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The FY 2003 Performance and Accountability Report consists of four major parts:

* Part 1, Management Discussion and Analysis

e Part 2, Performance Information

* Part 3, Financial Information

* Appendices.

Each page has a header that indicates which Part (1, 2, or 3) of the Report you are
in.The page numbering at the bottom of each page also corresponds to the Part of
the report you are in.The page numbering consists of an Arabic number (which indi-

cates which Major Part of the Report you are in) followed by a dash followed by
sequential Arabic numbers starting with 1.

* The Management Discussion and Analysis is numbered 1-1, 1-2, 1-3 etc.
e Performance Information is numbered 2-1, 2-2, 2-3, etc.
*  Financial Information is numbered 3-1, 3-2, 3-3, etc.

* The Appendices are numbered A-1, A-2, A-3, etc.

This report is available on the web at:
www.hud.gov

Prior year reports are available on the web at:
www.hud.gov/offices/cfo/reports/cforept.cfm

The following is a list of direct web links to the major HUD program offices:
Community Planning and Development ~ www.hud.gov/offices/cpd/
Fair Housing and Equal Opportunity  www.hud.gov/offices/fheo/
Federal Housing Administration ~ www.hud.gov/offices/hsg/hsgabout.cfm
Field Policy and Management  www.hud.gov/offices/fpm/
Government National Mortgage Association  www.ginniemae.gov/
Government Sponsored Enterprises  www.hud.gov/offices/hsg/gse/gse.cfm
Healthy Homes/Lead Hazard Control ~ www.hud.gov/offices/lead/
Multifamily Housing ~ www.hud.gov/offices/hsg/hsgmulti.cfm
Single Family Housing  www.hud.gov/offices/hsg/sfh/hsgsingle.cfm
Public and Indian Housing  www.hud.gov/offices/pih/

Policy Development and Research  www.huduser.org/



] A

1. Management Discussion and Analysis ........................... 1-1
The SeCretary’s IMESSA0E . . . . o . ottt e e e et e e 1-3
An Overview of the Performance and Accountability Report. . .......... ... ... . ... ..... 1-5
Major Program Areas (including Organization Chart) .. .......... ... ... .. 1-6
Departmental Performance Highlights . ............ .. . . . . . 1-10

Increased HOMEOWNEISNID . .. .ot 1-10
Access to Decent, Affordable Rental Housing . . ............. .. i 1-12
Strengthening COMMUNILIES . . . ... oot 1-15
Ensuring Equal Opportunity to HOUSING . . .. .. oo 1-16
Meeting Management Challenges to Improve Program Delivery .. ................... 1-18
Risks, Trends, and Factors Affecting Goals ... .......... . i 1-22
Analysis of Financial Conditionsand Results .. ........... .. ... . . .. 1-26

2.Performance Information........... . ... ... . ... . . i 2-1
Overview: Strategic Framework and Performance Data Reliability. .. .......... ... ... ... 2-3
1. Make Homebuying Less Complicated. ... ... e 2-7
2. Help Families Move from Rental Housing to Homeownership. . ..................... 2-11
3. Improve the Quality of Public and Assisted Housing . ............. ... ..., 2-42
4. Expand Faith-Based and Community Partnerships. . .......... ... ... .. ... .. .. .. ... 2-65
5. Effectively Address the Challenge of Homelessness . .............. ... ... ... o .. 2-70
6. Embrace High Standards of Ethics, Management, and Accountability . ................ 2-77
7. Ensure Equal Opportunity and Accessto Housing. ... .. 2-107
8. Support Community and Economic Development Efforts . ........................ 2-120

3.Financial Information ................... ... .. 3-1
The Chief Financial Officer’s Message . . . .. ...t e 3-3
Financial Statements . . . .. .. 3-5
Notes to Financial Statements . . . . .. ... 3-14
Consolidating Financial Statements (by Major Program Area). . .. ... ... 3-48
Required Supplementary Stewardship Information (Unaudited). .. ...................... 3-66

Investment in Non-Federal Physical Property ......... ... ... . .. 3-68
Investment in Human Capital . ... . 3-69
Investment in Research and Development . . ... i 3-70
Required Supplementary Information (Unaudited) ............... ... ... . ... ... ...... 3-72
Intra-Governmental Balances. . . . ... 3-72

Independent Auditor’s REpOIt . . . ... 3-74



Management and Performance Challenges and Progress . .. ........ ... ... 3-82
Inspector General’s Summary of Serious Management Challenges . ..................... 3-83
Financial Management Accountability. . . .......... . . . . 3-89
APPENAICES .. o A-1
Glossary OF ACIONYMS . . . . oo e e e e A-3
Units/Households Receiving HUD ASSIStaNCe . .. ...ttt i e A-4
Compliance Status of Financial Systems .. ... .. . A-5
Role of Program Evaluations and Research Studies in Assessing Program Performance . .. .. .. A-6

Erroneous Payments Reduction ACtivity . . . ... ... A-13



1. Management
Diseussion

and

Analysls

1-1

FISCAL YEAR 2003






E

Message from Secretary Martinez

December 11, 2003

I am pleased to present the FY 2003 Performance and Accountability Report for
the U.S. Department of Housing and Urban Development. The Department’s
mission is to “increase homeownership, support community development, and
increase access to affordable housing free from discrimination.” Working with our
many community and housing industry partners and the United States Congress,
HUD continues to improve the efficiency and effectiveness of the delivery of its
essential programs and services to the American people. This report highlights
HUD’s significant program results, management stewardship, and financial
condition for the year ended September 30, 2003.

This year, the national homeownership rate reached a record level of 68.4 percent, with a total of 72.2 million
American homeowners. Homeownership is a stabilizing factor for American communities and families, and |1 am
proud of HUD’s significant contributions to increasing homeownership among underserved populations and areas.
Last year, President Bush issued a bold challenge to create 5.5 million new minority homeowners by the end of the
decade, and HUD and its housing industry partners are on pace to meet that challenge. HUD’s various housing
programs raise and target mortgage capital for low- and moderate-income families, enable mortgage financing for
underserved populations, promote homeownership through housing counseling and loss mitigation, and combat
housing discrimination through training, outreach and enforcement of fair housing laws. Through HUD’s housing
regulatory role, we continue to pursue actions to make the homebuying process simpler, less expensive and better
able to protect consumers from predatory lending practices.

While HUD continues to promote and fulfill the American dream of homeownership for millions of families, there
are millions more in need of quality affordable rental housing. The majority of HUD’s program dollars go towards
assisting low-income families in need by increasing the supply of quality affordable rental housing and providing
rental housing assistance. This past year, HUD expended over $24 billion in rental housing assistance in support of
4.8 million low-income households. HUD’s many programs include specially targeted programs to provide housing
and other essential support to populations with special needs, including the elderly, persons with disabilities, and
individuals with HIVV/AIDS.

HUD programs also provide funding and flexibility to enable American communities to meet local community and
economic development needs. A group of HUD programs are targeted to assist communities in addressing the
problem of homelessness by providing funding for transitional housing, supportive services, and permanent housing
solutions. In FY 2003, an estimated 158,000 homeless persons moved into HUD-funded transitional housing and
tens of thousands more made the move to permanent housing with assistance from HUD and its community
partners. These and other efforts of the Interagency Council on Homelessness, comprising 18 federal agencies, are
serving to meet the President’s challenge of ending chronic homelessness within ten years.
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Under the President’s Management Agenda, HUD continued to strengthen management controls over its administrative
resources and core program delivery systems, with positive results. Of particular note are the successful efforts to
reduce risk in the FHA single family housing mortgage insurance programs, improve the quality of HUD-supported
rental housing, and reduce overpaid rental housing assistance.

I certify with reasonable assurance that, except for the one material weakness and one non-conformance issue
specifically identified in the Financial Management Accountability section of this report, the Department is in
compliance with the internal control provisions of Section 2 of the Federal Managers’ Financial Integrity Act
(FMFIA) of 1982. While I am not yet able to certify that HUD fully meets the financial management systems
requirements of Section 4 of FMFIA, this report evidences HUD’ plans and progress that will finally enable
HUD to certify compliance with Section 4 by the end of 2006, or sooner. HUD has not been able to report full
compliance with federal financial management systems requirements since FMFIA was enacted in 1982.
However, HUD is getting closer to full compliance through successful efforts, such as the Federal Housing
Administration’s implementation of a new integrated general ledger system in FY 2003.

HUD is further committed to providing complete and reliable performance and financial data to those who rely on
such data for decision-making. In general, the performance and financial data in this report are complete and reliable
with any exceptions noted in Parts 2 and 3 of this report, which cover Performance Information and Financial
Information. Part 2 discusses the source, reliability, and completeness of the data associated with each performance
indicator included in HUD’s Annual Performance Plan for FY 2003. Under the President’s Management Agenda, HUD
is continuing efforts to provide more timely, useful, and integrated performance and financial data to demonstrate the
cost-benefit, efficiency, and effectiveness of program activities.

Working with the Congress and our many community and housing industry partners, HUD continues to improve
the delivery and results of its critically needed housing and community development programs for the benefit of

the American people we serve.

Mel Martinez
Secretary
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An Overview of the Performance and Accountability Report

HUD’s Performance and Accountability Report for
Fiscal Year (FY) 2003 provides the Congress and the
American people with an accounting for the results of
the expenditure of public funds towards the mission and
strategic goals and objectives of the Department for this
year. The Department pursues its mission by specifying
in a six-year Strategic Plan and Annual Performance
Plans the strategic goals and objectives HUD seeks to
achieve through its funded programs.

The Management Discussion and Analysis section of
this report provides summary information on HUD?s:

organization and major programs,
» performance highlights in FY 2003,

* risks, trends and factors affecting FY 2003 and
future goals, and

 analysis of financial conditions and results for
FY 2003.

The Performance Information section of this report
provides detailed data and analysis on specific
performance indicators under each HUD strategic goal
and objective for FY 2003. HUD’s mission is to:
“increase homeownership, support community
development, and increase access to affordable housing
free from discrimination.” HUD updated its Strategic
Plan during FY 2003 to better focus strategic goals on
the Department’s core housing and community
development programs. While the updated Strategic
Plan reduced the number of strategic goals from eight
to six, this section of the report addresses HUD’s
performance on the eight strategic goals in effect
during FY 2003.

FISCAL YEAR 2003

HUD?s eight strategic goals in FY 2003 were to:

1. Make the homebuying process less complicated, the
paperwork less demanding and the mortgage process
less expensive,

2. Help families move from rental housing to
homeownership,

3. Improve the quality of public and assisted housing
and provide more choices for its residents,

4. Strengthen and expand faith-based and community
partnerships and enhance communities,

5. Effectively address the challenge of homelessness,

6. Embrace high standards of ethics, management and
accountability,

7. Ensure equal opportunity and access to housing, and

8. Support community and economic development
efforts.

The Financial Information section of the report
provides the Department’s consolidated financial
statements for FY 2003, along with the independent
auditor’s report on those financial statements. This
section also contains the HUD Inspector General’s
independent assessment of the Department’s major
management and performance challenges and progress
in addressing those challenges.

The FY 2003 Performance and Accountability Report
satisfies the reporting requirements of the:

» Federal Managers’ Financial Integrity Act of 1982,
 Chief Financial Officers Act of 1990,

* Government Performance and Results Act of 1993,
* Government Management Reform Act of 1994, and

* Reports Consolidation Act of 2000.
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MAJOR PROGRAM AREAS

HUD’s major program areas fall into three categories:

1. The Federal Housing Administration (FHA)

2. The Government National Mortgage Association
(Ginnie Mae)

3. HUD’s Grant, Subsidy, and Loan Programs

1. Federal Housing Administration

FHA programs provide insurance on mortgages
originated by private lenders relating to one to four
family residences, multifamily rental housing,
condominiums, nursing homes, assisted living facilities,
hospitals, manufactured housing, property
improvement, and “special risk” units. FHA’s total
insurance-in-force exceeded $490 billion at the end of
FY 2003.

