1, 2012

U.S. SENATE,
SUBCOMMITTEE OF THE COMMITTEE ON APPROPRIATIONS,
Washington, DC.

The subcommittee met at 9:33 a.m., in room SD-138, Dirksen
Senate Office Building, Hon. Patty Murray (chairman) presiding.
Present: Senators Murray and Collins.

DEPARTMENT OF HOUSING AND URBAN DEVELOPMENT

OFFICE OF THE SECRETARY
STATEMENT OF HON. SHAUN DONOVAN, SECRETARY
OPENING STATEMENT OF SENATOR PATTY MURRAY

Senator MURRAY. Mr. Secretary, welcome back to our sub-
committee, as we are here today to talk about fiscal year 2013
budget requests for the Department of Housing and Urban Devel-
opment (HUD).

As we begin our work on next year’s budget, there are encour-
aging signs that our economy is moving now in the right direction.
Although we aren’t moving quickly enough for families that con-
tinue to struggle, and we certainly have a long way to go, the pri-
vate sector has now been adding jobs for almost 2 years, businesses
are growing, and confidence is up. We seem to have stepped back,
finally, from the precipice, which, of course, is very good news for
the housing market, which depends on a strong and stable economy
to recover and thrive.

But despite the positive signs, we still face significant challenges.
Over 22 percent of homeowners are underwater.

The recent settlement that was announced among the five larg-
est banks, the States, and the Federal Government is an important
step. It holds banks accountable and provides relief to homeowners.
But the settlement also paves the way for banks to proceed with
foreclosures that have been stalled in the pipeline.

While it is important to reduce the excess inventory of distressed
housing, increased sales of these properties at reduced prices may
further depress home values.

Climbing back from the housing crash will not be easy, and I am
interested in hearing your views on how we can increase the sta-
bility of the market.
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The depressed housing market has also taken its toll on the Fed-
eral Housing Administration (FHA). This is made clear in the
President’s budget. The budget indicates that, for the first time,
FHA may require Federal funding to cover its losses. I have long
been concerned about the solvency of FHA’s Mutual Mortgage In-
surance (MMI) Fund, and I applaud the efforts of the Administra-
tion to strengthen FHA’s risk controls.

But many of the financial problems facing FHA are related to
older books of business insured at the height of the housing boom.
So while these changes to strengthen the program are important
and long overdue, it will also be important to recover or prevent
expected losses from older loans.

I am pleased that the recent mortgage settlement includes money
for FHA. And other settlements, most notably Bank of America,
will also provide money to cover losses related to improper mort-
gage originations.

These settlements should help avoid the need for taxpayer fund-
ing, and I hope you will continue to look for opportunities to recoup
losses from fraudulent or poorly underwritten loans.

Additional changes to FHA premiums contained in the budget, as
well as those announced on Monday, represent your continued ef-
forts to improve the solvency of the MMI Fund and protect the tax-
payer from having to cover its losses.

Beyond FHA, today we will also examine other aspects of the Ad-
ministration’s request, which is $44.8 billion in gross resources to
support HUD’s programs. While this represents an increase of over
3 percent, it is largely a current services budget as a result of the
numerous offsets included in the fiscal year 2012 bill.

As the Secretary’s testimony notes, 83 percent of HUD’s budget
is dedicated to providing housing to the Nation’s most vulnerable,
and these programs require annual adjustments. As we continue to
live under the caps of the Budget Control Act, this presents us with
very difficult choices.

Last year, Senator Collins and I worked very hard to protect
HUD’s core rental assistance programs. But doing so meant dif-
ficult cuts to programs like the Community Development Block
Grant (CDBG), HOME, and Housing for the Elderly. The cuts to
CDBG that began in fiscal year 2011 are being widely felt today.
Cities and towns are cutting services to vulnerable citizens, laying
off workers, or delaying critical investments in their communities.

This year’s budget faces many of the same challenges we strug-
gled with last year. How do you craft a budget that protects low-
income residents who rely on HUD assistance to keep a roof over
their heads, makes the economic development in affordable invest-
ments that strengthen our communities, and gives HUD the tools
it needs to effectively manage its programs?

While the Administration’s fiscal year 2013 budget tries to ad-
dress these goals by balancing priorities, I am concerned about
some of the proposals. The proposed budget for Project-Based Rent-
al Assistance will manage within the requested level by inten-
tionally not funding contracts for a full 12 months. I have seen this
policy before. And while this may be manageable in the short run,
I'm concerned we won’t have the resources when the bill eventually
becomes due.
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In the Tenant-Based Rental Assistance account, I'm also con-
cerned that the funding level requested to renew vouchers is effec-
tively flat, despite anticipated inflation and the need to renew
vouchers for the first time. The budget also relies on savings from
a number of policy changes which are not without controversy.

So as we make the difficult choices in this budget, I want to be
sure we are making decisions with an understanding of their con-
sequences and an eye toward the future.

Despite my concerns, there are some bright spots in this budget.
The request, again, seeks $75 million for new HUD-Veterans Af-
fairs Supportive Housing (HUD-VASH) vouchers, which have real-
ly helped to reduce homelessness among our veterans by 12 percent
between 2010 and 2011.

The Administration has worked hard to develop a plan to finally
end homelessness, and I'm very glad the request for homeless pro-
grams reflects a continued commitment to that plan.

At a time when resources are scarce, oversight of HUD’s pro-
grams becomes even more important. I look forward to continuing
to work with the Department and my colleagues to find additional
ways to improve HUD’s programs.

I also want to acknowledge today HUD’s new inspector general,
Mr. Montoya, who is with us today. I welcome his vision for HUD’s
Office of Inspector General, and look forward to working with him
to protect taxpayer dollars and improve the efficiency of HUD’s pro-
grams.

The fiscal year 2013 budget, once again, requires difficult choices
to be made. As I work with my colleagues, Senator Collins and
those on this subcommittee, to put together this bill, I will be
mindful of the millions of Americans who rely on HUD’s programs
for a place to sleep each night.

PREPARED STATEMENT

Mr. Secretary, I look forward to our discussion today and work-
ing with you as we develop this 2013 budget. And I appreciate ev-
eryone accommodating us in moving this hearing up.

[The statement follows:]

PREPARED STATEMENT OF SENATOR PATTY MURRAY

Mr. Secretary, I want to welcome you back to the subcommittee today as we dis-
cuss the fiscal year 2013 budget request for the Department of Housing and Urban
Development (HUD).

As we begin our work on next year’s budget, there are encouraging signs that our
economy is moving in the right direction. Although we aren’t moving quickly enough
for families that continue to struggle—and we certainly have a long way to go.

The private sector has been adding jobs for almost 2 years. Businesses are grow-
ing, confidence is up, and we seem to have stepped back from the precipice. Which,
of course, is very good news for the housing market—which depends on a strong and
stable economy to recover and thrive.

HOUSING MARKET CHALLENGES

But despite the positive signs, we still face significant challenges. Over 22 percent
of homeowners are underwater. The recent settlement announced among the five
largest banks, the States, and the Federal Government is an important step. It
holds banks accountable and provides relief to homeowners.

But the settlement also paves the way for banks to proceed with foreclosures that
have been stalled in the pipeline. While it is important to reduce the excess inven-
tory of distressed housing, increased sales of these properties at reduced prices may
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further depress home values. Climbing back from the housing crash will not be easy,
and I am interested in hearing your views on how we increase the stability of the
market.

FHA SOLVENCY

The depressed housing market has also taken its toll on the Federal Housing Ad-
ministration (FHA); this is made clear in the President’s budget. The budget indi-
cates that for the first time, FHA may require Federal funding to cover its losses.

I have long been concerned about the solvency of FHA’s Mutual Mortgage Insur-
ance Fund. I applaud the efforts of this administration to strengthen FHA’s risk
controls.

But many of the financial problems facing FHA are related to older books of busi-
ness insured at the height of the housing boom.

So while these changes to strengthen the program are important—and long over-
due—it will also be important to recover or prevent expected losses from older loans.

I am pleased that the recent mortgage settlement includes money for FHA. And
other settlements, most notably with Bank of America will also provide money to
cover losses related to improper mortgage originations.

These settlements should help avoid the need for taxpayer funding. And I hope
you will continue to look for opportunities to recoup losses from fraudulent or poorly
underwritten loans.

Additional changes to FHA premiums contained in the budget, as well as those
announced on Monday, represent your continued efforts to improve the solvency of
the MMI Fund and protect the taxpayer from having to cover its losses.

HUD’S FISCAL YEAR 2013 BUDGET

Beyond FHA, today we will also examine other aspects of the administration’s re-
quest, which is $44.8 billion in gross resources to support HUD’s programs.

While this represents an increase of over 3 percent, it is largely a current services
budget as a result of the numerous offsets included in the fiscal year 2012 bill. As
the Secretary’s testimony notes, 83 percent of HUD’s budget is dedicated to pro-
viding housing to the Nation’s most vulnerable.

These programs require annual adjustments. As we continue to live under the
caps of the Budget Control Act, this presents us with very difficult choices. Last
year, Senator Collins and I worked very hard to protect HUD’s core rental assist-
ance programs. But doing so meant difficult cuts to programs like Community De-
velopment Block Grant (CDBG), HOME, and Housing for the Elderly.

The cuts to CDBG that began in fiscal year 2011 are being widely felt today. Cit-
ies and towns are cutting services to vulnerable citizens, laying off workers, or de-
laying critical investments in their communities.

This year’s budget faces many of the same challenges that we struggled with last
year. How do you craft a budget that:

—Protects low-income residents who rely on HUD assistance to keep a roof over

their heads;

—Makes the economic development and affordable housing investments that

strengthen our communities; and

—Gives HUD the tools it needs to effectively manage its programs?

BUDGET PROPOSAL CONCERNS

While the administration’s fiscal year 2013 budget tries to address these goals by
balancing priorities, I am concerned about some of its proposals.

The proposed budget for Project-Based Rental Assistance will manage within the
requested level by intentionally not funding contracts for a full 12 months. I have
seen this policy before. And while this may be manageable in the short-run, I am
concerned that we won’t have the resources when the bill eventually comes due.

In the Tenant-Based Rental Assistance account, I am also concerned that the
funding level requested to renew vouchers is effectively flat—despite anticipated in-
flation and the need to renew vouchers for the first time.

The budget also relies on savings from a number of policy changes, which are not
without controversy. So as we make the difficult choices in the budget, I want to
be sure that we are making decisions with an understanding of their consequences
and an eye toward the future.
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BUDGET HIGHLIGHTS

Despite my concerns, there are some bright spots in the budget. The request again
seeks $75 million for new HUD-VASH vouchers, which have helped to reduce home-
lessness among veterans by 12 percent between 2010 and 2011.

The administration has worked hard to develop a plan to finally end homeless-
ness. And I am very glad that the request for homeless programs reflects a contin-
ued commitment to that plan.

HUD OVERSIGHT

At a time when resources are scarce, oversight of HUD’s programs becomes even
more important. I look forward to continuing to work with the Department and my
colleagues to find additional ways to improve HUD’s programs.

I would like to acknowledge HUD’s new inspector general, Mr. Montoya, who is
with us today. I welcome his vision for HUD’s Office of Inspector General and I look
forward to working with him to protect taxpayer dollars and improve the efficacy
of HUD’s programs.

CLOSING

The fiscal year 2013 budget once again requires difficult choices to be made.

As I work together with Senator Collins and my colleagues on the subcommittee
to put together this bill, I will be mindful of the millions of Americans who rely on
HUD’s programs for a place to sleep each night.

Mr. Secretary, I look forward to our discussion today and working with you as
we develop the fiscal year 2013 budget.

With that I will turn it over to my partner in these efforts, Senator Collins.

Senator MURRAY. And Senator Collins, thank you for accommo-
dating us as well.

As all of you know, we have a vote in about an hour and 20 min-
utes, and I know Senator Collins and I both need to be on the floor
then.

So with that, let me turn it over to my colleague, Senator Collins.
Thank you for being here today.