FHA has been an innovator in housing finance from

its introduction of mortgage insurance in the 1930s to
reverse annuity mortgages for seniors in the 1980s. For
nearly 70 years, FHA has successfully supported the
availability of capital for single family and multifamily
homeownership and for the development of affordable
rental housing, stabilizing the housing markets and
providing homeownership opportunities. FHA
continues to serve families and markets that are not
well served by the conventional mortgage markets.

FHA Funds. FHA’s activities are financed by the FHA
Funds, which are supported through premium and fee
income, interest income, congressional appropriations,
borrowings from the U.S. Treasury and other sources.
There are four FHA Funds:

1. The Mutual Mortgage Insurance Fund, a historically
self-sustaining fund that supports FHA’s basic single
family homeownership program. At the end of
FY 2003, the Fund comprised 82.48 percent of the
FHA Insurance Fund.

2. The General Insurance Fund, which supports a wide
variety of multifamily and single family insured loan
programs for rental apartments, cooperatives,
condominiums, housing for the elderly, nursing
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homes, hospitals, property improvement,
manufactured housing (Title 1) and disaster
assistance. At the end of FY 2003, the General
Insurance Fund comprised 16.55 percent of the FHA
Insurance Fund.

3. The Special Risk Insurance Fund, which supports
multifamily rental projects and loans to high-risk
borrowers. At the end of FY 2003, the Fund
comprised 0.92 percent of the FHA Insurance Fund.

4. The Cooperative Management Housing Insurance

Fund, a historically self-sustaining fund that supports
insurance on market-rate cooperative apartment
projects. This fund is no longer active, except for
refinancing. At the end of FY 2003, the Fund
comprised 0.05 percent of the FHA Insurance Fund.

2. Government National
Mortgage Association
(Ginnie Mae)

Ginnie Mae, through its Mortgage-Backed Securities
program, facilitates the financing of residential
mortgage loans by guaranteeing the timely payment of
principal and interest to investors of privately issued
securities backed by pools of mortgages insured or
guaranteed by FHA, the Department of Veterans Affairs,
and the Rural Housing Service. The Ginnie Mae
guarantee gives lenders access to the capital market to
originate new loans. The total amount of Ginnie Mae
securities outstanding at the end of FY 2003 was
approximately $474 billion.

FISCAL YEAR 2003
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3. HUD’s Grant, Subsidy, and
Loan Programs

The most significant of these in terms of expenses are:

Grant, Subsidy, and Loan Program
Gross Expenses for FY 2002

Section 8 Lower Income

Rental Assistance $21.062 billion  51.6%
Community Development

Block Grants (CDBG) $5.635 billion 13.8%
Public and Indian Housing (PIH)

Grants and Loans $4.134 billion 10.1%
Operating Subsidies for

Public Housing Agencies $3.517 billion 8.6%
HOME Investment Partnerships $1.652 billion 4.1%
Housing for the Elderly and Disabled  $1.258 billion 3.1%
All Other Programs $3.545 billion 8.7%
Total $40.803 billion 100%

Expenses during FY 2003 for grant, subsidy, and loan
program expenses were $40.803 billion compared to
$38.019 billion in FY 2002. The following is a
description of these programs.

The Office of Housing administers rental subsidy,
homeownership subsidy, and grant programs designed to
provide housing to low- and moderate-income persons.

Section 8 Project-Based Rental Assistance: This program
encourages owners to develop or rehabilitate rental
housing for low and very-low income families with
rental assistance tied to specific units under an assistance
contract with the project owner.

Section 202/811 Capital Grants: Capital grants are
provided for the construction and long-term support of
housing for the elderly (Section 202) and persons with
disabilities (Section 811). Advances are interest-free and
do not have to be repaid providing the housing remains
available for low-income persons for at least 40 years.
Prior to the Section 202 Capital Grant program,

Section 202 loans were made to finance housing for
low-income elderly persons.

FISCAL YEAR 2003

Other Housing Programs: Housing also maintains
manufactured housing construction and safety
standards, administers the Real Estate Settlement
Procedures Act, and regulates interstate land sales.

The Office of Public and Indian Housing serves
low-income families and individuals who live in public
housing, Section 8-assisted housing, and Native
American housing.

Section 8 Tenant-based Rental Assistance is provided to
low-income families to enable them to obtain decent,
safe and sanitary housing in privately owned housing
units. This tenant-based-rent subsidies program is
administered by State and local housing authorities.

Public Housing Operating Subsidies are financial
assistance provided for project operations to
approximately 3,160 housing authorities managing
approximately 1.2 million units.

Public Housing Capital Funds are provided for capital
improvements (i.e., developing, rehabilitating and
demolishing units), for replacement housing, and for
management improvements.

Native American Housing Block Grants and Home Loan
Guarantees assist Native Americans in building or
purchasing homes on Trust Land; obtaining affordable
housing; implementing local housing strategies to
promote homeownership; and developing communities.

Supportive Services to Families and Individuals are
grants to housing authorities to administer programs that
help to stabilize the lives of families living in public
housing.

The Office of Community Planning and Development
administers the Department’s major economic and
community development grant programs, several housing
programs, and HUD’s homeless assistance programs. The
following are the largest:

Community Development: Community Development
Block Grants are provided to units of local government
and States for the funding of local community
development programs that address housing and
economic development needs, primarily for low- and
moderate-income persons.
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Affordable Housing Programs: HOME Investment
Partnership Grants provide assistance to renters, existing
home-owners, and first-time homebuyers, build state
and local capacity to carry out affordable housing
programs, and expand the capacity of nonprofit
community housing organizations to develop and
manage housing. The Housing Opportunities for
Persons with AIDS provides affordable housing and
related assistance to persons with HIVV/AIDS.

Homeless Programs: This consists primarily of grants
to public and private entitles to establish comprehensive
systems for meeting the needs of homeless people.

The Office of Fair Housing and Equal Opportunity
enforces the Federal Fair Housing Act and other civil
rights laws in its effort to ensure equal housing
opportunity. The Federal Fair Housing Act prohibits
discrimination based on race, color, religion, sex,
national origin, disability, or familial status. The Office
of Fair Housing and Equal Opportunity also endeavors
to direct jobs, training, and economic opportunities to
low-income residents in communities receiving housing
and community development assistance.

Fair Housing Assistance Program (FHAP) provides
grants to State and local agencies that administer fair
housing laws that are substantially equivalent to the
Federal Fair Housing Act.

Fair Housing Initiatives Program (FHIP) provides
funds competitively to private and public entities to
carry out local, regional and national programs that
assist in eliminating discriminatory housing practices
and educate the public and housing providers on their
fair housing rights and responsibilities.

The HUD Center for Faith and Community-Based
Initiatives is one of five Cabinet department centers
formed by the President to implement his vision of
government and faith-based and community-based
organizations working together to accomplish the
shared objective of more effectively helping the needy.
The Center’s goal is simple: More organizations
providing more services to help more people.

The Office of Healthy Homes and Lead Hazard
Control provides funds to state and local governments
to develop cost effective ways to reduce lead-based paint
hazards and other housing related health risks.

The Office of Federal Housing Enterprise Oversight
is an independent office within HUD that provides
oversight with respect to the financial safety and
soundness of the Federal Home Loan Mortgage
Corporation (Freddie Mac) and the Federal National
Mortgage Association (Fannie Mae).

Support Organizations

In addition to the major program offices, HUD has the
following support organizations:

 Administration/Chief Information Officer
 Chief Financial Officer

» Congressional and Intergovernmental Relation
» Departmental Operations and Coordination
 Field Policy and Management

» General Counsel

 Inspector General

 Policy Development and Research

 Public Affairs

On the following page is an overview of the
organizational components of the Department.
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Office of Federal
Housing Enterprise
Oversight Director

HUD ORGANIZATION

Federal Housing
Finance Board
Managing Director

Secretary

Staff Office:

Board of Contract Appeals

Deputy
Secretary

Administrative Law Judge

Small and Disadvantaged
Business Utilization

Assistant Assistant Assistant Chief Financial General Assistant Assistant President
Secretary for Secretary for Secretary for Officer Counsel Secretary for Secretary for Government
Administration/ Community Fair Housing Housing-Federal Congressional & National
Chief Planning and and Equal Housing Intergovernmental Mortgage
Information Development Opportunity Commissioner Relations Association
Officer
| | | | | | | |
Office of Assistant Assistant Inspector Assistant Deputy Assistant Center for Office of
Departmental Secretary for Secretary for General Secretary Secretary for Faith-Based Healthy Homes
Operations and Policy Public Affairs for Field Policy Public and and Community and Lead
Coordination Development and Indian Housing Initiatives Hazard Control
and Research Management
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Departmental Performance Highlights in Fiscal Year 2003

During FY 2003, HUD programs continued to enable
millions of American families to realize the dream of
homeownership or to obtain decent, affordable rental
housing, and provided funding and assistance to enable
local targeting of other community and economic needs
across the country. The following captioned sections
highlight some of HUD’s more significant
accomplishments this year, including a focus on
internal management actions designed to improve
HUD’s overall program delivery and results. A more
detailed discussion and analysis of performance against
each of HUD’s FY 2003 strategic goals and objectives
is provided in Section 2 of this report on “Performance
Information.”

Increased Homeownership

To enable greater numbers of Americans to realize the
dream of homeownership, HUD serves to provide a
regulatory role over the Nation’s housing industry and
has a number of programs that supplement the
conventional mortgage market to reach underserved
populations and areas, including first-time homebuyers,
low-income families, minorities and central cities.

Homeownership is advantageous because it contributes
to personal asset development, better neighborhoods
and schools, stability of tenure, and wider choice of
housing types. Holding other factors equal,
homeownership improves outcomes for children on a
number of dimensions, including higher school
achievement and lower dropout rates. Yet,
homeownership is a tenuous proposition when personal
incomes or knowledge are insufficient to gain access to
the housing market or to properly maintain housing
ownership. There is substantial evidence that lower
income and minority neighborhoods are less well served
by the conventional mortgage market than are more
affluent and non-minority neighborhoods. HUD’s policy
and program intervention efforts have a greater effect
on increasing homeownership rates among renters who
are marginally creditworthy, discouraged by
discrimination, or unaware of the economic benefits of
homeownership.

The National Homeownership Picture continued to
change in a positive direction in FY 2003, with slight
increases in overall homeownership and in HUD-targeted
populations of first-time, minority, low-income and
central city homebuyers. Based on data available at the
end of the fiscal year:

* The Homeownership rate reached a new quarterly
record high of 68.4 percent, an increase of
0.4 percentage points from the homeownership rate
at the end of FY 2002.

* The Nation gained an estimated 713,000 new
homeowners, attaining a new high of 72.2 million
homeowners.

* The minority homeownership rate climbed to
49.3 percent, an increase of 0.4 percentage points
representing 681,000 additional minority homeowners
compared with FY 2002.

* The homeownership rate among households with
incomes below the national median increased to
52.1 percent, a slight increase of 0.2 percentage
points from the FY 2002 level.

* The homeownership rate in central cities increased
to 52.3 percent in 2003, a slight increase of
0.2 percentage points from the same period in
FY 2002.

HUD’s Homeownership Program Results made a
significant contribution to the improving national
homeownership picture. In FY 2003, HUD devoted an
estimated $1.08 billion and 999 staff to the delivery and
oversight of program activities designed to increase
homeownership opportunities, with the following results:

* FHA endorsed 1,337,728 single-family mortgages
for insurance, consisting of a high volume of
refinanced mortgages and 677,000 home purchase
mortgage endorsements, bringing the FHA-insured
single-family housing portfolio to 5.3 million
mortgages at year-end.

e 77.1 percent of the FHA home purchase endorsements
were made to first-time homebuyers, enabling

FISCAL YEAR 2003
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521,937 families to purchase their first home this year.

» 35 percent of FHA’s home purchase mortgage
endorsements were made to minority homebuyers,
contributing to the President’s long-term goal that
5.5 million additional minority households will
become homeowners by 2010.

o 464,272 of the FHA endorsed single family mortgages
were in underserved communities.