STATEMENT OF SENATOR SUSAN M. COLLINS

Senator COLLINS. Thank you very much, Chairman Murray.

First, let me say how much I enjoyed working with you last year
as we crafted this important appropriations bill. We did so in a
truly bipartisan fashion. We share a lot of the same priorities.

And it was also a great pleasure to work with Secretary Dono-
van, and I appreciate his being here today as we discuss how to
meet the housing and economic development needs of families and
communities across our Nation.

As we begin to construct the fiscal year 2013 budget, we are
mindful that we are once again operating under very difficult fiscal
constraints. That is even more challenging when one considers that
more than 80 cents out of every $1 of the budget request is re-
quired just to continue serving those who currently rely on HUD
for just housing support.

Addressing the ongoing challenge of homelessness remains a top
priority of mine. Chairman Murray and I continue to share this
commitment, particularly for our Nation’s veterans. And we worked
very hard last year to preserve funding for the HUD-VASH pro-
gram.

One out of every six men and women in homeless shelters are
veterans, and unfortunately, veterans are 50 percent more likely to
fall into homelessness compared to other Americans. So I am
pleased that the budget request continues funding for the HUD-
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VASH program at $75 million. This level of funding should help us
serve an additional 10,000 veterans who would otherwise likely be
homeless.

Veterans’ homelessness fell by nearly 12 percent in the year
2010, demonstrating that these programs work. I've also always
supported funding for the homeless assistance grants programs to
prevent and end homelessness. The budget proposes $2.2 billion for
this program. That’s an increase of approximately $330 million
over the previous fiscal year.

It is, however, important that we focus on what works. And one
of the models that I've seen work in the State of Maine is the
Housing First model for aiding those who are homeless.

We need better data to ensure the effectiveness of all housing
programs. This particular model is proving its effectiveness in my
home State of Maine through the Florence House, a comprehensive
center for homeless women in Portland.

In addition to programs that effectively serve the homeless,
HUD, of course, provides support for affordable rental housing. The
budget proposes more than 519 billion for the Tenant-Based Rental
Assistance program, of which $1.6 billion is available for adminis-
trative costs. That’s an increase in direct response to the fact that
some public housing agencies (PHAs) are having a difficult time ad-
ministering their voucher programs and have actually turned back
vouchers as a result, and that is very troubling.

We don’t want to overpay them for their administrative expenses,
but they need to have sufficient expenses to efficiently and effec-
tively run the program.

Another important issue that I'd like to address is HUD’s over-
sight of the Maine State Housing Authority Section 8 Voucher Pro-
gram. A series of recent newspaper stories revealed troubling cases
of code violations and other poor conditions in Oxford County,
Maine. In fact, the local fire chief was so upset that he wrote a let-
ter to my office, asking for my help.

HUD has an obligation to oversee the use of Federal funds of
public housing agencies nationwide and to ensure that these funds
are not supporting substandard properties.

I just want to share, briefly, with my colleagues and the people
from HUD here, and the inspector general, one of the particular
units, one of the apartments that was cited in this newspaper se-
ries. HUD was actually paying $600 a month in Federal subsidies
for an apartment that had septic backups in the kitchen sink, a
damaged fire escape, and bat and rodent infestation. Totally unac-
ceptable.

It’s bad enough that taxpayers were charged for substandard
units, but it’s appalling that residents were forced to live in such
horrible conditions. The welfare and safety of tenants must be safe-
guarded, and federally subsidized properties must represent fair
value to both the tenant and the taxpayer alike.

I have requested the inspector general to audit HUD’s oversight
of the unit inspections and the Maine State Housing Authority’s
administration of the program. It is clearly critical that federally
subsidized properties comply with all health, safety, and quality
standards.
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And I want to commend the Secretary for taking my concerns
very seriously and for asking the Maine State Housing Authority
for a corrective action plan.

And I'm also very pleased that the inspector general has stepped
in and is investigating this problem.

I, too, want to echo Senator Murray’s concerns about the Federal
Housing Administration, which plays such a critical role in afford-
able home ownership. The decline in the housing market over the
past several years has had a tremendous impact on families and
communities throughout the Nation as well as our economy as a
whole.

While I understand that HUD has taken a number of steps to
increase capital reserves, it remains troubling that the capital re-
serve ratio remains below the congressionally mandated level of 2
percent. 'm optimistic that we’ll hear some good news as a result
of the settlements, but that still is of concern.

I also want to discuss in the question period with the Secretary
what can be done to ensure the greater use of wood pellet heating
systems in Maine that have not qualified for assistance under the
FHA program. And those are increasingly popular. They are an al-
ternative to fossil fuels. Maine is very heavily dependent on home
heating oil, the price of which has spiked.

Finally, the level funding for the Community Development Block
Grant program, proposed at about $3 billion, is disappointing. This
popular program supports the economic growth strategies of com-
munities nationwide, and enables key investments in their long-
term economic growth. It is programs like CDBG that help to build
a foundation for future prosperity.

These are just some of the issues before our subcommittee.

PREPARED STATEMENT

And again, Madam Chairman, I look forward to working very
closely with you again this year.
[The statement follows:]

PREPARED STATEMENT OF SENATOR SUSAN M. COLLINS

Thank you, Chairman Murray. I am delighted to join you once again as we start
the fiscal year 2013 appropriations process and consider the Department of Housing
and Urban Development’s (HUD’s) budget request.

Mr. Secretary, it is nice to see you again. I look forward to working with you to
meet the housing and economic development needs of families and communities
throughout the Nation.

As we begin to construct the fiscal year 2013 budget, we will continue to face dif-
ficult decisions given the fiscal constraints we remain under. This is even more chal-
lenging when more than 80 cents out of every $1 of the fiscal year 2013 request
is required just to continue serving those who currently rely on HUD for housing
support.

Addressing the ongoing challenge of homelessness remains a top priority of mine.
Chairman Murray and I continue to share this commitment, particularly for our Na-
tion’s veterans. One out of every six men and women in homeless shelters are vet-
erans, and unfortunately, veterans are 50 percent more likely to fall into homeless-
ness compared to other Americans.

I am pleased the budget continues funding for HUD’s Veterans Affairs Supportive
Housing (HUD-VASH) Program at $75 million. This level of funding will serve an
additional 10,000 veterans, who would otherwise be homeless were it not for HUD-
VASH. Veterans’ homelessness fell by nearly 12 percent in 2010, demonstrating that
programs like HUD-VASH work.
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I have always supported funding for the Homeless Assistance Grants program to
revent and end homelessness. The budget proposes $2.2 billion for this program,
330 million more than fiscal year 2012.

We need to focus, however, on what works such as the Housing First model for
aiding those who are homeless. We need better data to ensure the effectiveness of
all housing programs. This model is proving its effectiveness in my home State of
Maine through Florence House, a comprehensive center for homeless women in
Portland.

In addition to programs that effectively serve the homeless, HUD also provides
support for affordable rental housing. The budget proposes more than $19 billion for
the Tenant-Based Rental Assistance program, of which $1.6 billion is available for
administrative costs. This represents a $225 million increase in administrative fund-
ing from fiscal year 2012. It is my understanding that some public housing agencies
are having a difficult time administering their voucher programs, including HUD-
VASH, this fiscal year.

Another important issue I would like to address is HUD’s oversight of the Maine
State Housing Authority’s Section 8 voucher program. A series of recent newspaper
articles revealed troubling cases of code violations and other poor conditions in Ox-
ford County, Maine. HUD has an obligation to oversee the use of Federal funds at
public housing agencies nationwide and to ensure these funds do not support sub-
standard properties.

One of the units cited, for which HUD was paying $600 in Federal subsidies, had
septic backups in the kitchen sink, a damaged fire escape, and bat and rodent infes-
tation. It is bad enough that taxpayers were charged for substandard units, but it
,is appalling that residents were forced to live in such horrible conditions. The wel-
fare and safety of tenants must be safeguarded, and federally subsidized properties
must represent fair value to the tenant and the taxpayer alike.

I requested that the Inspector General audit HUD’s oversight of unit inspections
and the MSHA’s administration of its program. It is critical that federally sub-
sidized properties comply with all health, safety, and quality standards.

In addition to supporting affordable rental housing, HUD plays a critical role in
affordable home ownership through the Federal Housing Administration. The de-
cline in the housing market over the past several years has had a tremendous im-
pact on families and communities throughout the Nation, from the huge number of
foreclosures to the substantial decline in home values.

While I understand HUD has taken a number of steps to increase capital re-
serves, it is troubling that the capital reserve ratio remain s below the congression-
ally mandated level of 2 percent. In questions I also want to discuss how HUD regu-
lations can encourage the great use of wood pellet heat in FHA-assisted homes.

Finally, the level funding for the Community Development Block Grant (CDBG)
program, proposed at $2.95 billion, is disappointing. This popular program supports
the economic growth strategies of communities nationwide and enables key invest-
ments in their long-term economic growth. It is programs like CDBG that help to
build a foundation for future prosperity.

These are just some of the issues we are confronted with on our subcommittee
this year. Chairman Murray, I look forward to working with you as we consider
HUD’s fiscal year 2013 budget request.

Senator MURRAY. Thank you very much, Senator Collins.
With that, we’ll turn it over to you, Secretary Donovan, for your
opening statement.

SUMMARY STATEMENT OF HON. SHAUN DONOVAN

Secretary DONOVAN. Thank you, Madam Chair, ranking member,
for the opportunity to be here today. Today, I would like to discuss
how HUD'’s fiscal year 2013 budget proposal is essential to creating
housing and communities built to last and will directly support
700,000 jobs.

Madam Chair, in developing this proposed budget we followed
four principles. The first is to continue our support for the housing
market, while bringing private capital back. The critical support
FHA provided over the last 3 years has helped 2.8 million families
buy a home and more than 1.7 million homeowners refinance into
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stable, affordable products with average monthly savings of more
than $125.

At the same time, we have taken the most significant steps in
FHA history to reduce risks to the taxpayer and reform FHA’s
mortgage insurance premium structure. With the premium in-
creases of 10 basis points recently enacted by Congress, coupled
with additional premium increases on jumbo loans reflected in the
budget, FHA projects to add an additional $8.1 billion in receipts
to the capital reserve account in 2013.

And just this week, we announced a series of additional premium
changes that will increase receipts to FHA above those already in
the budget by over $1 billion in fiscal years 2012 and 2013.

We have also taken significant steps to increase accountability
for FHA lenders, and continue to seek expanded authority via legis-
lation that will further enable us to protect the fund, as will the
recent settlement with America’s five largest servicers, through
which FHA will receive approximately $900 million to compensate
for losses associated with loans originated or serviced in violation
of FHA requirements.

With FHA’s current market share declining since 2009, these re-
forms will further help private capital return, while ensuring that
FHA remains a vital source of financing for underserved borrowers
and communities.

Just as importantly, while HUD’s fiscal year 2013 request is
$44.8 billion in gross budget authority, because of FHA and Ginnie
Mae receipts, the cost to the taxpayer for this budget is only $35.35
billion, fully 7.3 percent below the fiscal year 2012 enacted level,
more than meeting our deficit reduction targets while still allowing
us to improve oversight of our core programs.

The second principle we used to develop our budget was to pro-
tect current residents and improve the programs that serve them.
The 5.4 million families who live in HUD-assisted housing earn
$10,200 per year, as a median, and more than half are elderly or
disabled. That’s why 83 percent of our budget, as you both recog-
nized, keeps these residents in their homes and provides basic up-
keep to public housing, while also continuing to serve our most vul-
nerable populations through our homeless programs.

As you know, inflation and stagnant incomes put real pressure
on the cost of these programs each year. This year, we redoubled
our efforts to minimize and even reverse these increases, not just
for this year, but in the years to come.

For instance, we are working with your colleagues to enact Sec-
tion 8 reform legislation that would save $1 billion over the next
5 years, while also supporting the ability of public housing authori-
ties in small towns and rural areas to better serve the working
poor.

The budget also achieves savings in the Project-Based Rental As-
sistance program by improving oversight of market rent studies,
capping certain annual subsidy increases, and offsetting excess re-
serves.