* 43,840 HUD-owned single-family properties were
sold to owner occupants during FY 2003, compared
to 39,214 during FY 2002, an increase of nearly
12 percent.

 Participating jurisdictions used HUD’s HOME
program grant funds to complete 25,867 new
homebuyer units and committed an additional
$382,813,000 in funds for 31,999 additional future
homebuyer units.

» Ginnie Mae increased the availability of mortgage
capital by placing over 92 percent of all Veterans
Affairs and FHA single family housing loans
into Ginnie Mae securities, exceeding its goal of
85 percent by offering superior up-front pricing and
flexibility in determining servicing spreads and
continued success in reducing issuer’s back-end
processing costs.

* Fannie Mae and Freddie Mac both surpassed HUD’s
target of 50 percent of mortgages purchased or
guaranteed to serve low- and moderate-income
families, with Fannie Mae achieving 51.8 percent
and Freddie Mac 51.4 percent, representing a
combined 4.8 million dwelling units that qualified
towards the goal. (HUDs target goal and Government
Sponsored Enterprise performance data are measured
on a calendar year basis as of year-end 2002)

Other HUD Activities Promoting Homeownership
in FY 2003 included increased housing counseling and
loss mitigation efforts on FHA-insured mortgages:

* The Department placed more emphasis on housing
counseling for homebuyer education, pre-purchase
and loss mitigation and default, along with clients
who are preparing to purchase a home, purchasing a
home, or working to remain in their home. Based on a

FISCAL YEAR 2003

total housing counseling appropriation of $20 million
for FY 2002, an estimated 238,356 homebuyers or
homeowners were expected to receive housing
counseling services in FY 2003, an anticipated
increase of 5.3 percent over the 226,438 clients
counseled during FY 2002. During FY 2003,

$39.7 million was appropriated for housing
counseling and 483,749 homebuyers or homeowners
are expected to receive housing counseling in

FY 2004. Results for clients counseled during

FY 2003 cannot yet be fully assessed, but among
the 27,857 borrowers who received default-specific
counseling during FY 2002, 91.9 percent had
successfully avoided foreclosure through the end
of the year.

* FHA loan servicers continued to successfully
implement statutorily required loss-mitigation
techniques when borrowers experience financial
difficulties and default on their FHA mortgages.
Increased loss mitigation helps to increase the
overall homeownership rate by enabling borrowers
who default on their mortgages to keep their current
homes or to buy another home sooner. Better
loss-mitigation efforts, such as enhanced borrower
counseling, assist a borrower to resolve a default
in several ways short of foreclosure, for example,
by paying down the delinquency (cure), by a
pre-foreclosure sale with FHA perhaps paying an
insurance claim in the amount of the shortfall, or by
surrendering a deed in lieu of foreclosure. Avoidance
of foreclosure also reduces FHA’s insurance losses,
making FHA more financially sound and enabling it
to help more borrowers. FHA mortgage defaults
resolved through loss mitigation alternatives as a
share of total claims increased from 34.1 percent in
FY 2000 to 50 percent for FY 2003, which exceeded
the 40 percent target set for this goal.

HUD will continue to promote higher homeownership
rates among underserved populations through improved
partnering, marketing, and outreach in the single-family
FHA programs, and the efforts of Ginnie Mae, Fannie
Mae and Freddie Mac. Homeownership vouchers and the
homeownership downpayment assistance initiative will
play a growing future role in achieving this goal. HUD’s
block grant programs, CDBG and HOME, will remain
pivotal in providing homeownership assistance of various
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types to target local needs and preferences, particularly to
groups with incomes below the median income level.

Access to Decent, Affordable
Rental Housing

HUD has many programs that serve to increase the
production and quality of affordable rental housing and
to provide rental assistance to households in need.

Increased Production of Affordable Rental Housing
was supported by a number of HUD programs this year.
HUD and its many housing partners used available
budgetary resources to meet or exceed the FY 2003
goals established for the production of additional critically
needed rental housing units:

* FHA endorsed 1,257 insured multifamily housing
loans, valued at $6.85 billion, which financed nearly
168,000 housing units or beds in multifamily housing
properties, nursing homes and assisted living
facilities. In addition, FHA shared the risk with state
housing finance agencies for an additional 74 loans
totaling nearly $514 million and approximately
10,000 units. The combined 1,331 in new FHA-
insured multifamily loans exceeded the FY 2003
performance goal by 64 percent. Moreover, 53,220 of
these multifamily units were in underserved areas, a
four-fold increase over the FY 2002 accomplishment.

* HUD reached initial closing on 334 Section 202 and
Section 811 projects this year, resulting in an
additional 7,500 elderly housing units and 1,721
units for persons with disabilities. This exceeded the
closings goal by 33 percent.

* The HOPE VI “Revitalization of Severely Distressed
Public Housing Program” is HUD’s primary program
for eliminating the worst public housing by
demolishing unsustainable developments and
rebuilding communities in accordance with
community-sensitive principles. In FY 2003, the
HOPE VI program relocated 6,859 households,
demolished 7,468 units to permit redevelopment, and
completed 8,611 new or rehabilitated units, achieving
26 percent greater than the 6,821 unit goal.

* The HOME Program contributes over twenty
thousand affordable rental units to the housing stock
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each year, with 25,977 produced in FY 2003.
Regulations allow HOME-assisted rental
developments to admit households with incomes up
to 80 percent of area median, but 90 percent of
residents must have incomes below 60 percent of
median. HOME performance consistently exceeds
this statutory requirement. Although HOME rental
developments are not required to serve families
with incomes below 30 percent of the area median,
41.4 percent of all households in the 243,404
completed HOME-assisted rental units developed
since program inception in 1992 have had incomes
below 30 percent of the area median (i.e., extremely
low-income) at initial occupancy.

* Ginnie Mae securitized 90 percent of eligible FHA
multifamily mortgages to increase the supply of
mortgage capital. The multifamily portfolio had
record growth for the second year in a row.
Multifamily issuances increased from $7.9 billion in
FY 2002 to $9.3 billion in FYY 2003, representing an
increase of 17.7 percent. The remaining multifamily
principal balance increased from $25.4 billion in
FY 2002 to $28.9 billion as of September 30, 2003,
an increase of 13.8 percent. For the first time, in
FY 2003, multifamily construction loans were used
as a new type of collateral for multifamily Real Estate
Mortgage Conduits. This reflected the increased
interest of investors in multifamily government
guaranteed loans.

Rental Housing Assistance Program Improvements
continued to be a primary focus for HUD and its
housing partners in FY 2003. HUD’s major rental
housing assistance programs — Public Housing,
Housing Choice Vouchers, and Multifamily Project-
Based Assistance — constitute HUD’s largest
appropriated funding activity, with over $24 billion of
expenditures to provide housing to 4.8 million
households in FY 2003. Under these programs, assisted
households typically pay 30 percent of their income for
housing with HUD funding covering the balance of the
stipulated rent or remaining operating costs, in
accordance with program regulations. The table in
Appendix 2 of this report shows how many units of
housing assistance are available under the major HUD
rental assistance programs and certain other HUD
housing assistance programs.
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HUD’s rental housing assistance programs are
administered by third party intermediaries, including
private for-profit and non-profit multifamily housing
project owners and Public Housing Agencies (PHAS).
Given the significance of the resources and
responsibilities entrusted to the PHAs administering the
Public Housing and Housing Choice Voucher Programs,
HUD has established comprehensive remote monitoring
systems to determine the extent of performance and the
need to target on-site monitoring, technical assistance or
other intervention actions to improve performance. As
indicated by the most recent assessment systems scoring
results, most PHAs are performing acceptably:

* The Public Housing Assessment System (PHAS)
assesses the performance of Public Housing
Agencies, which can receive a maximum score of
100 based on their physical and financial condition
and their management quality (30 points each), as
well as resident satisfaction (10 points). As of the
end of FY 2003, the unit-weighted average PHAS
score was 87.3, an increase of 2.4 percent from the
FY 2002 baseline.

« Similar to PHAS scores, Section Eight Management
Assessment Program (SEMAP) scores are designed
to track the capability and accountability of a housing
authority partner’s administration of the Housing
Choice Voucher Program. A baseline was established
using the first year’s final scores under SEMAP. Of
the 2,420 PHAs with final ratings for the four quarters
from December 2000 through September 2001, the
average weighted SEMAP score was 83.4 percent.
Out of the 2,427 PHAs that received SEMAP ratings
for the four quarters from March 2002 through
December 2002, the average weighted SEMAP score
was 82.5 percent. The average weighted SEMAP
score fell by approximately one percentage point.
Although the change is slight, it can be attributed
to the lowering of scores due to HUD? focus on
the need for housing authorities to improve tenant
income verification in correctly calculating subsidies.

PHAs that do not perform acceptably are placed in
“troubled” status and are subjected to a remediation
period to correct performance or the PHA’s
management will be replaced with an acceptable
performer. During FY 2003, the number of public
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housing units managed by PHAs designated as
“troubled” was reduced by 72 percent, from 57,433 units
to 16,188 units. HUD also initiated two PHA
management takeover actions during the year, bringing
the total number of PHAs under an administrative or
court appointed receivership to 10.

To improve the monitoring of the multifamily housing
assistance portfolio of 18,300 properties with 1.3 million
Section 8 Program units managed by private owners
and agents, HUD is outsourcing much of its monitoring
to state agencies under performance-based contract
administrator agreements. In FY 2003, performance-
based contract administrator agreements monitored the
assistance to 10,000 properties with 670,000 units in

all but nine States. The performance-based contract
administrator agreements are responsible for reviewing
all vouchers prior to payment and performing annual
occupancy reviews on all assigned properties to assure
owners and management agents comply with physical
inspection and financial requirements, and are properly
applying the occupancy guidelines and income
verification processes.

A major goal for HUD is to assure that its rental
assistance is providing decent, safe and sanitary housing
in accordance with HUD’s physical condition standards.
Working with its program partners at privately owned
and public housing, HUD continued to improve the
quality of housing supported by its multifamily housing
mortgage insurance, project-based assistance, and public
housing programs in FY 2003:

e The results of the most recent physical inspections
conducted on the multifamily housing portfolio
provide the following profile on 29,705 insured and
assisted properties with approximately 2.4 million
housing units. Currently, 95 percent of projects meet
or exceed HUD’s physical condition standards,
compared to a baseline of 87 percent.
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Multifamily Housing Project
Inspection Profiles

Project Baseline Cycle Il Cycle Ill  Current
Conditions Profile Profile Profile Profile
(100 point (28,038 (28,647 (28,898 (29,705
scale) projects) projects) projects) projects)
Exemplary
(90-100) 37% 55% 54% 55%
Above Standard
(80-89) 24% 25% 25% 25%
Standard
(60-79) 26% 14% 15% 15%
Sub-Standard
(31-59) 11% 5% 5% 4%
Troubled
(0-30) 2% 1% 1% 1%

(Current profile [FY 2003] reflects new inspections conducted between
10/1/2002 and 9/30/2003. For comparable unit-weighted data, see
Performance Indicator 3.3.1).

During FY 2003, the Office of Multifamily Housing
implemented a new protocol on physical inspection
referrals to the Departmental Enforcement Center. The
new protocol streamlined procedures and placed an
increased focus on enforcing corrective action at
properties scoring in the sub-standard range. As a
result, the Departmental Enforcement Center received
almost 1000 physical inspection referrals or 2.5 times
the number of referrals made during FY 2002. Of these,
nearly 200 were properties scoring in the “troubled”
range (less than 30 points out of a possible 100 points)
with the other 800 referred properties scoring in the
sub-standard range (between 31-59 points). This
increased enforcement activity contributed to the one
percent reduction in the percentage of substandard
properties in the HUD-supported multifamily housing
portfolio.

* Individual PHA project inspection results indicate
a PHA’s compliance with HUD’s physical condition
standards. The results of project inspections as of
September 30, 2003, associated with the current
(fourth) cycle of PHAS scores, are shown in the
following chart.