Even still, protecting current families required us to make
choices we would not have made in a different fiscal environment.
Requesting $8.7 billion for the Project-Based Rental Assistance pro-
gram allows us to serve the same number of families, but it re-



10

quired us to provide less than 12 months of funding for the major-
ity of contracts.

In addition, even though the budget maintains hardship exemp-
tions, the budget raises minimum rents throughout our core rental
assistance programs to a uniform $75 per month.

These very difficult decisions are the kinds of steps we were re-
quired to take in this difficult budget environment. That’s why our
third principle, continuing investments that leverage private dol-
lars and create jobs, is so important. Through our Choice Neighbor-
hoods program, we are helping communities engage a broad range
of public and private partners to transform our poorest neighbor-
hoods and ensure our children are prepared for the 21st century
economy.

As the President said, if we are going to compete with China and
India, we can’t leave anyone on the sidelines. Likewise, our Sus-
tainable Communities grants challenge communities to creatively
use existing resources that help them insource and bring jobs back
to our shores.

In Memphis, which is using HUD’s Community Challenge grant
to more effectively use Federal and State resources in neighbor-
hoods surrounding its international airport, FedEx has already cre-
ated over 3,000 jobs, and companies like Electrolux and Nucor
Steel are poised to create another 1,500.

At a time when the fiscal environment has required us to make
tough choices about CDBG and HOME—dollar-for-dollar, the most
effective job creators in our budget—these grants are essential be-
cause they leverage the limited resources of core programs even
more smartly and efficiently.

Indeed, reducing regulatory burdens and increasing efficiency is
the fourth and final principle we used to formulate this budget. For
example, the budget provides flexibilities to public housing agen-
cies to better manage in this fiscal environment. And to hold our
partners accountable for the funding they receive, it also continues
our Transformation Initiative (TT).

With your help, we are both continuing the next generation man-
agement system that will improve monitoring and oversight of our
largest rental assistance programs, and launching a crosscutting
technical assistance initiative targeted to PHAs so they have the
capacity to manage their budgets.

TI research also allows us to propose increased investments in
programs we know work, like permanent support of housing and
rapid re-housing that end homelessness and save money. That’s
why, even in this difficult environment, as both of you have cham-
pioned, we proposed additional funding for homeless assistance
grants and the HUD-VASH program for homeless veterans, ensur-
ing we can end chronic and veteran homelessness by 2015.

All told, despite tough choices, this proposed budget allows us to
serve 27,000 more vulnerable families. It recognizes that the recov-
ery of our housing market is essential to our broader economic re-
covery, and it expresses our belief that every American should get
a fair shot, do their fair share, and play by the same rules.

PREPARED STATEMENT
Thank you for having me here today.
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[The statement follows:]

PREPARED STATEMENT OF HON. SHAUN DONOVAN

Chairman Murray, Ranking Member Collins, and members of the subcommittee,
thank you for the opportunity to testify today regarding the fiscal year 2013 budget
for the Department of Housing and Urban Development (HUD), Housing and Com-
munities Built to Last.

I appear before you to discuss this budget in an economic environment that is sig-
nificantly improved from when the President took office. An economy that was
shrinking is growing again—and instead of rapid job loss, more than 3.2 million new
private sector jobs have been created in the last 22 months, and national unemploy-
ment has fallen to a near 3-year low. But we know there’s still more work to be
done to ensure that America can create an economy built to last—with good jobs
that pay well and security for the middle class.

HUD’s fiscal year 2013 budget tackles these challenges head on: By helping re-
sponsible families at risk of losing their homes; by providing quality affordable rent-
al housing to some of our Nation’s most vulnerable families; by transforming neigh-
borhoods of poverty to ensure we are not leaving a whole generation of our children
behind in our poorest communities; by rebuilding the national resource that is our
federally assisted public housing stock and ensuring that its tenants are part of the
mobile, skilled workforce our new global economy requires; and by leveraging pri-
vate sector investments in communities to create jobs and generate the economic
growth our country needs. Indeed, this budget will support hundreds of thousands
of jobs both directly and indirectly, serving as a powerful engine for job creation in
the places that need them most.

Our budget provides $44.8 billion for HUD programs, an increase of $1.4 billion,
or 3.2 percent, above fiscal year 2012. This program funding level (i.e., gross budget
authority) is offset by $9.4 billion in projected Federal Housing Administration
(FHA) and Ginnie Mae receipts, leaving net budget authority of $35.4 billion, or 7.3
percent below the fiscal year 2012 enacted level of $38.2 billion. The budget reflects
the reality that we cannot create an economy built to last without taking responsi-
bility for our deficit. The caps set by the Budget Control Act of 2011 promise over
$907 billion in total discretionary cuts over the next 10 years, and every department
shares a responsibility to make tough cuts so there’s room for investments to speed
economic growth. To maintain our commitment to fiscal discipline, this budget in-
vests in improving the infrastructure and technological systems critical to reforming
the Government to be leaner, more transparent, and ready for the 21st century.
Moreover, by providing a menu of key reforms—including to some of our largest
rental assistance programs—this budget simplifies and aligns policies to be more ef-
ficient and effective, while saving the taxpayer hundreds of millions of dollars. To
be clear, not all of the reforms we’re proposing are easy. Indeed, this budget makes
tough choices in order to contribute to deficit reduction in a substantial way.

RESPONDING TO THE CRISIS

Much has happened in the 3 years since HUD submitted its fiscal year 2010 budg-
et. Only weeks before the Bush administration and Congress had taken dramatic
steps to prevent the financial meltdown, the Nation was losing 753,000 jobs a
month, our economy had shed jobs for 22 straight months, house prices had declined
for 30 straight months, and consumer confidence had fallen to a 40-year low.

In the face of an economic crisis that experts across the political spectrum pre-
dicted could turn into the next Great Depression, the Obama administration had no
choice but to take aggressive steps. The Federal Reserve and Treasury helped keep
mortgage interest rates at record lows. Because low interest rates only matter if
there are mortgages available at those rates, the administration also provided sup-
port for Fannie Mae and Freddie Mac, while HUD’s Federal Housing Administration
stepped in to play its critical countercyclical role in helping to stabilize the housing
market. The administration proposed, and Congress enacted, a homebuyer tax credit
to spur demand in the devastated housing sector. And we took steps to help families
keep their homes—through mortgage modifications and FHA’s loss mitigation ef-
forts.

The results of these extraordinary but necessary actions are clear. Since April
2009, more than 5.6 million borrowers have received mortgage modifications with
affordable monthly payments, nearly 14 million families have been able to refinance
their homes, and foreclosures are down by nearly 50 percent.
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CREATING AN ECONOMY BUILT TO LAST

Now, having prevented our economy from falling into a second Great Depression,
the administration is focused on ensuring that we create an economy built to last,
which makes strategic investments in our communities but also takes responsibility
for our deficit. For HUD, that meant using four core principles to develop our budg-
et:

—Continuing to provide critical support for the housing market while bringing

private capital back into the market;

—Protecting current residents—and improving the programs that serve them,;

—Continuing progress on signature initiatives to provide communities with the
tools they need to speed economic growth; and

—Reducing regulatory burdens and increasing efficiency—including streamlining,
simplifying, and reforming current programs.

As such, the Department’s budget for fiscal year 2013 follows the roadmap the
President has laid out for jumpstarting our economy through educating, innovating,
and building—by targeting our investments to the families and geographies that
need them the most, and putting American back to work. Specifically, this budget
helps:

—Give Hard-Working, Responsible Americans a Fair Shot.—Not only is there
more work to do to ensure that the economic security of middle class Americans
does not continue to erode, we have a responsibility to directly address the chal-
lenges facing the most vulnerable Americans. This budget does so by serving
over 5.4 million families—the majority of whom are extremely low income—in
our rental assistance programs; and by supporting the Choice Neighborhoods
initiative ($150 million), which provides communities with the innovative tools
they need to revitalize neighborhoods of concentrated poverty—efforts that
helped communities leverage over $1.6 billion of private funding last year alone.

—Ensure Every American Plays by the Same Rules.—Put simply, we cannot settle
for a country where a shrinking number of people do really well, while more
Americans barely get by. There are still millions of Americans who have worked
hard, acted responsibly, and made their mortgage payments on time—who, be-
cause their homes are worth less than they owe on their mortgage, can’t take
advantage of today’s historically low interest rates and are facing real economic
insecurity. In addition to steps taken by the administration to combat predatory
lending practices (discussed in depth below), this budget provides critical fund-
ing for the Housing Counseling program ($55 million), which will directly help
over 185,000 of low- to moderate-income families in improving access to quality
affordable housing, expanding homeownership opportunities, and preserving
homeownership through foreclosure mitigation; as well as providing training to
over 4,800 counselors nationwide.

This budget also recognizes that we can no longer tolerate a federally supported
rental housing system that is “separate and unequal’—one which expects public
housing authorities (PHASs) to house over 3 million families, subjecting them to over-
ly burdensome regulation while denying them access to private capital available to
virtually every other form of rental housing. To bring our rental housing system into
the 21st century and begin addressing the $26 billion in public housing capital
needs, this budget includes proposals that would increase PHA flexibility to fund
critical supportive services for assisted families while also moving them toward
mainstream real estate financing and management practices through the consolida-
tion of outmoded funding streams. At the same time, by implementing the second
year of our Rental Assistance Demonstration, the budget will use existing resources
to ensure that up to 60,000 units funded through our public housing and the so-
called “orphan programs” can leverage debt to access private capital and preserve
affordable housing.

Create New Jobs in America To Discourage Outsourcing.—In addition to the hun-
dreds of thousands of jobs that this budget creates both directly and indirectly, it
makes an essential contribution to the administration’s broader effort to discourage
outsourcing and encourage insourcing. Specifically, attracting new businesses to our
shores depends on urban, suburban, and rural areas that feature more housing and
transportation choices, homes that are near jobs, and transportation networks that
move goods and people efficiently—which is why this budget restores funding for
Sustainable Housing and Communities ($100 million), which embodies the Presi-
dent’s commitment to being a new kind of Federal partner to regions, States, and
localities as they tackle planning and economic development challenges for the 21st
century.

Of course, smart planning requires sustained follow-through. That is why HUD
is committed to ensuring that its core community and housing development work
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contributes to more and better transportation choices; promotes equitable, affordable
housing; and aligns Federal policies and funding to remove barriers to local collabo-
ration. Accordingly, we will continue to make critical investments programs such as
the Community Development Block Grant (CDBG) ($2.95 billion in formula grants)
and Native American Housing Block Grant ($650 million). In particular, CDBG is
an important catalyst for economic growth—helping leaders around the country
bring retail businesses to their communities, forge innovative partnerships and re-
build their economies.

Reform Government So That It’s Leaner, Smarter, More Transparent, and Ready
for the 21st Century.—It is clear that an economy built to last requires a Federal
Government that is efficient, streamlined, and transparent. As such, the budget pro-
poses reforms to HUD rental assistance programs that would save over $500 million
in fiscal year 2013 without reducing the number of families served—Dby streamlining
programs and reforming policies. Moreover, this budget once again calls for the
flexible use of resources (estimated $120 million)! through the Transformation Ini-
tiative, which the Department needs to invest in technical assistance to build local
capacity to safeguard and effectively invest taxpayer dollars; conduct innovative re-
search, evaluations of program initiatives and demonstration programs so we can
fund what works and stop funding what doesn’t; and upgrade the IT infrastructure
that tracks and monitors our programs.

MOVING THE NEEDLE, MAKING SUBSTANTIAL PROGRESS

In short, this budget will achieve substantial results not only for vulnerable, low-
income Americans but also for hard-hit local and State economies across the coun-
try. Its carefully targeted investments will enable HUD programs to serve millions
of families in thousands of communities nationwide; to help create an economy built
on American manufacturing, American energy, skills for American workers, and a
renewal of American values.

Consistent with the previous 2 years, HUD’s fiscal year 2013 budget is structured
around the five overarching goals the Department adopted in its Strategic Plan
2010-2015. These goals reflect the Department’s—and my—commitment to “moving
the needle” on some of the most fundamental challenges facing America as we cre-
ate an economy built to last. Indeed, every month, I hold HUDStat meetings on one
or more of these goals, to assess progress and troubleshoot problems in order to: (1)
Ensure that HUD is as streamlined and effective as possible in the way that we
administer our own programs and partner with other Federal agencies; and (2) hold
our grantees accountable for their expenditure of taxpayers’ hard-earned dollars.

HOLDING OURSELVES ACCOUNTABLE: MOVING THE NEEDLE ON VETERANS
HOMELESSNESS

In a year when we have troops returning from two wars, we cannot afford
to waste any time in the fight to end veterans homelessness. That is why the
partnership between HUD and the Department of Veterans Affairs (VA) is
more important than ever. Over the last 2 years alone, HUD and the VA have
collaborated through the HUD-VASH program to end homelessness for more
than 40,000 veterans, far surpassing HUD’s High Priority Performance Goal
of 31,000. Overall, HUD and the VA have jointly committed to eliminating vet-
erans homelessness by 2015, a goal which can only be achieved through effec-
tive collaboration, along with a joint focus on data-driven accountability as
demonstrated in processes like HUDStat. VA Deputy Secretary Scott Gould
and key VA program staff have become regular participants in HUDStat meet-
ings, where together we analyze performance data to understand trends, iden-
tify best practices, and prioritize the actions needed to accelerate progress.
Through this collaboration, which extends to staff throughout the country, I
am proud of the work we have done to keep us on track to end veteran’s home-
lessness by 2015. However, as President Obama has said, until we reach a day
when not a single veteran sleeps in our Nation’s streets, our work remains un-
finished.

1The total TI transfer authority in fiscal year 2013 is approximately $215 million; however,
HUD anticipates transferring approximately $120 million.
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HUD GOAL 1: STRENGTHEN THE NATION’S HOUSING MARKET TO BOLSTER THE ECONOMY
AND PROTECT CONSUMERS

This administration entered office confronting the worst economic crisis since the
Great Depression—as mortgages were sold to people who couldn’t afford or under-
stand them, while banks packaged them into complex securities that they made
huge bets on—and bonuses with—other people’s money. And while the largest fac-
tors contributing to this crisis were market driven, the American people have turned
to Congress and the administration for leadership and action in righting our Na-
tion’s housing market. HUD remains firmly committed to working together with
communities and individuals to cope with these unprecedented challenges.

Responding to the Market Disruption

The Federal Housing Administration (FHA) and Government National Mortgage
Association (GNMA) continue to have a significant impact on the Nation’s economic
recovery. The activities of the Federal Government are critical to both supporting
the housing market in the short term and providing access to homeownership oppor-
tunities over the long term, while minimizing the risk to taxpayers. Over the past
2 years, HUD has worked with the Department of the Treasury and other adminis-
tration partners to construct a housing finance system that relies on an actuarially
sound pricing structure, effective lending oversight, and adequate organizational ca-
Eacity to ensure consistent access to, and liquidity and stability in, the capital mar-

ets.

In fiscal year 2013, HUD is requesting $400 billion in loan guarantee authority
for the Mutual Mortgage Insurance Fund, which will provide an estimated 0.8 mil-
lion single-family mortgages (a projected $149 billion in loan volume) and $25 billion
in loan guarantee authority for the General and Special Risk Insurance Fund, which
will provide an estimated 156,000 units in multifamily housing properties and an
estimated 80,600 beds in healthcare facilities. The need for this investment is clear
as FHA has played a critical role in stabilizing the Nation’s mortgage market. At
a time when liquidity and access were needed most in the housing market to facili-
tate the recovery of the broader economy, FHA stepped in to ensure that mortgage
capital continued to flow. However, FHA’s expanded role is and should be tem-
porary. FHA’s loan volume has declined 34 percent from its peak in 2009, and its
market share is decreasing for the first time since 2006, thereby laying the ground
work for private capital to return to the market. FHA is particularly important to
borrowers that the conventional market does not adequately serve , including quali-
fied borrowers who would otherwise be shut out of the mortgage market. Fully 60
percent of all African American and Hispanic homebuyers using mortgages rely
upon FHA financing and over 30 percent of all FHA-insured homebuyers are minori-
ties. Over half of all African Americans who purchased a home last year and 45 per-
cent of Hispanics did so with FHA financing.

Redoubling Efforts To Keep Homeowners in Their Homes

While there is work still to be done, HUD is proud of the progress this adminis-
tration has made in tackling ongoing foreclosure challenges. Between April 2009
and December 2011, more than 5.6 million mortgage modifications were started—
including more than 1.7 million HAMP trial modification starts and nearly 1.2 mil-
lion FHA loss mitigation and early delinquency interventions. In addition, to date,
more than 930,000 HAMP trial modifications have resulted in permanent modifica-
tions—saving these households an estimated $10.5 billion in monthly mortgage pay-
ments.

As part of the administration’s commitment to help responsible homeowners stay
in their homes, we have actively sought to use our current programs and authorities
to make homeownership sustainable for millions of American families. Examples of
our efforts include:

—Streamline Refinance.—An option that allows borrowers with FHA-insured
loans who are current on their mortgage to refinance into a new FHA-insured
loan at today’s low interest rates without requiring additional underwriting,
permitting these borrowers to reduce their mortgage payments. This program
benefits current FHA borrowers—particularly those whose loan value may ex-
ceed the current value of their home—and by lowering a borrower’s payment,
also reduces risk to FHA. And, because we see potential for more widespread
use of this product, FHA will make changes to the way in which streamline refi-
nance loans are displayed in the Neighborhood Watch Early Warning System
(Neighborhood Watch) to reduce lender concern about the potential impact asso-
ciated with taking responsibility for loans they have not underwritten, making
them more willing to offer these loans to borrowers who are current on mort-
gages already insured by FHA.
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—National First Look Program.—A partnership between HUD, the National Com-
munity Stabilization Trust and large financial institutions that offers Neighbor-
hood Stabilization Program grantees an exclusive 12- to 14-day window to
evaluate and bid on foreclosed properties.

—Short Refinance Option.—In 2010, FHA made available an option that offers un-
derwater non-FHA borrowers, who are current on their existing mortgage and
whose lenders agree to write off at least 10 percent of the unpaid principal bal-
ance of the first mortgage, the opportunity to refinance into a new FHA-insured
mortgage.

Finally, as another critical component to the recovery of the housing market, the
President has also put forward a Homeowner Bill of Rights—a single, straight-
forward set of commonsense rules that families can count on when they’re shopping
for a mortgage, including the right to a new, simple, clear form for new buyers that
gives people confidence when they’re making the most important financial decision
of their lives. And those rights shouldn’t end when homeowners get the keys to their
new home. When Americans lose their job or have a medical emergency, they should
know that when they call their lender, that call will be answered and that their
home won’t be sold in foreclosure at the same time they are filling out paperwork
to get help.

FUNDING WHAT WORKS: HOUSING COUNSELING ASSISTANCE

In fiscal year 2013, HUD is requesting $55 million in Housing Counseling
Assistance to improve access to quality affordable housing, expand homeowner-
ship opportunities, and preserve homeownership, all of which are especially
critical in today’s economic climate. With this funding, HUD expects to serve
nearly 185,000 low- to moderate-income families, as well as provide training
to 4,800 counselors nationwide. HUD-approved counselors help clients learn
about purchasing or refinancing a home; rental housing options; reverse mort-
gages for seniors; foreclosure prevention; loss mitigation; preventing evictions
and homelessness; and moving from homelessness to a more stable housing sit-
uation. In 2011, HUD-Approved Housing Counseling agencies, with grant
funds from HUD and other funding sources, assisted over 1.9 million families,
including more than 1 million potential and current homeowners with mort-
gage-related issues.

Strengthening FHA and Paving the Way for Private Capital To Return

The books of business in the few years before 2009 have largely driven the high
number of claims to the Mutual Mortgage Insurance Fund (MMI Fund). This was
driven by overall economic and unemployment trends as well as by the combined
effects of poor underwriting, unscrupulous, and non-compliant practices on the part
of lenders, and a seller-funded downpayment assistance program that allowed many
borrowers to obtain mortgages without a meaningful down payment. As a result, the
books of business FHA insured prior to the start of this administration have se-
verely impacted the health of FHA’s MMI Fund. But thanks to our efforts, I can
say confidently that FHA is moving in another direction, and that the long-term out-
look for FHA and the MMI Fund are now much better than they were in 2009.

The change in trajectory in the performance of FHA-insured loans is no accident.
Immediately upon taking office, this administration acted quickly and aggressively
to protect FHA’s MMI Fund and to ensure its long-term viability. We have taken
more steps since January 2009 to eliminate unnecessary credit risk and assure
strong premium revenue flows in the future than any administration in FHA his-
tory. Indeed, the gains FHA has experiences since 2009 are the result of a three-
part strategy: Systematic tightening of risk controls, increased premiums to stabilize
near-term finances and expanded usage of loss mitigation workout assistance to
avoid unnecessary claims.

And, we continue to take steps to further strengthen the Fund. In the 2013 budg-
et we announced a 10 bps annual premium increase on all FHA insured loans to
comply with the requirement passed by Congress late last year, as well as an addi-
tional 25 bps annual premium increase on “jumbo” loans making the total increase
for these larger loans 35 bps. And just this week, we announced a series of premium
changes that will further increase receipts to FHA by over $1 billion in fiscal years
2012 and 2013, beyond the receipts already included in the President’s budget sub-
mission. In addition, we have also taken significant additional steps to increase ac-
countability for FHA lenders. Via a final rule published a few weeks ago, we clari-
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fied the bases upon which FHA will require indemnification from lenders partici-
pating in our Lender Insurance program, making clear the rules of the road for
lenders and giving FHA a solid basis upon which to require indemnification by lend-
ers for violations of FHA guidelines. And we continue to seek expanded authority
via legislation that will further enable us to protect the MMI Fund from unneces-
sary and inappropriate losses associated with lenders who violate our requirements.

The next in a series of steps we have pursued to hold lenders accountable for their
actions are the recently announced settlements with some of America’s largest lend-
ers. Through these settlements, FHA will receive over $900 million compensation
for losses associated with loans originated outside of FHA requirements, or for
which FHA’s servicing requirements were violated.

Despite the unprecedented efforts of this administration to alter the trajectory of
FHA, considerable risks remain. The FHA MMI Fund has two components: The Fi-
nancing Account, which holds enough money to accommodate all expected losses on
FHA’s insured MMI portfolio as of the end of the current fiscal year; and the Capital
Reserve Account, which is required to hold an additional amount equal to 2 percent
of the insurance in force. Since 2009, the Fund’s capital reserve ratio has been below
that 2-percent level.

The President’s budget always includes estimates regarding the status of the Cap-
ital Reserve at the end of the current fiscal year. This prediction is based on esti-
mates and projections of future economic conditions, including house prices and
other economic factors which may or may not come to pass. In addition, the 2013
budget estimate for the FHA Capital Reserve account does not include added rev-
enue from the additional premium increases announced this week or the proceeds
from FHA-approved lenders under the terms of the mortgage settlements. With
these additional revenues accounted for, the Capital Reserve is estimated to have
sufficient balances to cover all future projected losses without triggering a manda-
tory appropriation under the Federal Credit Reform Act. Moreover, the budget esti-
mates that FHA will add an additional $8 billion to the MMI Capital Reserve Ac-
count in 2013, and return to the congressionally mandated capital reserve ratio of
2 percent by 2015.

The 2013 budget also includes premium increases for FHA’s General Insurance
and Special Risk Insurance programs that serve market rate multifamily properties
and healthcare facilities. These changes are intended to ensure that FHA products
are priced appropriately to compensate for FHA’s risk and encourage the return of
private capital to our mortgage markets. The proposed increases include: 20 basis
points for all new construction or substantial rehabilitation loans including but not
limited to section 220, 221(d), section 231, section 242, and section 232; 15 basis
points for permanent loans in section 223(f); and 5 basis points for section 223(a)(7).
Premiums for affordable housing projects (such as those with HUD rental subsidies
and low-income housing tax credits, as well as those insured under FHA risk-shar-
ing programs) will not be increased.