Public Housing Project Inspection Profiles

Project Cycle | Cycle 1l Cycle Il  Cycle IV
Conditions Profile Profile Profile Profile
(13,569 (14,011 (14,021 (14,142
projects) projects) projects) projects)
Above Standard  22% 33% 38% 38%
Standard 61% 58% 55% 55%
Sub-Standard 17% 9% 7% 7%

Currently, 93 percent of PHA projects meet or exceed
HUD’s housing quality standards, compared to a
baseline of only 83 percent four years ago. During
FY 2003, 90 percent of public housing residents
surveyed were satisfied or very satisfied with their
“overall living conditions.”

During FY 2003, HUD revised its physical inspection
process to establish more stringent requirements for
defining and reporting on exigent or life threatening
health and safety deficiencies. When such deficiencies
are detected during HUD’s on-site physical inspections,
citations are issued to project owners and agents
requiring corrective action and response to HUD within
three business days. In FY 2003, 98 percent of the
detected multifamily housing deficiencies were
corrected or mitigated, nationwide.

As of the end of FY 2003, 91.8 percent of public
housing units and 92.8 percent of assisted multifamily
units had functioning smoke detectors and were in
buildings with functioning smoke detection systems.
These data represent a 0.4 percentage point increase for
both public housing and assisted multifamily housing.
These results show that the share of HUD-assisted
households who are adequately protected with smoke
detectors exceeds the three-quarter share of all U.S.
households who are protected.
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Strengthening Communities

HUD’s various community grant and loan programs
are important vehicles for improving the community’s
quality of life and economic vitality, with a focus on
benefits to low- and moderate income residents,
including activities that: reduce homelessness; create
and retain jobs; promote self-sufficiency; and maintain
healthy homes.

Benefits to Low- and Moderate Income Residents
are a mandated goal for CDBG Entitlement
Communities and States, who are required to expend
at least 70 percent of grant funds for housing and
community and economic development activities that
benefit low- and moderate-income residents. During
FY 2003:

* Entitlement communities used 94.8 percent of their
CDBG funds for activities that benefit low- and
moderate-income persons. The level exceeds the
goal of 92.0 percent and is a slight increase over
the FY 2002 level of 94.4 percent.

» State grantees used 96.7 percent of their CDBG
funds for activities that benefit low- and moderate-
income persons. That level is slightly below the goal
of 98.0 percent, though this level of benefit is up
from FY 2002’ level of 96.4 percent.

Addressing Homelessness is a major focus of several
HUD grant programs to communities, and Annual
Progress Report data reflects the following significant
results in FY 2003:

* An estimated 158,824 homeless persons moved into
HUD-funded transitional housing, far exceeding the
goal of 115,000. HUD continues to increase the
number of HUD-funded transitional housing beds.
HUD also continues to provide the supportive
services necessary to move homeless persons from
transitional housing to permanent housing. This
creates vacancies for other homeless persons in need
of transitional housing and accompanying supportive
services.

* 50,192 homeless persons became employed while in
HUD’s homeless assistance projects, exceeding the
goal of 19,000.
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e 34,307 homeless adults moved into HUD-funded
permanent housing.

e 45,217 homeless adults left HUD?s transitional
housing and moved into other permanent housing,
exceeding the goal of 29,000.

* Approximately 94,442 homeless persons receiving
HUD-funded supportive services moved into
permanent housing. This goal was met as a result
of HUD’s emphasis on permanent housing and by
encouraging local communities to use HUD funds
to move homeless persons to permanent housing.

A long range HUD goal is to reduce the number of
chronically homeless individuals by up to 50 percent
over five years. While there was previously no way to
directly measure the number of chronically homeless
individuals, HUD is working with other Federal agencies
and communities to develop definitions, methods and
systems for measuring the extent of chronic
homelessness. The collection of baseline data initiated in
FY 2003 will be completed and verified in FY 2004.

Job Creation and Retention was a continuing focus
of community recipients of HUD grant and loan funds
in FY 2003, with the following activity reported:

» 108,684 full-time-equivalent jobs were created or
retained with CDBG funds during the fiscal year.

* The aggregate total number of jobs to be created or
retained through approved applications for Section 108
Loan Guarantee assistance in FY 2003 was 11,730.

e 22 communities that were awarded Brownfields
Economic Development Initiative grants in FY 2003
projected the grants would result in the creation of
7,000 jobs.

Moving People to Self-Sufficiency is also a benefit
of HUD’s community-oriented programs, including the
following FY 2003 activities:

* Included in the programs that help families make
progress toward self-sufficiency is Neighborhood
Networks, which encourages multifamily housing
property owners and managers to establish multi-
service community technology centers on their
property. These centers bring digital opportunity
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and lifelong learning to low- and moderate-income
residents living in multifamily insured and/or
assisted housing. The centers help residents gain
knowledge and skills through the use of computer
technology to prepare them for the job market and
attain self-sufficiency. HUD continued to support
the voluntary Neighborhood Networks efforts of
private multifamily property owners by allowing
them to use funds from their reserves for
replacement account or residual receipts account for
up to three years. Multifamily partners established
178 new Neighborhood Networks centers during
FY 2003. In addition, HUD staff provided technical
assistance to 25 percent of the existing centers to
help them improve their operations and provide
quality training and services to center users to
increase their chances of becoming self-sufficient.

» Service Coordinator grants funded service
coordinators for 23,180 additional units in assisted
multifamily housing projects for the elderly. The new
grants increased the total number of units in elderly
developments with service coordinators by 26 percent
to over 111,000. Service coordinators may provide
personal assistance with daily activities, provide
transportation to medical appointments or shopping,
establish health and wellness programs in the
community, and make physical improvements to
provide space for support services. Frail elderly
residents report higher quality of life and increased
independence in developments that have service
coordinators on staff.

Assuring Healthy Homes is the focus of HUD’s Office
of Healthy Homes and Lead Hazard Control, which
provides grants to state and local government agencies
to control lead and housing-related hazards in privately
owned low-income housing, with the following results
through the end of FY 2003:

* Under the Healthy Homes Grant Program, thirty-
nine grants and two interagency agreements have
become operational since the program’s inception.
To date: 37,781 clients have been served by Healthy
Homes grant programs; 4,203 units have been
assessed; and 1,176 interventions (homes treated
for hazards) have been completed. Over 424,000
individuals have been reached through Healthy
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Homes projects and over 2,600 individuals have
been trained in the assessment and mitigation of
healthy homes hazards.

e The Lead Hazard Control Grant Program completed
9,098 lead-safe units (homes), 20 percent more than
the goal of 7,600 for FY 2003.

Ensuring Equal Opportunity
to Housing

HUD ensures equal opportunity in housing for
Americans by enforcing the Fair Housing Act

(Title V) provisions for the private housing market,
and provisions of Title VI and Section 504 of the
Rehabilitation Act for HUD-administered programs,
through actions that:

* Promote awareness of fair housing laws;

* Resolve discrimination complaints in a timely
manner; and

 Improve housing accessibility for persons with
disabilities.

Measuring the Problem and Public Awareness HUD
conducts studies of the nature and extent of housing
discrimination and public awareness of fair housing laws
to enable HUD’s Office of Fair Housing and Equal
Opportunity to target activities to increase awareness
and reduce discrimination. As reported in the most
recent HUD sponsored Housing Discrimination Studies:

» African Americans and Hispanics received adverse
treatment relative to non-Hispanic whites in over
20 percent of initial rental search inquiries and over
15 percent of initial home purchase inquiries. This
represents a large decrease between 1989 and 2000
in the level of discrimination experienced by
Hispanics and African Americans seeking to a buy
a home. There has also been a modest decrease in
discrimination toward African Americans seeking to
rent a unit. This downward trend, however, has not
been seen for Hispanic renters who now are more
likely to experience discrimination in their housing
search than African American renters.

» Whites are consistently favored over Asians and
Pacific Islanders in approximately one in every five
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rental or sales transactions.

* Whites were consistently favored over American
Indians in 33 percent of rental transactions.

Increased public awareness of fair housing law reduces
discriminatory actions. However, prior to a study begun
in FY 2000, no nationally available data existed to
estimate the extent of awareness. The findings of the
study support the conclusion that there is relatively
widespread, if not universal, knowledge of certain fair
housing protections and prohibitions, yet the public
understands some areas of the law such as protections
for families with children much less well than others.
Using this information as a baseline, HUD will perform
a similar survey in FY 2004 to ascertain whether public
awareness has increased since 2000.

Investigation and Enforcement Activity HUD
investigates and resolves complaints of alleged housing
discrimination from private citizens and interest groups
throughout the nation. Through vigilant enforcement
efforts, HUD is transmitting the message that fair
housing laws are a key priority and must be obeyed.

In FY 2003, HUD’s Office of Fair Housing and Equal
Opportunity:

* Completed 1,060 enforcement actions, an increase
from the FY 2002 level of 1,010 and exceeding the
goal of 1,000 enforcement actions.

* Reduced the percentage of aged cases over 100 days
to 19 percent of open cases, compared to 29 percent
at the end of FY 2002.

HUD also provides Fair Housing Assistance Program
(FHAP) grants to “substantially equivalent” fair
housing agencies to support fair housing enforcement.
Substantially equivalent agencies are those that enforce
State fair housing laws or local ordinances that are
substantially equivalent to the Fair Housing Act.

Many communities do not have strong State or local
legal protections from housing discrimination. HUD’s
Fair Housing Initiatives Program (FHIP) provides grant
funding to address this shortfall by helping independent
fair housing groups to educate, to reach out, and to
ensure compliance with the Fair Housing Act and the
Americans with Disabilities Act. During FY 2003,
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FHIP grants served to increase the number of FHAP
agencies that are certified by two, from 96 to 98.

During FY 2003, the FHAP grantees’ aged cases over
100 days were 43 percent of open cases, compared to
45 percent in FY 2002. In FY 2004, HUD will continue
to assist FHAP organizations in reducing their aged
case backlog. This will be accomplished through the
further monitoring, training and technical assistance
HUD will provide to the substantially equivalent
agencies. This effort will reassure the public that if a
complaint is filed action will be taken. HUD is
committed to vigorous enforcement of the fair housing
laws to help ensure that all households have equal
access to rental housing and homeownership
opportunities.

The Fair Housing Act requires public areas and some
apartments in newly constructed multifamily housing
to be accessible to persons with disabilities. HUD
launched Fair Housing Accessibility FIRST to provide
training and technical guidance to architects, builders
and others on how to design and construct accessible
multifamily housing in accordance with the requirements
of the Fair Housing Act. Following a needs assessment,
development of the training curriculum, and
establishment of a technical guidance clearinghouse,
the program provided six months of training in 25
locations with a total attendance to date of 1,555.

To date all training sessions have been full and the
interest level housing organizations have shown for
future training events evidence a strong need and
growing demand for this training. In FY 2003, a total
of $1.5 million was committed to carry out the training
and technical guidance program.

Assuring HUD Programs are Free of Discrimination
Fair Housing and Equal Opportunity reviews recipients
of HUD federal financial assistance to ensure that their
housing and non-housing programs and activities
comply with the non-discrimination requirements of
Title VI of the Civil Rights Act of 1964 and Section
109 of Title I of the Housing and Community
Development Act of 1974. This effort helps ensure that
the over $30 billion in annual HUD program assistance
is administered in a manner that prevents
discrimination. Title VI prohibits discrimination based
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on race, color, or national origin, whereas Section 109
also forbids discrimination on the basis of sex and
religion. If non-compliance is found, it is resolved
through voluntary compliance agreements. During
FY 2003, 50 reviews were completed to meet HUD’s
goal.

Fair Housing and Equal Opportunity also reviews
recipients of HUD federal financial assistance to ensure
that their housing and non-housing programs and
activities comply with the non-discrimination
requirements of Section 504 of the Rehabilitation

Act of 1973, which prohibits discrimination based

on disability. During FY 2003, HUD completed

75 compliance reviews. This is five less than was
projected, due to a reduction in travel resources

during the last quarter of FY 2003.