With the proposed premium increases, FHA Multifamily and Healthcare loans
will be priced more appropriately to crowd back in private capital, while at the same
time continuing to ensure sufficient levels of available capital in these sectors. The
increase in premiums also reflect new realities—the Multifamily book of business
is five times greater than it was just 3 years ago, and the risk profile has changed
dramatically. FHA’s portfolio is now more than 50 percent market rate, which adds
a new component of risk, and a need to take steps to ensure the future viability
of the portfolio. With interest rates at a record low the existing portfolio loans could
remain in FHA’s portfolio longer than the average timeframes and will need to be
managed prudently. FHA will publish the proposed increased in the Federal Reg-
ister in the next 30-60 days and welcomes feedback during the comment period.

HUD GOAL 2: MEET THE NEED FOR QUALITY, AFFORDABLE RENTAL HOMES

In an era when more than one-third of all American families rent their homes and
nearly 7 million unassisted families with very low incomes spend more than 50 per-
cent of their income on rent, it remains more important than ever to provide a suffi-
cient supply of affordable rental homes for low-income families—particularly since,
in many communities, affordable rental housing does not exist without public sup-
port. HUD’s fiscal year 2013 budget maintains HUD’s core commitments to pro-
viding rental assistance to some our country’s most vulnerable households as well
as distributing housing, infrastructure, and economic development funding to States
and communities to address their unique needs. Overall, 83 percent of HUD’s total
fiscal year 2013 budget authority requested will provide rental assistance to over
5.4 million residents of HUD-subsidized housing, including public housing and HUD
grants to homeless assistance programs.
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And, I am proud to say that, despite an era of challenging budgets, we have in-
creased the number of families served through our rental assistance programs every
year.

Families Receiving HUD Rental Assistance
5.5 Ll

5.4

5.1 T 1
FY2009 FY2010 FY2011 FY2012* FY2013*

* FY2012 and FY2013 are estimates

Detailed data shows how vulnerable these families are to the economic downturn.
In HUD’s core rental assistance programs, including Tenant-Based Rental Assist-
ance (TBRA), Public Housing, and Project-Based Rental Assistance (PBRA): 72 per-
cent of families are extremely low income (below 30 percent of area median income)
and an additional 20 percent are very low income (below 50 percent of area median
income). The devastating effect of the tough economic environment on the housing
circumstances of poor Americans was underscored last year, when HUD released its
Worst Case Housing Needs study results. HUD defines worst case needs as: Renters
with very low incomes who do not receive Government housing assistance and who
either pay more than half their income for rent, live in severely inadequate condi-
tions, or both. The report showed an increase of 20 percent in worst case needs rent-
ers between 2007 and 2009. This is the largest increase in worst case housing needs
over a 2-year period in the quarter-century history of the survey, and caps an in-
crease of 42 percent since 2001. The need for HUD investments in this area is clear.

Preserving Affordable Housing Opportunities in HUD’s Largest Programs

This budget provides $19.07 billion for HUD’s Section 8 TBRA program, which is
the Nation’s largest and preeminent rental assistance program for low-income fami-
lies. For over 35 years it has served as a cost-effective means for delivering safe and
affordable housing in the private market. This 2013 funding level is expected to as-
sist approximately 2.2 million families by renewing existing vouchers and issuing
new incremental vouchers to homeless veterans.

The budget also provides a total of $6.6 billion to operate public housing and mod-
ernize its aging physical assets through the Public Housing Operating ($4.5 billion)
and Capital ($2.07 billion) funds, a critical investment that will help 1.1 million ex-
tremely low- to low-income households obtain or retain housing. Similarly, through
a $8.7 billion request in funding for the PBRA program, the Department will pro-
vide rental assistance funding to privately owned multifamily rental housing
projects to serve over 1.2 million families nationwide.

TOUGH CHOICES: PROJECT-BASED RENTAL ASSISTANCE

In fiscal year 2013, HUD’s Project-Based Rental Assistance request of $8.7
billion represents a $64O million decrease from the fiscal year 2012 enacted
level. This reduction, generated by providing less than 12 months of funding
upfront on some PBRA contracts that straddle fiscal years, will not reduce or
delay payments to landlords or impact the number of families served by the
program. Nonetheless, it is a difficult choice, and not one that the administra-
tion would choose to implement in a less austere fiscal environment.
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Reducing Administrative Burdens and Increasing Efficiency

This budget recognizes the need to simplify, align, and reform programs to reduce

administration burdens and increase efficiency across programs by:

—Streamlining the Public Housing Operating and Capital Funds.—To both sim-
plify the program and reduce the administrative burden on State and local pub-
lic housing authorities, the budget proposes to combine the separate Operating
and Capital funds into a single Public Housing subsidy stream. As a first step
toward consolidation, the budget provides all PHAs with full flexibility to use
their operating and capital funds for any eligible capital or operating expense.

—Providing Flexibility for PHAs To Improve Supportive Services for Assisted
Households.—The budget proposes streamlining and flexibility measures to help
PHAs improve supportive services for assisted families. The Family Self-Suffi-
ciency (FSS) program will be consolidated and aligned to enable PHAs to more
uniformly serve both TBRA and Public Housing residents. This program, which
the budget also expands to residents of PBRA housing, aims to connect resi-
dents to resources and services to find and retain jobs that lead to economic
independence and self-sufficiency. In addition, the budget authorizes PHAs to
use a portion of their Public Housing and Housing Voucher funding to augment
case management and supportive services provided through FSS or provide
other supportive services to increase opportunities for residents.

TOUGH CHOICES: COST-SAVINGS IN RENTAL ASSISTANCE PROGRAMS

The budget includes a menu of reforms to HUD rental assistance programs
that (siave over $500 million in 2013 without reducing the number of families
served.

—In the Project-Based Rental Assistance program, savings are achieved by
improving oversight of market rent studies used to set subsidy payment
levels, capping annual subsidy increases for certain properties, and using
excess reserves to offset HUD payments to landlords.

—The budget also aligns policy across rental assistance programs and re-
duces costs by increasing the minimum rent to $75 per month for all
HUD-assisted households, which is comparable to the minimum rent en-
acted in 1998, adjusted for inflation. Recognizing the potential burden that
this higher minimum rent may impose, the budget maintains the current
exemption for families facing financial hardship.

—PFinally, this budget request reduces costs by simplifying administration of
the medical expense deduction, better targeting rental assistance to the
working poor in rural areas, and setting Public Housing flat rents closer
to market levels.

Rebuilding Our Nation’s Affordable Housing Stock

Over the last 75 years, the Federal Government has invested billions of dollars
in the development and maintenance of public and multifamily housing, which serve
as crucial resources for some of our country’s most vulnerable families. Despite this
sizable Federal investment and the great demand for deeply affordable rental hous-
ing, we continue to see a decline in the number of available affordable housing
units. Over the last decade, the public housing stock has shrunk at a rate of 10,000
units per year, largely due to a growing backlog of unmet capital needs, estimated
at $26 billion. To address these challenges, HUD’s 2012 Appropriations Act author-
ized the Rental Assistance Demonstration (RAD) to test new preservation tools for
its assisted housing stock allowing for Public Housing and Moderate Rehabilitation
(Mod Rehab) properties to convert to long-term Section 8 rental assistance contracts
(capped at 60,000 units of converted assistance); and Rent Supplement (Rent Supp),
Rental Assistance Payment (RAP), and Mod Rehab properties, upon contract expira-
tion or termination, to convert tenant protection vouchers to project-based vouchers.
Unlike their current forms of assistance, these contracts offer a rental subsidy plat-
form that allows PHAs and owners to leverage current Federal appropriations with
other private and public capital to finance much needed rehabilitation and preserve
the assets as affordable housing.

RAD is a limited demonstration, which will be evaluated to assess the success of
these approaches in preserving affordable housing. Since HUD will use funding ap-
propriated for existing programs for implementation and anticipates strong interest
in RAD, the 2013 budget includes a request to exempt Mod Rehab from the 60,000
unit cap on projects that could convert assistance, at no cost, to long-term Section
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8 rental assistance contracts. If enacted, the 60,000 unit cap would apply to public
housing conversions alone, while the number of Mod Rehab conversions would not
be constrained.

FUNDING WHAT WORKS: TAKING JOBS-PLUS TO SCALE

The budget provides that up to $50 million of Public Housing capital funds
may be targeted to Jobs-Plus competitive grants to fund scaled-up implementa-
tion of the Jobs-Plus model—a successful, evidence-based strategy to increase
the employment opportunities and earnings of public housing residents
through a three-tiered program of employment services, rent-based work incen-
tives, and community support for work. This investment will increase employ-
ment opportunities for over 30,000 Public Housing residents, by helping them
secure and retain employment, keep more of the income they earn, and receive
the full benefit of work incentives such as the Earned Income Tax Credit
(EITC). A randomized experiment evaluation of the Jobs-Plus model in three
demographically diverse sites found that, on average, participants had an addi-
tional $1,300 in earnings every year from 2000 to 2006—and these earning in-
creases were durable beyond the period of the intervention. Jobs-Plus competi-
tive grants will scale up this proven model by targeting resources to high-ca-
pacity PHAs and housing developments with enough work-eligible residents to
achieve economies of scale. The grants will prioritize broad and diverse local
partnerships that cut across sectors, agencies, and funding streams.

Increasing the Production of Affordable Housing Capital Projects

In addition to developing tools to address the growing capital needs of America’s
Public Housing stock, HUD is committed to expanding the supply of affordable rent-
al homes in safe, mixed-income communities that provide access to jobs, good
schools, transportation, and, most importantly, economic self-sufficiency. Accord-
ingly, in fiscal year 2013 HUD is working together with its partners to identify ways
to make the Low Income Housing Tax Credit (LIHTC) program a more flexible and
nimble tool for the creation and preservation of affordable housing. As the primary
tool of the Federal Government for developing and rehabilitating affordable rental
housing, the LIHTC program is administered by State agencies with the assistance
of guidance from the Treasury Department and the Internal Revenue Service, and
attract capital to low-income rental housing by satisfying some of the Federal in-
come tax obligations of investors in certain low-income rental properties.

Since its addition to the tax laws in 1986, the LIHTC program has been used to
create 1.8 million in affordable rental-housing units across the country. Annually,
the program supports 95,000 jobs and generated $2.7 billion in State, local, and Fed-
eral revenues. In fiscal year 2013, as part of a broader effort to align Federal rental
programs, HUD, the Departments of Treasury and Agriculture, the Domestic Policy
Council (DPC), the Office of Management and Budget (OMB), and the National Eco-
nomic Council (NEC) will continue partnering to allow greater flexibility to State
and local agencies that administer LIHTC programs, as well as to developers and
investors, to continue to enable the creation of affordable housing in markets where
it is needed the most. Specifically, the revenue provisions of the 2013 budget en-
hance two revenue proposals that were included in the 2012 budget and introduce
two new proposals:

—An Income Averaging proposal would encourage a greater range of incomes in
LIHTC-supported affordable housing by allowing developers to choose an in-
come-limitation requirement that would be satisfied if households in the low-
income units have an average income no greater than 60 percent of AMI, with
no household above 80 percent AMI. An additional provision would allow cer-
tain existing tenants to remain in residence without impairing the developer’s
entitlement to LIHTCs.

—In the context of preserving, recapitalizing, and rehabilitating existing federally
assisted affordable housing, a Basis Boost proposal would provide a second
mechanism for earning “4 percent” LIHTCs and would give an extra, up-to-30-
percent increase in qualified basis for certain projects that receive “4 percent”
LIHTCs, either because they are at least half financed with tax exempt-bonds
or because they employed the new mechanism.

—A proposal concerning LIHTCs earned by Real Estate Investment Trusts
(REITS) is designed to diversify the pool of investors for LIHTCs and to increase
the overall demand for LIHTCs. The proposal would allow a REIT that earns
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LIHTCs to provide a tax benefit to its investors by paying them tax-exempt
dividends in an amount almost triple the amount of the REIT’s LIHTCs.