Meeting Management Challenges
to Improve Program Delivery

HUD management, the U.S. General Accounting Office
and the HUD Office of Inspector General agree that
HUD needs to improve the management of human
capital, information systems and service acquisition to
support enhanced delivery of it’s mission, particularly
in the high-risk rental housing assistance and single
family mortgage insurance programs. The President’s
Management Agenda is addressing HUD’s management
challenges and high-risk programs through five
government-wide initiatives to improve government
performance, a sixth HUD-specific initiative to correct
long-standing Department-wide weaknesses, and a
seventh initiative to improve HUD’s program delivery
by enabling increased participation by faith-based and
community organizations. A discussion of each of these
initiatives follows:

Strategic Management of Human Capital. This
initiative is directed at improving HUD’s most
important asset, its “human capital.” Significant steps
were taken to better use HUD’s existing staff capacity
and to obtain, develop, and maintain the capacity
necessary to adequately support HUD’s future mission-
critical program delivery. A five-year Human Capital
Management Strategy was developed with

implementation plans to ensure that: 1) HUD’s
organizational structure is optimized; 2) succession
strategies are in place to provide a continuously updated
talent pool; 3) performance appraisal plans for all
managers and staff link to HUD’s mission goals and
objectives; 4) diversity hiring strategies are in place to
address under representation; 5) skills gaps are assessed
and corrected; and 6) human capital management
accountability systems are in place to support
effective management of HUD’s human capital. In

FY 2003, HUD:

 Issued a five-year Strategic Human Capital
Management Plan, and initiated a comprehensive
workforce analysis that will produce a workforce
plan for the core program business offices.

» Continued successful implementation of its intern
programs to maintain a constant flow of promising,
talented individuals to support and ensure a
productive workforce now and into the future. At
the end of FY 2003, HUD retained 257 of the 268
interns on-board at the beginning of the year, or over
95 percent. In addition, more than 30 interns were
hired or converted to full time positions.

 Delivered the first course in the “Operation Brain-
Trust” Program. This course, covering HUD’s
mission and major programs, was attended by
approximately 700 employees nationwide. The
Operation Brain Trust Program is designed to
capture the critical knowledge of experienced HUD
professionals and deliver that knowledge to new-less
experienced employees before experienced
employees retire.

» Developed the Emerging Leaders Program to select
thirty candidates who will begin a series of classes
in FY 2004 to prepare them to replace HUD’
current leadership ranks that are eligible and will
retire in the next five years.

Competitive Sourcing. This initiative promotes the
increased use of competitive public-private cost
comparison studies as a resource management tool to
realize more cost-efficient operations and improved
service delivery. However, HUD is already heavily
reliant on outsourced services and needs to carefully

FISCAL YEAR 2003



1. MANAGEMENT DISCUSSION AND ANALYSIS
I I DEPARTMENTAL [PERFORMANCE HIGHLIGHTS

consider the impact of any further outsourcing on
program risk. To reduce costs and improve services,
HUD?s initial approved competitive sourcing plan also
allows for consideration of “in-sourcing” studies in
areas where functions were previously outsourced
without the benefit of a competitive public-private

cost comparison study. Given that HUD has no existing
experience or capacity to support the competitive
sourcing process, FY 2003 was devoted to:

 Identifying initial potential study areas;

 Establishing a minimum staff capacity to direct
HUD’s competitive sourcing activity;

» Obtaining the contract assistance necessary to
support the future conduct of studies at HUD; and

» Completing feasibility analyses on the 22 initial
study candidates to identify the one or two most
beneficial candidates for announcement and conduct
of a competition in FY 2004.

Improved Financial Performance. This initiative is
directed at: improving and accelerating financial
reporting and audit results; resolving material
weaknesses and improving internal controls;
strengthening funds control and financial systems
compliance; and reducing erroneous payments. HUD’s
significant FY 2003 accomplishments included:

» Accelerated issuance of the audited FY 2003
financial statements for FHA, Ginnie Mae and the
Department;

* Receipt of an unqualified audit opinion on the HUD
consolidated FY 2003 financial statements for the
fourth consecutive year;

* A reduction of auditor-identified material weakness
issues from three to two, and a reduction in reportable
conditions from ten to seven.

 Issuance of the first update of the Administrative
Control of Funds Handbook in 20 years, with
provision of funds control training, development of
funds control plans for all allotments, and plans for
cyclical testing of funds control plans.

» Completion of the general ledger phase of the FHA
Subsidiary Ledger Project on schedule in October
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2002, with other phases of the project progressing to
provide funds control and improve management
reporting and integration with program systems.

* Initiation of the HUD Integrated Financial
Management Improvement Project by the Chief
Financial Officer, to plan for the next generation
core financial management system to modernize or
replace the existing core systems, including the
HUD Central Accounting and Program System.

A 30 percent reduction in the $2.3 billion in estimated
gross annual erroneous payments of rental housing
assistance attributed to program administrator errors
in tenant income and rent determinations (see
Footnote 17 to HUD’s Financial Statements).

* Reduction in travel card delinquencies to lead the
government, with improvement of controls over
purchase card use.

* Initiation of the first Department-wide erroneous
payments risk assessment, in accordance with the
Improper Payments Information Act of 2002 (see
Appendix 5 on Erroneous Payment Reduction
Activities).

Expanded Electronic Government. While HUD is
pursuing increased electronic commerce and actively
participating in government-wide “eGovernment”
projects, this initiative also focuses on more
fundamental, HUD-specific needs to: improve the
information technology capital planning process;
complete a systems modernization blueprint or
enterprise architecture to guide future systems
development; convert to performance-based
information technology service contracts and
strengthen information technology project management
to produce better results; and provide a secure systems
environment for all platforms and applications.

FY 2003 accomplishments included:

» HUD established measures for tracking its
participation and performance on 15 major
eGovernment projects that support the President’s
Management Agenda objectives to simplify the
delivery of services to citizens, enable the agency’s
business processes to be more efficient, and reduce
costs through integration and elimination of
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redundant systems

* All of HUD’s 35 major information technology
projects were within 30 percent of their cost,
schedule and performance objectives, with nearly
half (46%) of these projects within 10 percent of
their cost, schedule and performance objectives,
based on the most recent quarterly review.

* Regarding systems security, HUD: 1) completed and
verified the list of sensitive systems; 2) conducted
an external penetration test; and 3) completed and
submitted its Annual Report under the Federal
Information Systems Management Act. In addition,
actions were initiated to complete entity-wide
security training and a systems security accreditation
and certification process in FY 2004.

* HUD?’ Data Quality Improvement Program met its
goal of certifying an additional eight systems.
Cumulatively, 15 systems have been assessed and
12 certified through the end of FY 2003, with a
focus on systems that produce data for this annual
performance report.

Budget and Performance Integration. This initiative
is directed at reducing and better focusing performance
measures, establishing program efficiency measures,
and better integrating budget and performance
information for use by program decision makers.
During FY 2003, HUD accomplished the following:

* Updated the HUD Strategic Plan in the spring of
2003, in consultation with the Congress and other
stakeholders, to better focus on HUD’s core mission.

» Subjected 12 HUD programs to the Office of
Management and Budget’s Program Assessment
Rating Tool process, with initiation of plans to
improve scores on several program areas.

* Developed HUD’ FY 2004 budget submission in
both the traditional and a performance-based format.

» Continued to pursue ways to improve the integration
of performance with the budget in developing the
FY 2005 budget.

HUD continues to work with the Office of Management
and Budget to develop efficiency measures for major
programs and to reduce and focus performance measures
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covering the Department’s core Strategic Plan goals and
objectives.

Improved HUD Management and Performance By
Housing Intermediaries. This five-part HUD-specific
initiative is focused on addressing HUD’s high risk
program and material weakness issues that are not
otherwise covered by the above five government-wide
President’s Management Agenda initiatives, including:

Improved Housing Intermediary Performance.
HUD and its housing partners have already achieved
the original housing quality improvement goals
through FY 2005 and have raised the bar with new
goals. The percentage of assisted multifamily
housing projects meeting HUDs housing quality
standards has risen from 87 percent to 95 percent,
while the percentage of public housing projects
has improved from 83 percent to 93 percent.
Improvements continue to be made to the PHAS,
SEMAP, and multifamily management oversight
processes for assessing and acting on program
administrator performance and compliance.

Reduced Rent Subsidy Overpayments.

HUD has developed a comprehensive plan for
reducing the originally estimated $2 billion in net
annual rental housing assistance overpayments
attributed to program administrator processing error
and tenant underreporting of income. Congressional
approval of HUD’s legislative proposal for increased
computer matching and data-sharing authority to
allow upfront verification of tenant income in all
rental assistance programs has the potential to
reduce the estimated payment error by over one-half.
Establishing an adequate field monitoring capacity,
with provisions for improved guidance, training,
staffing, and action on monitoring results, is a key
component of the strategy. Significant actions to
date include: the Office of Public and Indian
Housing’s conduct of over 700 Rental Integrity
Monitoring reviews at PHAs managing over

80 percent of Public and Indian Housing’s funding;
Public and Indian Housing’s implementation of the
Upfront Income Verification System using State
wage data; and the Office of Multifamily Housing’s
increased monitoring through the expanded use of
Performance-Based Contract Administrators.
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Based on a study of program activity in the first half
of FY 2003, it is estimated that the gross error by
program administrators has been reduced by over

30 percent, from $2.2 billion to $1.5 billion. HUD is
also taking action to measure and reduce the extent
of billing error in these programs.

Improved FHA Risk Management.

Several new risk management rules have been
proposed or completed to protect both the FHA fund
and homebuyers from predatory lending practices
like property flipping. Under the new “Appraiser
Watch” process, appraisers with poor performance
records are automatically targeted for monitoring.
Appraisers violating FHA standards will be
disqualified from program participation. FHA is also
implementing a measure of the effectiveness of its
targeted compliance monitoring efforts. FHA’s new
automated underwriting system, the Technology
Open To Approved Lenders Scorecard, will be made
available to all lenders for implementation by the
end of December 2003. The Scorecard will improve
the automated underwriting process to increase
lender efficiency and decrease losses to the FHA
fund through more consistent, objective evaluations
of the credit worthiness of borrowers, and better
integration of the automated underwriting systems
usage into FHA’s existing processes and workflow.
FHA also believes that the objectivity and broad
availability of the Scorecard will increase
homeownership opportunities for underserved
borrowers.

Fewer Meaningless Compliance Burdens.

HUD is closely working with local program
stakeholders to make the Consolidated Plan
requirement more results-oriented and useful to
communities in assessing their own progress toward
addressing the problems of low-income areas. Pilot
efforts are being tested in communities and will be
evaluated as inputs to the development of legislative
and/or regulatory change proposals that will provide
a results-oriented planning and reporting system
nationally for major grant programs.

Improved Acquisition Management.
HUD acquires over $1 billion in contracted services
and goods each year. As part of an overall strategy
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to improve HUD’s acquisition management, actions
are being taken to ensure that HUD’s centralized
contracting management information system
contains reliable data on the number of active
contracts, the expected cost of the contracts, and the
types of goods and services acquired, and that its
financial management information systems provide
complete and reliable obligation and expenditure
information on HUD’s contracting activities. Other
aspects of HUD’s acquisitions management
improvement strategy are being addressed through
the human capital strategic implementation plan,
which incorporates actions to enhance HUD’s
procurement staff capacity and improve guidance
and training for HUD’s acquisition workforce.

Increased Faith-Based and Community
Organization Participation. The goals of this initiative
include: identifying and eliminating barriers to equal
treatment in federal funding processes for Faith-Based
and Community Organizations; increasing outreach and
technical assistance to enhance opportunities for Faith-
Based and Community Organization participation;
targeting pilot program efforts where Faith-Based and
Community Organizations stand to make a substantive
contribution; and collecting data and evaluating Faith-
Based and Community Organization participation and
results. To date, HUD has:

e Established and trained a network of Faith-Based
and Community Initiative Liaisons in its 81 regional
and field offices;

« Compiled an outreach list of approximately 8,000
Faith-Based and Community Organizations;

« Completed a data collection design;

 Issued a final rule that revises HUD regulations to
remove barriers to the full participation of Faith-
Based and Community Organizations in major grant
programs;

» Scheduled grant writing workshops for Faith-Based
and Community Organizations;

* Initiated plans to increase Faith-Based and
Community Organization participation in the HUD
SuperNOFA (Notice of Funding Availability) and as
sub-recipients of block grant programs;

1-21



il
| Perrormanice b e R

Risks, Trends, and Factors Affecting HUD Goals

* Presented the strategic goals and objectives of this
presidential initiative at over 92 national regional,
and local conferences and workshops; and

» Finalized the concept for the “Reaching the Dream”
homeownership pilot.

These and other efforts are continuing to further HUD’s
mission through increased participation by Faith-Based
and Community Organizations.

Homeownership and Rental
Housing Programs

National and regional economic conditions, as well as
the actions of many private and public players, exert a
critical influence on increasing homeownership or
achieving any of HUD’s specific performance targets
that measure progress toward that objective. Higher
interest rates can reduce the number of first-time
homebuyers, thus reducing the number of homes insured
by FHA. But lower interest rates do not necessarily mean
that the number of first-time homebuyers will increase,
because lower interest rates can also signal a weakening
of the economy. Lower interest rates do usually increase
the number of re-financings, thus reducing the share of
new loans going to first-time buyers, even if their
numbers rise. Record low interest rates during FY 2003
caused an unusually high number of homeowners to
refinance their mortgages. While FHA exceeded its
expected business volume for total single-family
mortgage insurance endorsements in 2003, it fell short
of its goal for endorsing home-purchase mortgages for
first-time homebuyers. Refinancing transactions are less
costly and less time-consuming than purchase
transactions where deed and titles must be recorded, so
lenders may have concentrated on this business. In
addition, FHA has a streamlined refinancing program
that requires no new appraisal, and further encourages an
increased volume of refinancing activity. The number of
mortgages processed and submitted for insurance to
FHA was thus much greater for re-financed mortgages
than for home purchase mortgages. FHA will continue
its efforts to reach potential first-time homebuyers
through participation in conferences, seminars and other
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outreach events.

Economic weakness and rising unemployment
traditionally lead to fewer persons applying for FHA
loans, and higher loan default rates. During FY 2003,
FHA was able to help increasing numbers of
homeowners experiencing financial difficulties to
resolve their mortgage defaults instead of foreclosing.
Through loss mitigation techniques, such as home
retention tools, pre-foreclosure sales, and deeds-in-lieu
more defaults were resolved and fewer homeowners lost
their homes. While greatly influenced by external
factors, both FHA and the housing industry overall have
maintained a high level of performance, even during
weakened economic conditions.

Many external factors also affect the supply of
affordable rental housing, including tax policy, local
rental markets, building codes and land use regulations,
State and local program decisions, and the actions of
HUD’s many other partners. Although rental vacancy
rates nationally have been unusually high for at least

5 years, local rental markets vary in the availability of
housing with rents below local fair market rents. Some
large metropolitan areas have relatively few units that
would be affordable to extremely-low-income renters
without HUD program assistance.

The availability of Federal resources for subsidy
payments also affects HUD’s ability to provide access
to affordable housing. Changes in unemployment rates,
in the cost of developing and maintaining housing or in
personal income—factors over which HUD has little
control—all affect housing affordability. Since tenant-
paid rents are established as a percent of income in
HUD’s rental assistance programs, lower incomes
necessitate greater subsidies. With the number of
renters with worst case housing needs far exceeding
the available funds, and with the pressure of welfare
reform, the success of HUD?’s efforts in this area will
be highly dependent on the ability of the economy to
continue to generate jobs with decent wages.

A wide array of local factors, such as building codes
and other regulations, affect the choices that builders
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make in constructing and rehabilitating American
homes. While HUD can encourage local communities
to improve and enforce building codes and regulations,
and can encourage private builders and owners to
improve their properties, the Department cannot
mandate these changes. Increasing building density and
other land use factors also have major impacts on the
vulnerability to natural disasters and the magnitude of
associated risk. Public awareness of hazards and of ways
of reducing them is also important but often lacking.

Internal factors such as improving management
practices and business process streamlining also

made an impact on HUD’s ability to provide access

to affordable housing and FHA’s ability to increase
homeownership and the supply of affordable rental
housing. Through improved management of its
portfolio, insurance premiums, and more stringent
measures to ensure data integrity, FHA again increased
the capital ratio of its Mutual Mortgage Insurance Fund
during FY 2003, a direct influence on its ability to
provide insurance coverage to homeowners. The
emphasis that HUD has placed on risk reduction and
automation of its business processes and procedures
has been manifested in FHA’s current business practices
and initiatives.

Equal Opportunity to Housing

Social, cultural and economic conditions influence the
acceptance of minorities, persons with disabilities and
other protected classes. In addition, disparities in wealth
and income levels among groups contribute to the
inability of some persons to purchase a home, obtain
affordable and/or accessible rental housing, and realize
economic opportunity.

HUD depends upon the Department of Justice as well
as state and local government partners to assist in
furthering fair housing. State legislation that is
substantially equivalent to the Federal Fair Housing Act
is critical to increase the Nation’s capacity to effectively
enforce fair housing laws. State regulation of finance,
insurance and real estate also affects fair housing and
homeownership within specific populations or
neighborhoods. FHA has worked to ensure equal
housing opportunities through targeted marketing and
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outreach activities to un-served and underserved
markets.

Local policies, including land use controls and accessible
building code enforcement, will continue to influence
levels of discrimination, income isolation, and
disparities in homeownership rates. The private sector
likewise plays a central role in achieving fair housing
outcomes. Businesses which adopt fair housing policies
and practices go far to promote justice. Finally, some
individuals continue to discriminate because they lack
awareness of their fair housing responsibilities. HUD
continues its education and outreach efforts to increase
awareness of and compliance with fair housing laws.

Strengthening Communities

The country’s economic growth has produced millions
of new jobs, including many in central cities and other
older communities. Reversals of macroeconomic trends,
however, can overcome recent successes as well as
HUD?s partnership efforts. In addition, there are sizable
imbalances in the job market, with most jobs requiring
high skill levels, while many persons seeking
employment are looking for low-skill jobs. The
changing structure of the global economy has made

it challenging for communities to compete when capital
is highly mobile, markets for goods and services are
widely dispersed, and wages for low-skilled
employment are much lower in many locations abroad.

Local shortages of low-skilled jobs are compounded by
mismatches between the locations of available jobs and
the residences of the unemployed. Many older
communities’ tax rates exceed rates in newer
communities because they struggle to provide quality
services despite declining tax bases. Job development is
complicated by large concentrations of poor residents.
School systems struggle to provide the education and
job skills essential for their students, but in many cases,
have fewer resources as tax bases decline and capital
maintenance costs increase. Crime, whether real or
perceived, deters businesses from locating in these
communities. The extent to which residents of areas of
concentrated poverty are increasingly minorities may
add barriers of racial discrimination to the mix. Rural
communities face additional challenges because of the
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changing structure of the farming industry, under-
investment, weak infrastructure, limited services, and
few community institutions. Rural labor forces are
more narrowly based and are more dispersed. Both
urban and rural communities are further affected by the
extent to which their States provide financial assistance
to overcome these obstacles. While ultimately job
creation is dependent upon the investment decisions of
the private sector, the coordinated efforts of all levels of
government, along with the private sector, are needed to
address these challenges.

Another factor that must be considered is that
communities have a great deal of flexibility when using
HUD funds to address their economic conditions and
community needs. Many programs, including the
Community Development Block Grants (CDBGS), may
be used for a wide variety of eligible activities at the
discretion of the grantee. When communities do choose
to address job growth for low-income individuals, there
are a wide variety of approaches that are difficult to
measure. Some communities may support infrastructure
to increase business development in certain areas, while
others may directly apply CDBG funds toward
preparing individuals for employment. Thus the ability
of communities to respond with discretion to local
conditions also establishes constraints on setting goals
and assessing results at a national level. While HUD
and communities have improved the timely use of
available funding, Congressional delays in issuing
annual appropriations of funding for HUD programs
affect the timing of the award and use of those funds.

Success in aiding the homeless to become self-sufficient
is also affected by a variety of factors beyond HUD’s
control. The incidence of homelessness is affected by
macroeconomic forces such as unemployment levels,
structural factors, including the supply of entry-level
jobs, and the availability of low-cost housing. Personal
factors such as domestic violence, substance abuse,
disabilities, and the extent of a person’s educational or
job skills also may underlie homelessness. Successful
transitions to society from prisons, treatment facilities or
other institutions are increasingly recognized as critical
to reductions of chronic homelessness.

Participation levels by partners in the provision of
homeless assistance—including State and local
agencies, nonprofit organizations, service providers,
housing developers, neighborhood groups, private
foundations, the banking community, local businesses,
and current and former homeless persons—will
substantially determine the success of homeless
families and individuals in becoming more self-
sufficient. Increasing fiscal strains on these
governments may reduce their ability to make
contributions towards HUD’s objectives. State and local
governments also make critical decisions about zoning
and the use of funds from programs such as CDBG,
HOME, and tax-exempt bonds for rental housing,
which may affect the local housing supply.

Economic downturns can increase unemployment and
hamper self-sufficiency efforts. Recessions tend to
affect homeless people and other low-income people
disproportionately, because they are usually among the
first to be laid off, and generally have few marketable
skills. An economic rebound will make it easier for
many low-skilled or inexperienced workers to enter the
workforce in the coming years.

Opportunities for better paying jobs continue to be
concentrated in technical fields for which many
recipients of HUD assistance are not prepared. Jobs
continue to grow faster in suburban areas, while
families making the transition from welfare are more
likely to live in inner-city or rural areas. Many of the
educational, training, and service programs available to
help families make the transition to self-sufficiency are
operated by local recipients of Federal funds from
agencies other than HUD.

External factors also affect the supply of affordable
rental housing for the elderly and persons with
disabilities. The share of the population who are elderly
(65 and older) is projected to increase from 13 percent
to 20 percent of the population by 2030, with rapid
growth beginning around 2010. Other factors include
local rental markets, building codes and land use
regulations, State and local program decisions, and the
actions of HUD’s partners.
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The Supreme Court held in 1999 that States must place
persons with disabilities in community settings rather
than institutions when treatment professionals determine
that community placement is appropriate (Olmstead v.
L.C.). As a result of this decision, more persons with
disabilities will be moving into communities at a time
when affordable housing is increasingly scarce.

HUD Management Challenges

Improving the efficiency and effectiveness of HUD’s
important program delivery requires that HUD both
ensure operational consistency in reforms it has already
instituted, and complete effective corrective actions on
remaining material management control weaknesses
and other concerns discussed in the “Management
Challenges” and “Financial Management
Accountability” sections of this report.

To better ensure operational consistency, it is essential
that HUD complete the comprehensive workforce
analysis and execute its Strategic Five-Year Human
Capital Management Plan to assure mission critical
functions are adequately staffed and performed.
Succession planning is critical, in light of the fact that
HUD has an aging workforce where over 40 percent of
the employees are eligible to retire.

It is also essential that HUD continue use of risk-based
techniques in monitoring HUD programs to more
effectively use limited staff and resources. When
significant performance and compliance problems are
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identified HUD must act appropriately to address those
problems to minimize the risk and further program
objectives.

To address material weaknesses in rental subsidy
programs, HUD will need the cooperation of its
program partners and tenant groups to push for
simplified program requirements and improved internal
controls for assuring that subsidy payments go to those
for whom they were intended, in the proper amounts.
Statutory change may be required to simplify and
standardize subsidy program requirements, and to
provide increased authority to conduct effective upfront
income data matching, thereby reducing administrative
burdens and costs and the risk of payment errors.