—A Victims of Domestic Violence proposal would bar LIHTC buildings from dis-
criminating against victims of actual or threatened domestic violence and would
clarify that occupancy restrictions or preferences for such victims are an allow-
able exception to the general-public-use requirement.

Finally, the recent Worst Case Housing Needs report underscores what has been
the case since well before the recent recession, namely, that extremely low-income
renters face the most severe housing shortage and cost burden of any Americans.
In addition to the Worst Case Housing Needs report, the most recent data available
from the American Housing Survey shows that, for renters below 50 percent of area
mean income, the shortage of affordable and available units increased from 5.2 to
6 million from 2007 to 2009, with just 39 affordable and available units for every
100 renters in 2009, compared to 44 [units] 2 years prior. The 2013 budget once
again provides $1 billion in mandatory appropriations for the Housing Trust Fund
(HTF) to address this critical shortage of housing where it is most desperately need-
ed. Enacted in 2008, the HTF was designed to provide capital resources to build and
rehabilitate housing to fill this precise—and growing—gap in the Nation’s rental
housing market. The time has come for Congress to provide this crucial funding.

HUD GOAL 3: UTILIZE HOUSING AS A PLATFORM FOR IMPROVING QUALITY OF LIFE

Stable housing provides an ideal platform for delivering a wide variety of health
and social services to improve economic, health, and broad-based societal outcomes.
For some, housing alone is sufficient to ensure healthy outcomes, while others re-
quire housing with supportive services to assist with activities of daily living or
long-term self-sufficiency, as well as proximity to crucial services. HUD’s fiscal year
2013 budget acknowledges this reality by making critical investments in housing
and supportive services, and partnering with other Federal agencies to maximize re-
sources and best practices. Moreover, these investments will save money in the long
term, by avoiding overuse of expensive emergency and institutional interventions.

Preventing and Ending Homelessness, Serving Our Nation’s Most Vulnerable

Nowhere is the relationship between housing and supportive services clearer than
in the successful efforts in communities around the country to address homeless-
ness. These efforts have yielded a substantial body of research, which demonstrates
that providing permanent supportive housing to chronically ill, chronically homeless
individuals and families not only ends their homelessness, but also yields substan-
tial cost-saving in public health, criminal justice, and other systems. This year’s
budget once again invests in this critical effort, by providing $2.23 billion in Home-
less Assistance Grants, including competitive programs that annually serve over
800,000 homeless families and individuals. This includes funding for the Emergency
Solutions Grants program, which will continue the work of the Homelessness Pre-
vention and Rapid Re-Housing Program—funded by the Recovery Act—that in the
last 3 years alone has helped prevent or end homelessness for over 1.2 million peo-
ple nationwide.

Moreover, HUD continues to focus on the unique needs of veterans through both
its targeted homeless programs and its mainstream housing programs using suc-
cessful methods and interventions. Currently, an estimated one out of every six men
and women in our Nation’s homeless shelters are veterans, and veterans are 50 per-
cent more likely to fall into homelessness compared to other Americans. HUD is
committed to providing affordable housing units to this unique homeless population,
and has partnered with the Departments of Health and Human Services (HHS) and
Veterans Affairs (VA) to develop targeted approaches to serve the homeless veteran
populations. Accordingly, this budget includes $75 million for the HUD-VASH pro-
gram, which combines tenant-based voucher assistance with case management and
clinical services tailored to veterans and their families. This funding will provide
10,000 new vouchers to help veterans move from our streets into permanent sup-
portive housing, in addition to the nearly 38,000 already allocated HUD-VASH
vouchers provided in previous appropriations, which have been critical to a 12-per-
cent reduction in veterans homelessness, and the 10,000 vouchers that will be
awarded through the fiscal year 2012 appropriation.
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INCREASING EFFICIENCIES: MODERNIZING THE HOUSING OPPORTUNITIES FOR
PERSONS WITH AIDS (HOPWA) PROGRAM

The budget proposes to update the HOPWA program to better reflect the
current understanding of HIV/AIDS and ensure that funds are directed in a
more equitable and effective manner. This modernization includes a new for-
mula that will distribute HOPWA funds based on the current population of
HIV-positive individuals, fair market rents, and poverty rates in order to tar-
get funds to areas with the most need. It also makes the program more flexi-
ble, giving local communities more options to provide timely, and cost-effective
interventions. The budget’s $330 million investment in HOPWA, in combina-
tion with the proposed modernization, will assist local communities in keeping
individuals with HIV/AIDS housed, making it easier for them to stay in ther-
apy, and therefore improving health outcomes for this vulnerable population.

Investing in Leveraging and Serving Our Most Vulnerable

This budget provides a total of $625 million for the Housing for the Elderly and
Housing for Persons with Disabilities programs, which includes $154 million to sup-
port 5,300 additional supportive housing units. Doing more with less, the budget
proposes reforms to the Housing for the Elderly program to target resources to help
those most in need, reduce the up-front cost of new awards, and better connect resi-
dents with the supportive services they need to age in place and live independently.

Historically, HUD has provided both capital advances and operating subsidies to
nonprofit sponsors to construct and manage multifamily housing for low-income peo-
ple with disabilities. In an effort to maximize the creation of new affordable units
in a time of funding restraints, in fiscal year 2012, HUD began providing operating
assistance to State housing agencies that formed partnerships with State healthcare
agencies for service provision to low-income persons with disabilities. These funds
are used to set aside supportive units for this target population in affordable hous-
ing complexes whose capital costs are funded through Low Income Housing Tax
Credits, HOME funds, or other sources. Investing Section 811 funds under this au-
thority allows HUD to rely on the expertise of the State housing agencies to admin-
ister the award and on the State healthcare agency to identify the most critical pop-
ulation to be served and guarantee the delivery of appropriate services. In fiscal
year 2013, HUD is requesting similar authority for the Section 202 program. Draw-
ing on lessons learned from implementation in the Section 811 program, HUD will
take advantage of efficiencies inherent in these same agencies’ oversight responsibil-
ities for tax credits, HOME funds or similar housing funding. Assuming requested
statutory language is enacted, up to 3,450 units could be made available with sup-
port from this project rental assistance.

HUD GOAL 4: BUILD INCLUSIVE SUSTAINABLE COMMUNITIES FREE FROM
DISCRIMINATION

No longer can the American economy tolerate the marginalization from the labor
force of significant numbers of people because of individualized or systemic discrimi-
nation, or because they live in isolated neighborhoods of concentrated poverty. An
American economy built to last requires an increased supply of affordable rental
homes in safe, mixed-income communities that provide access to jobs, good schools,
transportation, high-quality services, and most importantly, economic self-suffi-
ciency. As such, HUD’s fiscal year 2013 budget puts communities in a position to
plan for the future and draw fully upon their resources, most importantly, their peo-
ple.

Each year HUD dedicates approximately 15-20 percent of its funds to the capital
costs of housing and economic development projects throughout the country.
Through this investment, HUD and its partners are able to provide better opportu-
nities for people living in neighborhoods of concentrated poverty and segregation,
and offer choices that help families live closer to jobs and schools. Programs such
as the Community Development Block Grant (CDBG), and Choice Neighborhoods
are targeted to areas of need, to provide locally driven solutions to overarching eco-
nomic development challenges. As with HUD’s rental assistance programs, HUD’s
capital grants—including the Public Housing Capital Fund, Choice Neighborhoods,
CDBG, and HOME—tend to assist areas of great need, including communities with
high unemployment.
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Preserving HUD’s Major Block Grant Programs for Community Development and
Housing

The budget demonstrates the administration’s continued commitment in a con-
strained fiscal climate to support municipalities and States as they navigate
through a challenging fiscal climate. By maintaining the fiscal year 2012 CDBG for-
mula funding level of $2.95 billion, CDBG will allow over 1,100 State and local gov-
ernments to improve living conditions in low- and moderate-income neighborhoods
across the country. As the Federal Government’s primary community development
program, CDBG serves as the backbone of State and local community and economic
development efforts. In fiscal year 2011 alone, local governments used CDBG fund-
ing to directly create and retain 21,482 jobs, not including any indirect effect on ad-
ditional jobs. Moreover, in fiscal year 2011 CDBG assisted 96,615 households to
maintain or gain access to safe, decent, and affordable housing; provide public serv-
ice activities to 10.1 million people; and benefit approximately 4.1 million persons
through public improvement investments. CDBG funding is increasingly one of the
few resources available at the local level to support housing rehabilitation, public
improvements, and economic development assistance—despite growing needs, local
governments have often had no choice but eliminate some of these activities from
their own budgets.

TOUGH CHOICES: HOME INVESTMENT PARTNERSHIPS

The HOME Investment Partnerships program is the principal tool for the
production of affordable housing for low- and extremely low-income families by
State and local governments. It is also the critical gap financing for LIHTC
projects—it has created over 1 million units and an additional 250,000 house-
holds have been assisted with temporary rental assistance since the program’s
inception. The program leverages $4 in other public and private funds for
every HOME dollar invested, totaling more than $88 billion over the life of the
program.

The fiscal year 2013 HOME request reflects the difficult choices HUD was
faced with, in order to make real progress in reducing the national deficit and
contribute to creating an economy built to last. American families are tight-
ening their belts—and we need to do the same. In addition, the fiscal year
2013 budget includes two proposed HOME authorizing requests: To Permit re-
captured Community Housing Development Organizations set-aside funds to
be reallocated by formula as HOME funds; and to facilitate the removal of dan-
gerous tenants from HOME properties. We look forward to working together
on these proposals.

Transforming Neighborhoods of Poverty

The President has made it clear that we cannot create an economy built to last
if: A fifth of America’s children live in poverty, at a cost of $500 billion per year—
fully 4 percent of GDP—due to reduced skills development and economic produc-
tivity, increased later life crime, and poor health; a growing population lives with
the problems of concentrated neighborhood poverty—high unemployment rates,
rampant crime, health disparities, inadequate early care and education, struggling
schools, and disinvestment—all of which isolate them from the global economy.

That’'s why HUD’s fiscal year 2013 budget provides $150 million for the Choice
Neighborhoods Initiative to continue transformative investments in high-poverty
neighborhoods where distressed HUD-assisted public and privately owned housing
is located. This will reach four to six neighborhoods with implementation grants
that primarily fund the preservation, rehabilitation and transformation of HUD-as-
sisted public and privately owned multifamily housing, and will also engage local
governments, nonprofits, and for-profit developers in partnerships to improve the
economic conditions in their surrounding communities. Moreover, the leveraging
power that these grants have is real—to date, the five Choice Neighborhoods imple-
mentation grantees have leveraged a combined $1.6 billion in private funds—over
13 times their total grant award amount.

The Choice Neighborhoods initiative is a central element of the administration’s
inter-agency, place-based strategy to support local communities in developing the
tools they need to revitalize neighborhoods of concentrated poverty into neighbor-
hoods of opportunity. The Department’s administration of the first rounds of funding
for Choice Neighborhoods grants exemplify how our practices generate effective
partnerships with local housing and community development efforts. In the past,
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many Federal grant programs followed a rigid, top-down, “one-size fits all” approach
that dictated what local policymakers could and could not do rather than listening
to them and providing the tools they needed to meet local needs. Having served in
local government myself, I am committed to a collaborative approach responsive to
local needs—and believe the results thus far demonstrate that we are making good
on that commitment.

Supporting Sustainable Communities and Innovative Infrastructure Planning

Creating an economy built to last requires creating jobs here in America to dis-
courage outsourcing and encourage insourcing. But attracting new businesses to our
shores depends on urban, suburban, and rural areas that feature more housing and
transportation choices, homes that are near jobs, transportation networks that move
goods and people efficiently, all while lowering the cost and health burdens on fami-
lies, businesses, and the taxpayer. Unfortunately, today, congestion on our roads is
costing us five times as much wasted fuel and time as it did 25 years ago, and
Ibkme(liicans spend 52 cents of every $1 they earn on housing and transportation com-

ined.

With these realities in mind, the fiscal year 2013 budget supports the multi-agen-
cy Partnership for Sustainable Communities, an administration initiative that inte-
grates resources and expertise from HUD, the Department of Transportation, and
the Environmental Protection Agency. In particular, the budget restores $100 mil-
lion for the Sustainable Communities Initiative, which creates incentives for com-
munities to develop comprehensive housing and transportation plans to achieve sus-
tainable development, reduce energy consumption and greenhouse gas emissions,
and increase affordable housing near public transit. This includes $46 million to
fund about 20 additional regional planning grants to help enable communities to
align public and private investments in housing, transportation, and infrastructure
to strategically integrate goals for mobility, regional housing choices and economic
development. In addition, $46 million will be invested in neighborhoods and commu-
nities to update building codes, zoning, and local planning efforts as complementary
strategies to the regional grants.

We know how important these planning tools are to regional economies—particu-
larly those which rely on integrated supply chains that cross national borders and
are essential to meeting the President’s charge to double U.S. exports over the next
5 years. These investments will also leverage and increase the ripple effects of other
administration proposals to overhaul America’s deteriorating infrastructure, includ-
ing the Infrastructure Bank, as well as Project Rebuild and other elements of the
American Jobs Act, as we leverage increased residential and commercial construc-
tion around transit and other infrastructure investments.

FUNDING WHAT WORKS: THE LEVERAGING POWER OF SUSTAINABLE COMMUNITIES
FUNDING

In fiscal year 2010, Austin, Texas, was provided a $3.7 million Regional
Planning grant through the Sustainable Communities program. With this
funding, the city is helping link its long-term regional transportation plan to
37 mixed-income communities near transit and job centers. This grant will
help 3,000 small, family-run businesses expand or open a second location, pro-
vided that each of these businesses hires at least one new worker who has
been unemployed for a year or more. This work is expected to create more than
7,000 permanent jobs and save the taxpayer $1.25 billion through better con-
nected housing and businesses, more people employed and fewer people de-
pendent on Government services.

Ensuring Inclusivity in Housing Nationwide

An inclusive community is one in which all people—regardless of race, ethnicity,
religion, sex, disability, or familial status—have equal access to housing and eco-
nomic opportunities. Throughout its portfolio of programs, HUD is committed to
maintaining that inclusivity and providing accountability in housing and lending
practices nationwide. Through inclusive development, education, enforcement of fair
housing laws, expanded training and language assistance, HUD will affirmatively
further fair housing and the ideals of an open society.

The Fair Housing Initiatives Program (FHIP) is critical to building and sustaining
inclusive communities. FHIP is the only grant program within the Federal Govern-
ment whose primary purpose supports private efforts to educate the public about
fair housing rights and conducts private enforcement of the Fair Housing Act. In
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fiscal year 2013, HUD is requesting approximately $41 million in FHIP funds, rep-
resenting the Department’s commitment to fair housing, including $28 million to
support the efforts of private fair housing organizations that conduct private en-
forcement of the Fair Housing Act. The Private Enforcement Initiative (PEI) grant-
ees investigate and test housing providers alleged to have engaged in discrimina-
tion. The requested amount will continue funding to support fair housing enforce-
ment by all statutorily eligible private fair housing organizations. In addition, it will
fund fair housing education at the local, regional, and national levels.

The Fair Housing Assistance Program (FHAP) is a critical component of HUD’s
effort to ensure the public’s right to housing free from discrimination. FHAP multi-
plies HUD’s enforcement capabilities, allowing the Department to protect fair hous-
ing rights in an efficient and effective manner. In fact, FHAP agencies investigate
the majority of housing discrimination complaints filed in the United States. FHAP
provides funding for 98 Government agencies, including 37 States, 60 localities, and
the District of Columbia, to enforce laws that prohibit housing discrimination that
have been reviewed and deemed substantially equivalent to Federal law. In fiscal
year 2013, HUD is requesting approximately $25 million in FHAP funds.

Ensuring That an Economy Built To Last Includes Opportunities for Rural Ameri-
cans

The administration has placed a significant emphasis on ensuring that America’s
rural communities are competitive in the global economy—particularly given the re-
ality that rural communities generally have less access to public transportation,
along with higher poverty rates and inadequate housing. Each year, HUD invests
billions of dollars in rural communities through its core rental assistance programs
and block grants. The Community Development Block Grant (CDBG) program allo-
cates funds to States, which provides approximately $692 million to rural areas,
supporting over 25,000 jobs both directly and indirectly, providing needed infra-
structure, economic development, and affordable housing. Because small towns and
rural areas often lack the basic modern infrastructure that citizens in larger com-
munities can take for granted, States annually spend over 55 percent of their CDBG
funds on basic public improvements such as water and sewer lines, paved streets,
and fire stations. HUD also funds over $300 million in rural areas for affordable
housing and homeownership programs through its HOME Investment Partnerships
program, directly and indirectly supporting over 5,360 jobs.

In addition, HUD and the Department of Agriculture meet regularly through an
interagency rental housing policy group to better align and coordinate the affordable
rental housing programs each operates. Altogether, over 800,000 families in rural
communities are directly assisted through the Housing Choice Voucher, Public
Housing, and Multifamily programs, with another 450,000 assisted through USDA.
For homeowners, HUD’s Federal Housing Administration (FHA) helps first-time
homebuyers and other qualified families all over the country purchase their own
home. More than 1.5 million of the homes currently insured by the FHA are in rural
areas, and approximately $545 million in current FHA loans are to rural healthcare
facilities designated as “critical access hospitals.” In addition to these critical invest-
ments, targeted rural investments in HUD’s 2013 budget include:

—3$5 million in Rural Housing Stability Assistance Program (RHSP), as author-
ized in the Homeless Emergency Assistance and Rapid Transition to Housing
Act (HEARTH Act), designed to assist individuals and families who are home-
less, in imminent danger of losing housing, or in the worst housing situations
in rural communities. In addition to this focused RHSP initiative, rural commu-
nities will continue to have access to HUD’s targeted homeless assistance,
through the Continuum of Care competition grant, the Emergency Solutions
Grant (ESG) program, and the Homelessness Prevention and Rapid Re-Housing
Program (HPRP). Rural areas have increasingly gained access to HUD’s com-
petitive homeless assistance grants, primarily through the creation of Balance
of State and Statewide Continuums of Care, with funds allocated directly to the
State. In 2010, the Continuum of Care competition included a selection priority
for new projects proposing to serve 100 percent rural areas. Organizations in
69 rural communities submitted applications for 108 new projects, requesting
$19 million. HUD will apply the rural selection priority to new projects in the
2011 Continuum of Care competition as well.

—$731 million to fund programs that will support housing and development ini-
tiatives in American Indian, Alaska Native, and Native Hawaiian communities.
As the single largest sources of funding for housing Indian tribal lands today,
programs like Indian Housing Block Grants, Indian Home Loan Guarantees,
and Indian Community Development Block Grants support development in re-
mote areas where safe, decent, affordable housing is desperately needed by pro-
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viding funds to over 550 tribes across the country. HUD also directly supports
housing and economic development initiatives in remote areas of Hawaii,
through the Native Hawaiian Housing Block Grant Program and Native Hawai-
ian Loan Guarantee Program.

HUD GOAL 5: TRANSFORM THE WAY HUD DOES BUSINESS

An economy built requires a Government that’s leaner, smarter, more trans-
parent, and ready for the 21st century. The current economic and housing crisis; the
structural affordability challenges facing low-income homeowners and renters; and
the new, multidimensional challenges facing our urban, suburban, and rural com-
munities all require an agency in which the fundamentals matter and the basics
function. As such, HUD remains committed to transforming the way it does busi-
ness. This transformation is more crucial now than perhaps ever before—HUD re-
mains at the forefront of the Federal response to the national mortgage crisis, the
economic recovery, and the structural gap between household incomes and national
housing prices—roles that require an agency that is nimble and market-savvy, with
the capacity and expertise necessary to galvanize HUD’s vast network of partners.
HUD’s 2013 budget reflects these critical roles, by investing in transformation, re-
search, and development that will be implemented persistently over time.
The Transformation Initiative

Thanks to congressional support for the Transformation Initiative (TI), past fiscal
yleaé' appropriations are today funding a wide range of groundbreaking projects, in-
cluding:

—Innovative, “silo-breaking” OneCPD technical assistance in communities across
the country that replaces a fragmented broken system with one that addresses
the holistic and cross-cutting needs of our grantees, recognizing that these ex-
tend beyond the rules and regulations of any single funding stream;

—DMajor evaluations and demonstration programs to examine the outcomes of key
administration initiatives like the Rental Assistance Demonstration and Choice
Neighborhoods, the cost to local public housing authorities of administering the
Housing Choice Voucher program, different approaches to rent reform in our
largest programs, the housing needs of Native American and Hawaiian commu-
il.ities, and the impact of housing and services interventions on homeless fami-
ies;

—Replacement of 30-year-old technology and information management practices
to reduce risks, and implement higher performing, and cost-effective business
solutions to more effectively administer the Department’s rental housing assist-
ance programs.

The 2013 budget request once again includes transfer authority (up to 0.5 percent
at the Secretary’s discretion, totaling up to $215 million) to support ongoing im-
provements of program effectiveness and efficiency and to help the Department re-
spond and adapt more effectively to its rapidly changing operating environment.2 TI
is a multiyear effort that can only be achieved through the relentless focus of agency
leadership, full transparency and accountability for real results, and sustained and
flexible budget resources. Since TI was first enacted in 2010, it has bolstered the
long-neglected areas of IT modernization, research and evaluation, and program
demonstrations crucial for increasing the efficiency and effectiveness of the Depart-
ment’s programs, and remains the primary source of funding for this trans-
formation. Further, TT has provided a mechanism for innovative, crosscutting tech-
nical assistance that goes beyond program compliance to improve grantee capacity,
performance, and outcomes. Finally, recent crises with natural disasters, the hous-
ing market, and deep fiscal distress among State and local partners have high-
lighted the need for HUD to be more nimble, creative, and collaborative. Setting
aside a portion of HUD’s program accounts through TI to better understand and en-
hance program results reflects recognition that planning for continuous improve-
ment and innovation, investing in tools and capacity, and assessing results are
equally integral for the operation of programs with accountability to the public in-
terest.

Research and Evaluations

As an integral component of strengthening HUD’s capabilities for evaluating and
improving program effectiveness and efficiency, TI provides a predictable stream of
funding for high-quality research and evaluation of HUD’s programs on an on-going,
rotating basis to inform sound policymaking. HUD anticipates allocating 10-20 per-
cent of TI transfers to Research and Evaluations in 2013. Expected projects include:

2HUD estimates that it will transfer approximately $120 million into TI in fiscal year 2013.
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A process evaluation of the evidence-based Jobs-Plus pilot, seeking to understand
the effects of larger scale implementation; energy efficiency and utility costs anal-
ysis for PHAs and residents of public housing; biennial research NOFAs for Sustain-
able Communities Research Grants to inform local governments in preparing and
planning for disasters; and a long-overdue follow-up to a 1995 HOME Affordability
Study to assess affordability over time based on differing levels of subsidy.

Program Demonstrations

Program Demonstrations test new options for HUD programs that can make them
more efficient and effective and establish sound evidence of whether and how these
options could better achieve HUD’s mission. Since the 1990s, HUD has done rel-
atively few research demonstrations, largely due to budget constraints. Those few
demonstrations, however, have been HUD’s most important and informative re-
search on real program impacts. In 2013, HUD expects Project Demonstrations to
include research on the Rental Assistance Demonstration (RAD), which allows a
trial conversion of public housing and certain multifamily properties to long-term
project-based contracts.

Technical Assistance

Technical assistance (TA) can be seen as a “force multiplier”—making program
dollars go further and helping communities do more with limited Federal and local
resources. TA under the Transformation Initiative (TI-TA) allows HUD to combine
assistance for different programs as appropriate, and provide customized help on the
issues any particular grantee confronts.