In the area of information systems, the Office of the
Chief Information Officer has instituted process
improvements to better support the planning,
development and maintenance of HUD’s Information
Technology investments. However, it is essential that
HUD program managers assume a stronger systems
ownership role in assuring that systems requirements
and controls over data quality and security are properly
established. These efforts will result in improved
program delivery and mission. It is also important that
HUD increase and improve its acquisitions workforce
to assure timely award and proper administration of the
heavy volume of contract actions for information
technology and other essential administrative and
program services that have been outsourced at HUD.
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Analysis of Financial Condition and Results

This section covers:

* Analysis of Financial Position
* Analysis of Off-Balance-Sheet Risk

Summarized Financial Data
(Dollars in Millions)

2003 2002
Total Assets at End of FY $120,763 $118,377
Total Liabilities at End of FY $30,134 $28,834
Net Position at End of FY $90,629 $89,543
FHA Insurance-In-Force $490,125 $563,379
Ginnie Mae Mortgage-Backed
Securities Guarantees $473,908 $568,351
Non-FHA/Ginnie Mae Commitments $77,489 $83,702

Analysis of Financial Position

Composition of HUD Assets

Fund Balance
with Treasury
63.31%

Other Assets

0.20% \
Loans

Regilv?tglz Investments
&'1:“ (Ie a ed Accounts 25.99%
g:g;:ﬁi Receivable
0,
9.60% 0.47%

HUD’ FY 2003 total assets of $120.8 billion are
predominantly comprised of its fund balance

with Treasury ($76.5 billion) and Investments
($31.1 billion). The fund balance represents HUD’s
aggregate amount of funds available to make
authorized expenditures and pay liabilities.

The Investments of $31.3 billion consist primarily

of investments by FHA’s Mutual Mortgage
Insurance/Cooperative Management Housing
Insurance Fund and by Ginnie Mae, in non-marketable
market-based Treasury interest-bearing obligations
(i.e., investments not sold in public markets).

Accounts Receivable of $569 million primarily consist
of claims to cash from the public and state and local
authorities for bond refunding, Section 8 year-end
settlements, sustained audit findings, FHA insurance
premiums and foreclosed property proceeds. A

100 percent allowance for loss is established for all
delinquent debt 90 days and over.

Loans Receivable and Related Foreclosed Property
of $12.0 billion are generated by HUD’s support of
construction and rehabilitation of low rent housing,
principally for the elderly and disabled under the
Section 202/811 program, and FHA credit program
receivables.

Remaining assets of $331 million include Cash; Other
Monetary Assets; Property, Plant, & Equipment; and
Other Assets.

FISCAL YEAR 2003



Trends in Assets

Total Assets increased 2.02 percent ($2.4 billion) from
$118.4 billion at September 30, 2002 to $120.8 billion
at September 30, 2003.

Total Assets Trend
(Dollars in Billions)
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The net increase was due primarily to an increase

of 10.3 percent ($2.9 billion) in investments from
$28.3 billion at September 30, 2002 to $31.2 billion at
September 30, 2003 and a decrease of 1.5 percent
($1.1 billion) in fund balance with Treasury from
$77.6 billion at September 30, 2002 to $76.5 billion at
September 30, 2003.

Assets by Responsibility Segments

HUD’s $1.2 billion fund balance decrease was due to
fund balance decreases in the following programs: FHA
($1,664 million), Community Development Block Grant
(CDBG) ($677 million), Public and Indian Housing
(P1H) ($590 million), and All Other ($237 million).

The HUD programs that did experience a fund balance
increase were Government National Mortgage
Association (GNMA) ($423 million), Section 8

($478 million), HOME ($378 million) Operating
Subsidies, ($179 million), and Housing for Elderly

and Disabled ($536 million). The decrease was primarily
attributable to increased program expenditures that
consumed both new appropriations and portions of
pre-existing funding during FY 2003.
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Assets by Responsibility Segments

Housing for Afl; E)Et;?/er FHA
elderly and P70 30.36%
disabled
12.72% \
PIH
7.55%
Operating
Subsidies ~_ GNMA
1.54% / 8.57%
Home
4.39%

CDBG
10.37%

Section 8
15.93%

HUD’ $2.9 billion investments increase was due to
investments increases in the following programs: FHA
($2,636 million) and GNMA ($282 million).

Composition of HUD Liabilities

HUD’s Total Liabilities of $30.1 billion consists of
$15.0 billion in debt, $6.3 billion in loan guarantee
liabilities, $1.1 billion in accounts payable, and

$7.7 billion in other liabilities. HUD’s debt in the chart
above includes intra-governmental debt of $12.8 billion
and debt held by the public of $2.2 billion. The intra-
governmental debt consists of loans from the Treasury,
Public Housing Authorities, Tribally Designated
Housing Entities, Federal Financing Bank, and
debentures issued by FHA in lieu of cash
disbursements to pay claims. HUD’s debt held by the
public consists of new housing authority bonds and
FHA debentures issued to the public at par.

Accounts Payable consist primarily of pending grants
payments and cash claims for single family properties
and multifamily mortgage notes assigned.
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Composition of HUD Liabilities

Debt
49.86%
Accounts *
Payable
3.72%
Loan
o Guarantees
Remaining 20.95%
Liabilities
25.48%

The Loan Guarantee Liability consists of the Liability
for Loan Guarantees related to Credit Reform loans
made after October 1, 1991 and the Loan Loss Reserve

related to guaranteed loans made before October 1, 1991.

The Liability for Loan Guarantees and the Loan Loss
Reserve are both comprised of the present value of
anticipated cash outflows for defaults such as claim
payments, premium refunds, property expense for on-
hand properties, and sales expense for sold properties,
less anticipated cash inflows such as premium receipts,
proceeds from property sales, and principal interest on
Secretary-held notes.

Remaining Liabilities of $7.7 billion consist primarily
of Insurance Liabilities, Federal Employee and Veteran
Benefits, and Other Liabilities.

Trends in Liabilities

Total Liabilities increased 4.5 percent ($1.3 billion)
from $28.83 billion at September 30, 2002 to
$30.13 billion at September 30, 2003.

Total Liability Trend
(Dollars in Billions)
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The increase was due to an increase of $2.5 billion in
Loan Guarantees, and $1.1 billion in Debt offset by a
decrease of $2.0 billion in remaining Liabilities and
$.02 billion in Accounts Payable.

Liabilities by Responsibility Segments

The $2.5 increase in loan guarantees was primarily

due to an overall increase in loan guarantees for FHA
programs. The $1.1 billion increase in HUD debt
(repayments exceed new borrowings) was primarily due
to a $1.5 billion increase in FHA debt offset partially be
a decrease of $0.4 billion in Public and Indian Housing.

In FY 2003 FHA reclassified the General Insurance/
Special Risk Insurance special receipt account liability
fro Account Payable to Other Intragovernmental
Liabilities. As a result of this reclassification the

FY 2002 balance sheet has been restated to show the
reclassification of $3.1 billion as Other
Intragovernmental Liabilities.
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Liabilities by Responsibility Segments
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Net Position

HUD’s Net Cost of Operations, Financing Sources,

and Change in Unexpended Appropriations combine

to determine the Net Position at the end of the year.
HUD’ FY 2003 Net Position of $90.6 billion
represents a 1 percent ($1.0 billion) increase over

FY 2002. This increase is primarily attributable to a
$1.7 billion increase in cumulative results of operations
(Financing Sources in excess of Net Cost of Operations)
and a $654 million decrease in Unexpended
Appropriations.

Net Cost of Operations

HUD’s Net Cost of Operations consists of total costs,
including direct and indirect program costs, as well as
general Department costs, offset by program exchange
revenues (in exchange for HUD services provided).

FISCAL YEAR 2003

Net Cost by Reporting Segment
(Dollars in Millions)
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HUD?s total Net Cost for FY 2003 was $40.8 billion. Of
this amount, 52 percent ($21.0 billion) was spent in
support of the Section 8 program (administered jointly
by the Housing, Community Planning and Development,
and Public and Indian Housing programs). Total HUD
Net Costs include FHA net costs of $1.1 billion,
attributable to FHA’s upward re-estimate of the
anticipated long-term costs of its insurance programs.

Financing Sources

As shown in HUD’ Statement of Changes in Net
Position, HUD’s financing sources (other than exchange
revenues contributing to Net Cost) for FY 2003 totaled
$42.6 billion. This amount is comprised primarily of
$43.2 billion in Appropriations Used, offset by
approximately $620 million in net transfers out. The
transfers out consist of new FHA subsidy
endorsements, credit subsidy downward re-estimates
and the sweep of the General Insurance/Special Risk
Insurance liquidating account’s unobligated budgetary
resources.
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Net Results of Operations

The combined effect of HUD’s Net Cost of Operations
and Financing Sources resulted in a 70 percent decrease
in Net Results of Operations of $1.7 billion during

FY 2003. The significant year-to-year fluctuation shown
below is due primarily to the annual re-estimation of
long-term credit program costs, which can be impacted
by both program performance and economic forecasts.

Net Results of Operations
(Dollars in Billions)
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Unexpended Appropriations

HUD’s unexpended appropriations, which decreased

1 percent from $65,407 million in FY 2002 to

$64,753 million in FY 2003, represents the accumulation
of appropriated funds not yet disbursed, and can change
as the fund balance with Treasury changes. A significant
portion of these unexpended funds is attributable to long-
term commitments as discussed in the following section.
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Analysis of Off-Balance-Sheet Risk

The financial risks of HUD’s credit activities are due
primarily to managing FHA’s insurance of mortgage
guarantees and Ginnie Mae’s guarantees of mortgage-
backed securities. Financial operations of these entities
can be affected by large unanticipated losses from
defaults by borrowers and issuers and by an inability to
sell the underlying collateral for an amount sufficient to
recover all costs incurred.

Contractual and Administrative
Commitments

HUD’s contractual commitments of $76.6 billion in

FY 2003 represents HUD’s commitment to provide
funds in future periods under existing contracts for its
grant, loan, and subsidy programs. Administrative
Commitments (reservations) of $3.8 billion relate to
specific projects for which funds will be provided upon
execution of the related contract.

Contractual Commitments Under HUD's
Grants, Subsidy, and Loan Programs
(Dollars in Billions)
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These commitments are primarily funded by a
combination of unexpended appropriations and
permanent indefinite budget authority, depending

on the inception date of the contract. HUD draws on
permanent indefinite budget authority to fund the
current year’s portion of contracts entered into prior
to fiscal year 1988. Since fiscal 1988, HUD has been
appropriated funds in advance for the entire contract
term in the initial year, resulting in substantial increases
and sustained balances in HUD’ unexpended
appropriations.

Total commitments (administrative and contractual)
decreased $8.9 billion or 10 percent during FY 2003.
The change is attributable to a decrease of $6.5 billion
in Section 8 commitments, a decrease of $1.1 billion
in Community Development Block Grant, Public and
Indian Housing, and Section 202 combined, and a
decrease of $1.7 billion in All Other commitments
partially offset by a $430 million increase in HOME
and Operating Subsidies commitments.

Section 8 Contractual Commitments
(Dollars in Billions)
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To contain the costs of future Section 8 contract
renewals, the Department began converting all expiring
contracts to 1-year terms during fiscal year 1996. By
changing to 1-year contract terms, HUD effectively
reduced the annual budget authority needed from
Congress to fund the subsidies while still maintaining
the same number of contracts outstanding.

FHA Insurance in Force

FHA's total insurance-in-force decreased $73 billion or
13 percent from $563 billion in FY 2002 to $490 billion
in FY 2003. The decrease in FHA’s insurance-in-force
was primarily due to FHA borrowers refinancing their
mortgages and converting them to conventional
mortgages. The volume of such refinancing was high in
FY 2003 due to the decline in interest rates and house
price appreciations. Most of this decrease ($63.0 billion)
was in the Mutual Mortgage Insurance fund, which
comprises 83 percent of FHA’s total insurance-in-force

FHA Insurance in Force
As of September 30
(Dollars in Billions)

$563
$490

$544  $555

$0

1999 2000 2001

2002

2003
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Ginnie Mae Guarantees

Ginnie Mae financial instruments with off-balance sheet
risk include guarantees of Mortgage-Backed Securities
and commitments to guaranty Mortgage-Backed
Securities. The securities are backed by pools of FHA-
insured, Rural Housing Service-insured, and \eterans
Affairs-guaranteed mortgage loans. Ginnie Mae is
exposed to credit loss in the event of non-performance
by other parties to the financial instruments. The total
amount of Ginnie Mae guaranteed securities outstanding
at September 30, 2003 and 2002, was approximately
$474 billion and $568 billion, respectively. However,
Ginnie Mae’s potential loss is considerably less because
the FHA and Rural Housing Service insurance and
Veterans Affairs guaranty serve to indemnify Ginnie
Mae for most losses. Also, as a result of the structure of
the security, Ginnie Mae bears no interest rate or
liquidity risk.