In 2013, HUD will utilize TI-TA for activities such as: Assessments and targeted
interventions for PHAs; helping local government comprehensively assess market
trends and implement housing and community and economic development programs
through OneCPD; and targeting underlying, long-term problems like deficits and
poor bond ratings through the National Resource Network. Flexible, cross-program
technical assistance could also help grantees and clients adapt to new HUD policies,
programs, and management approaches, and develop core skills and critical com-
petencies required to effectively deliver HUD’s programs.

Information Technology

The budget proposes to again use TI funds for Information Technology in 2013,
tolreduce risks, implement higher performing standards, and cost-effective business
solutions.

IT transformation efforts to date have helped HUD evolve its understanding of
opportunities to leverage the foundational toolsets being implemented under the
FHA Transformation, the Next Generation Management project or NGMS (formerly
known as NGVMS), and related infrastructure modernization projects. These oppor-
tunities include ways to further reduce the Government’s risk in the marketplace,
improve services to meet the needs of our citizens and employees and reduce annual
operations costs. For example, recent efforts to define opportunities to reduce cost
by consolidating back office business and administrative services are expected to
lead to the need for capital investment to transition more of HUD’s services from
legacy platforms to shared enterprise services. HUD plans to use TI transfer author-
ity in 2013 to make capital investments in IT to drive these service delivery im-
provements and further cost reduction efforts.

CONCLUSION

Madam Chairman, this budget reflects the administration’s recognition of the crit-
ical role the housing sector must play to ensure every American gets a fair shot,
everyone does their fair share, and everyone plays by the same rules. Equally im-
portant, it expresses the confidence of the President in the capacity of HUD to meet
a high standard of performance.

Given the economic moment we are in, HUD’s 2013 budget proposal isn’t about
?pendilng more in America’s communities—it’s about investing smarter and more ef-

ectively.

It’s about making hard choices to reduce the deficit—and putting in place much-
needed reforms to hold ourselves to a high standard of performance. But most of
all, it’s about the results we deliver for the vulnerable people and places who depend
on us most.

I believe that this budget will contribute substantially to economic recovery, to
creating pathways to opportunity, and to an America built to last. Thank you.

Senator MURRAY. Thank you very much, Mr. Secretary. Let me
begin by asking you about the status of the FHA’s Mutual Mort-
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gage Insurance Fund. Given the seriousness of this housing crisis,
it’s not surprising that FHA has sustained significant losses, and
the capital reserve account has served its purpose by covering
those unexpected losses.

But I was concerned when the President’s budget stated that
$688 million would be needed to cover FHA losses in fiscal year
2012. Both the recent settlements and announced premium in-
creases are expected to improve the MMI Fund financial position,
but I wanted you to update us this morning on the financial condi-
tion of the MMI Fund, of the FHA’s MMI Fund.

MUTUAL MORTGAGE INSURANCE FUND

Secretary DONOVAN. As you correctly stated, the information that
was in the budget was outdated on the day it was published. And
in fact, we were waiting to make final decisions about premium in-
creases until we knew the outcome of the settlement. I wish that
had been resolved before the budget was finalized, but it wasn’t.
And that’s the reason for what was shown in the budget.

Having said that, with the $900 million that I described that is
the result of our work to recover for bad loans in the FHA program
that are in the settlements, and in addition, the premium increases
that we have announced this week, we do expect that the fund will
remain positive this year.

In addition, because of those steps that we have taken, the fund
will be in a stronger position when the next actuarial study is done
in the fall. That’s the most comprehensive look, looking forward.
And we do expect that these changes that we have made will put
us in a significantly better position come fall.

But again, we have to be vigilant. And we will take additional
steps, if necessary. The single-most important determinant of the
health of the fund is where house prices go this year and beyond.
And so we will continue to be vigilant and watch carefully to make
sure, if we have additional steps that we need to take, that we can
work with the subcommittee to take those.

Senator MURRAY. So what are the risks and opportunities that
we need to look at? The housing prices this year. What other
things?

Secretary DONOVAN. Specifically for the re-estimate this year, the
only things that will affect that number are the premium increases,
and so implementing those very quickly is critical, and the levels
of loan volume that we have this year. Our estimates are that it
would take loan volumes that are more than 20 percent below our
expectations to threaten the fund through the re-estimate this
year.

More importantly, for next year, as we go to do the new actuarial
study, the single-most important factor is house prices. Our esti-
mates last year showed that it would take greater than a 4-percent
reduction in house prices this year. Our base case predicted a 1-
percent increase. It would take more than a 4-percent reduction in
house prices this year to push the fund negative.

That was before the premium increases that we have imple-
mented. So in fact, our estimate now is that it would take a much
larger decline in house prices, much larger than that 4 percent, to
put the fund in a negative position for the re-estimate next year.
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Senator MURRAY. Okay, and you decided to increase the upfront
and the annual premium. Can you tell me how that will affect wor-
thy borrowers who are trying to access credit?

Secretary DONOVAN. As you know, Congress made the decision to
include a 10-basis-point increase in our single-family programs as
part of the bill that extended the payroll tax deduction. In addition,
we included a 75-basis-point increase in the upfront premium. The
10 basis points equates, for the average loan, to about $9 a month
for a borrower, and the upfront premium increase is about $5 a
month for the typical borrower.

The only places where those increases are significantly larger is
for jumbo loans, those over $625,000, where we thought it was pru-
dent to include a larger increase. And so for those borrowers, be-
cause the average size of the loan is much larger and because the
increase is more, the increases would be significantly larger.

SETTLEMENTS WITH LENDERS

Senator MURRAY. Okay, thank you. The joint Federal-State serv-
icing settlement and the settlement with Bank of America rep-
resent not only a significant monetary award, but they also really
send a message to FHA program participants that there are serious
consequences to not following the rules.

Just last week, settlements with two additional lenders were an-
nounced. And since most of the losses to the MMI Fund stem from
loans insured prior to the reforms you implemented in 2009, it’s
really important to pursue opportunities to prevent or recover
losses from those books of business.

Are there additional measures that FHA can take to improve the
outlook for riskier loans that it already has on its books?

FEDERAL HOUSING ADMINISTRATION INDEMNIFICATION

Secretary DONOVAN. There are.

First of all, let me just compliment David Montoya, our inspector
general, and his team for their remarkable work to lead to both the
servicing settlement and these additional settlements. They
partnered very, very closely with us and the Department of Justice
to allow us to make those recoveries, not just in the servicing set-
tlement, but from Bank of America, Citibank, and Flagstar. So
those are very important steps, and I just want to compliment him
and his team.

The additional steps that we could take—there are a number of
them that require legislative change. I'm happy to say we’re work-
ing closely with your colleagues on the authorizing side as well as
Members of the House on the authorizing committee.

There is a bill in the House that includes a number of the steps
that would allow us to step up our enforcement. And those build
on the recent regulation on indemnification that we put out, which
will allow us to further hold lenders accountable for those prior
loans that didn’t meet FHA standards.

Senator MURRAY. Okay. We all think the FHA’s current outsized
role in the market is unsustainable. There’s no one who doesn’t
think differently. But it still remains difficult for qualified Ameri-
cans to get a mortgage today. And the market’s recovery, as we all
know, is still very fragile.
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If FHA steps too quickly, it could have some serious con-
sequences, not only for our overall economy, as we all know, but
for the solvency of the MMI Fund. And I wanted to ask you how
you balance the continued need for FHA to help provide access to
lc{redit with making room for private capital to return to the mar-

et.

Secretary DONOVAN. Senator, you've asked the $64 trillion ques-
tion. This 1s what keeps me up at night, and this is exactly the key
question that we have to balance.

And frankly, it is not just helping the broader market recover,
but if we were to take steps to increase our premiums too quickly,
to take steps that would hurt the market recovery, we actually
hurt the FHA fund and taxpayers, because our old investments,
that trillion-dollar portfolio, will perform much worse.

And so in the steps that we have taken—and you asked exactly
the right question, “What’s the effect for the average home-
owner?”—we felt that $14 a month, on average, was acceptable,
particularly given that we have record low interest rates today.

We honestly feel that the biggest barrier holding back lending—
and I agree with you, too many qualified borrowers aren’t able to
get lending today——

Senator MURRAY. Yes.

Secretary DONOVAN. It isn’t the pricing that’s the biggest barrier.
It would be if we went too quickly on raising our premiums. The
biggest challenge is the uncertainty that’s out there in terms of
how we will enforce our rules. So we have to make clearer what
the rules will be.

That’s why our indemnification rule clarifying it is important. It
is why we think the Federal Housing Finance Agency needs to put
out a clear policy on buybacks that will allow Fannie and Freddie
lenders to know what to expect. And it is why the servicing settle-
ment was important as well. It created a single, clear, strong set
of servicing standards and clarified foreclosure processes around
the country so that that market can move forward with greater cer-
tainty.

And again, it is always hard to get that balance perfectly. I
wouldn’t say we are ever done. I sleep on this every night. But it
is a critically important balance, and I just thank you and the
ranking member for your understanding of that balance.

Senator MURRAY. Okay, very good. I appreciate that. Thank you.

PROJECT-BASED RENTAL ASSISTANCE SHORT FUNDING

Senator Collins.

Senator COLLINS. Thank you, Madam Chairman.

I want to go back to an issue that Senator Murray touched on
in her opening statement.

I am concerned by the Administration’s proposal to fund thou-
sands of Project-Based Rental Assistance contracts for less than 12
months. The reason I'm concerned is that short-funding these con-
tracts may create a perverse incentive for landlords not to invest
in maintenance, to cut expenses, to the detriment of some of our
most vulnerable households, because of the risk of whether or not
the full appropriations for the remainder of the year is ever going
to come through.
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I'm also troubled that some owners may decide to leave the pro-
gram altogether rather than take that risk. I know this had to be
a difficult decision, and it clearly was budget-driven. But how is
EUD?going to mitigate these risks to the program and to the resi-

ents?

Secretary DONOVAN. Senator, first of all, let me say thank you
for recognizing this issue. This was one of the most difficult deci-
sions we made in our budget. Personally, for me, having run the
multifamily programs my first time at HUD, it was particularly
difficult, because I know the impacts.

What I would say is, there are two real risks here. One is an
operational risk that we will not be able to mechanically get the
contracts funded with the short-funding. That happened in the past
when these contracts were short-funded. And I can assure you that
I and my team have worked very hard to make sure that the oper-
ational processes are improved. And in fact, over the last 4 years,
we haven’t had those same kind of issues that might spring up
with the short-funding.

We also, operationally, have taken a lot of steps to make sure we
have processes in place to monitor the physical condition of the
units. So I appreciate your concern about whether this will lead to
decreased maintenance. We have new risk ranking and reporting
that we do on these units. We have quality control around our Real
Estate Assessment Center (REAC) process that we have stepped
up. Those are all things that are critical to make sure that the kind
of effects that you talk about don’t happen.

The other risk is an uncertainty around funding, and you men-
tioned that as well. And that’s one where, frankly, because there
is private capital that supports these units, it is critical that we not
create too much uncertainty around these programs. And I do
think that is one of the risks here.

I think what is very important is that we work together to make
very clear, as Congress has always done, that the funding is avail-
able for these units. We signed 20-year contracts knowing that
they’re dependent on appropriations each year. And the market has
been confident that that funding will be there. And we want to
make clear despite this short-funding that we will do everything on
our side, and I know that you will as well to continue this funding
and make sure that it is available in subsequent years.

SUBSTANDARD UNITS IN MAINE

Senator COLLINS. Let me now turn to the issue that I mentioned
in my opening statement about the poor living conditions in some
of the HUD-subsidized units in Maine. I'm troubled by this not
only because taxpayers shouldn’t be paying for poorly maintained
units, but because the health and the safety of the people living
there is clearly at risk. So something went dramatically wrong with
the oversight and inspection process.

I was also troubled when we learned of the outright fraud in
some of the public housing agencies last year. I believe the one in
Philadelphia, in particular, was found to have fraud.

So what investments is HUD making in this budget to ensure
that you have quality controls, internal controls, effective audits, a
very close relationsh