During the mortgage closing period and prior to granting
its guaranty, Ginnie Mae enters into commitments to
guaranty Mortgage-Backed Securities. The commitment
ends when the Mortgage-Backed Securities are issued or
when the commitment period expires. Ginnie Mae’s risks
related to outstanding commitments are much less than
for outstanding securities due, in part, to Ginnie Mae’s
ability to limit commitment authority granted to
individual issuers of Mortgage-Backed Securities.
Outstanding commitments as of September 30, 2003 and
2002 were $46.4 billion and $43.2 billion, respectively.

Generally, Ginnie Mae’s Mortgage-Backed Securities
pools are diversified among issuers and geographic
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Mortgaged-Backed Securities
Outstanding at FY End
(Dollars in Billions)
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areas. No significant geographic concentrations of
credit risk exist; however, to a limited extent, securities
are concentrated among issuers.

In FY 2003 and 2002, Ginnie Mae issued a total of
$106 billion and $122.2 billion respectively in its
multi-class securities program. The estimated
outstanding balance at September 30, 2003 and 2002,
were $109 billion and $214.40 billion, respectively.
These guaranteed securities do not subject Ginnie Mae
to additional credit risk beyond that assumed under the
Mortgage-Backed Securities program.
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Overview: Strategic Framework and Performance Data
Reliability

Reporting on Progress toward Strategic Goals

The second part of HUD’s FY 2003 Performance and Accountability Report gauges actual performance relating

to the program indicators and targets published in the Department’s FY 2003 Annual Performance Plan.* These
performance indicators reflect short-term progress toward the Department’s Strategic Goals and Objectives outlined
in the Department’s six-year Strategic Plan published in March 2003. Significant performance results have been
highlighted in the Management Discussion and Analysis section of this report.

This year’s Performance Section has been improved. The data discussions contained in this section now provide
more detailed accounts of the quality, validity, and source of data for virtually all performance indicators. A
summary report card preceding each strategic goal section indicates, in a transparent way, whether each target
has been substantially achieved.

Organization of Strategic Goals and Objectives

The strategic framework in place during HUD’s FY 2003 performance period was the following eight-goal interim
structure. For FY 2004 and following years, a six-goal structure has been established by the HUD Strategic Plan
FY 2003-FY 2008.2

t Appendix A of HUD’s FY 2004 Annual Performance Plan identifies revisions to a limited number of performance indicators or targets.

2 Available at www.hud.gov/offices/cfo/reports/O3strategic.pdf
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Strategic

Goal 2

complicated, the
paperwork less
demanding and
the mortgage
process less
expensive.

Objectives

Strategic

1.1 Reform
Real Estate
Settlements
Procedures
Act rules.

1.2 Eliminate
practices that
permit predatory
lending.

HUD’s Mission:

FY 2003 Strategic Framework

and increase access to affordable housing free from discrimination.

Strategic
Goal 3

Help families
move from rental
housing to
homeownership.

Objectives
Strategic

2.1 Expand
national
homeownership
opportunities.

2.2 Expand
homeownership
opportunities for
minorities and
persons with
disabilities.

2.3 Increase the

availability of
affordable rental
housing.

Strategic
Goal 4

Improve the
quality of public
and assisted
housing and
provide more
choices for its
residents.

Objectives
Strategic

3.1 Help families
in public and
assisted housing
make progress
towards self-
sufficiency and
become home-
owners.

3.2 Improve the

management
accountability for
public and
assisted housing.

3.3 Improve
physical and
related
conditions in
public and
assisted housing.

Strategic
Goal 5

Strengthen and
expand
faith-based
and

community
partnerships
that enhance
communities.

Objectives
Strategic

4.1 Ensure equal
access to HUD
resources for
faith-based and
grassroots
non-profits.

4.2 Improve
HUD’s programs
by increasing
the involvement
of faith-based
and community
organizations

Strategic
Goal 6

Effectively
address the
challenge of
homelessness.

Strategic
Goal 7

Embrace high
standards

of ethics,
management
and
accountability.

Objectives Objectives

Strategic Strategic
5.1 End chronic 6.1 Improve
homelessness in HUD’s
ten years. management

and internal

5.2 Help controls, includ-
homeless ing FHA’s
individuals and financial
families move management,
to permanent and resolve
housing. audit issues.
5.3 Expand 6.2 Improve

efforts to prevent
households from
becoming
homeless.

accountability,
service delivery
and customer
service of HUD
and our
partners.

Strategic
Goal 8

Ensure equal
opportunity
and access
to housing.

Objectives
Strategic

7.1 Reduce
housing
discrimination.

7.2 Improve the

accessibility of
housing to
persons with
disabilities.

7.3 Improve
housing options
for the elderly.

Increase homeownership, support community development,

Support
community
and economic
development
efforts.

Objectives
Strategic

8.1 Provide
capital to create
and retain jobs
to improve
economic
conditions in
distressed
communities.

8.2 Help
communities
more readily
access
revitalization
resources to
become more
livable.
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Discussion of Performance Indicators

The discussion section for each indicator contains a background explanation of the program being assessed, the
measure used to gauge performance, the time period being reported, and results when measurable.

As results are presented, a clear statement has been included indicating whether the performance goal has been
achieved. The accompanying analysis explains the results and outcomes, including discussion of external factors as
appropriate and feasible. The Department has made a focused effort to make these discussions understandable to the
reader. In instances in which HUD failed to achieve a performance goal, a strategy for improvement is presented.

Reliability of performance data

HUD has made substantial advances in improving the completeness, accuracy, and reliability of performance data.
As a result, the reader can generally rely on the data reported here to assess the Department’s achievements. An
important part of data reliability is the extent to which limitations are disclosed. HUD has made substantial efforts
to reveal limitations of completeness and accuracy in this report. Each performance indicator now includes a data
discussion, where it is relevant. Additional information about data limitations, validation, and verification is presented
in HUD’s Annual Performance Plan—in many cases, with greater detail each year. Nevertheless, lack of timely data
and in some cases inadequate or fully accurate data availability, continue to prevent comprehensive understanding
of HUD’s achievements for every program.

HUD can assess outcomes of a number of programs only in limited ways because of statutory provisions, potential
reporting burdens, and privacy concerns. The Community Development Block Grant program (CDBG) is a prime
example. CDBG allows grantees discretion to conduct a broad variety of activities, and there is a necessary balance
between assessing their impacts on final customers and creating reporting burdens for our partners. In such cases,
the Department is consulting with partners and conducting research on ways to use available data more effectively,
including data from external sources such as the Bureau of Census. In point of fact, a focused effort is being
conducted to develop superior performance measurement of the CDBG program over the next several years. There
are other key areas where improved measurement efforts are underway or being researched. In other cases,
performance measures that use survey sampling techniques are being developed. Some of these survey results are
reported this year, and others are forthcoming.

External data also come with availability problems because the cost of data collection keeps survey-based data from
being produced on an annual basis for areas or small populations of interest to HUD such as neighborhood surveys.
Timeliness is also a weakness of external data sources. This Performance and Accountability Report and the FY 2003
Annual Performance Plan reflect the Department’s continuing attempts to help the reader assess data reliability with
greater confidence, including efforts to report statistical confidence intervals for measures that rely on sampling.
This Performance and Accountability Report has been produced on an accelerated basis and that has presented new
challenges in obtaining timely and accurate data.

Data completeness is a problem for several program data systems. Although the Department has tried to use
available data to its fullest effect, incomplete data creates the potential for bias in the reported results. Therefore,
incomplete and preliminary data are identified.

FISCAL YEAR 2003 2-5
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Use of evaluations to improve strategies

Performance indicators face inherent limitations because they often cannot address the issue of attribution. That
is, performance measures can show results but may not be well suited for showing that the program rather than
external factors caused the results. In areas where externalities are significant the most that can be done with
performance measures is to plausibly attribute the outcome to the program by demonstrating a logical connection
between the efforts and the results of HUD’s activities.

To address the attribution problem, the Department also relies on program evaluations and has and is expanding our
efforts in this area. Evaluations are studies that assess program impacts, sometimes by using control groups, random
assignment, econometric modeling, and other methodologies to exclude the effects of external forces.

Evaluation results are used to improve the Department’s strategies, programs and policies. For example, a major
experimental evaluation conducted in the 1970s was used to develop the Section 8 tenant-based program, a major
innovation compared to previous “bricks and mortar” approaches to affordable housing. As a result, the Housing
Choice Voucher program now relies on the private market to house more families than public housing does.

In a similar way, current program evaluations are used both to attribute results and to improve program strategies
and operations. The recently completed “quality control” study of rent determination errors in HUD’s housing
programs has led the Department to undertake the Rental Housing Integrity Improvement Project to reduce the
impact of rent errors and fraud within the Federal budget.

The Performance and Accountability Report also continues to include an appendix that systematically summarizes
FY 2003 research efforts and findings.
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2. PERFORMANCE INFORMATION
MAKE| HOME BUYING|LESS| COMPLICATED

Goal 1:

Make The Homebuying Process Less Complicated,
The Paperwork Less Demanding And The Mortgage
Process Less Expensive

Strategic Objectives
1.1 Reform Real Estate Settlements Procedures Act (RESPA) rules.

1.2 Eliminate practices that permit predatory lending.

Performance Report Card - Goal 1

Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes

Target Met
1.1.1 Publication of a RESPA revised rule to simplify disclosure g
1.1.2 Average closing cost of FHA-insured single-family mortgages a, b, f

1.2.1 (a) Publication of rule restricting FHA endorsement of properties
being sold within 90 days after acquisition v

1.2.1 (b)  Enhancement of CHUMS to prevent FHA endorsement for
properties being sold within 90 days after acquisition v

1.2.2 Publication of a RESPA revised rule to limit fees charged
on FHA-insured single-family mortgages a

(Values represent fiscal year data unless otherwise noted.)

a Data not available.
No performance goal for this fiscal year.
Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.
Other reporting period.
Result too complex to summarize. See indicator.
Baseline newly established.
Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.
Result is estimated.

x = T oD Q ™t o o o o
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Objective 1.1: Reform Real Estate Settlement Procedures Act
(RESPA) rules.

1.1.1: The Department will implement regulations to simplify disclosure of settlement
charges, and thus allow consumers to shop effectively for mortgage loans.

Background. Buying a home is often the most expensive transaction a consumer will enter into, and the current
disclosure requirements under the RESPA may not provide information to consumers early enough in the settlement
process to enable them to shop effectively and make meaningful comparisons between loan products. These
concerns are exacerbated by the fact that home purchases are infrequent transactions, so consumers have little or no
experience in shopping and obtaining a loan with the lowest settlement costs.

The Good Faith Estimate required under RESPA is usually mailed too late in the mortgage process for the consumer
to compare settlement costs, because often the consumer pays a nonrefundable fee at application. In addition, the
Estimate is not binding on the lender; actual closing costs may vary by any amount. Thus, the consumer may be
surprised at settlement with charges that are higher than previously disclosed, and in some cases, not disclosed at all.

HUD’s Office of Consumer and Regulatory Affairs tracks consumer complaints about fees charged at settlement.
In approximately 15 percent of the complaints the Division receives, consumers complain about fees they were
charged at settlement, often stating they were given a Good Faith Estimate of costs that underestimated the closing
costs that they were ultimately charged. Simplifying the required disclosure process will allow consumers to
compare settlement costs and as a result, the mortgage process should become less expensive.

On July 29, 2002, HUD issued a proposed rule that would simplify and improve the mortgage loan process by:

(1) fundamentally changing the way in which lender payments to mortgage brokers are recorded and reported to
consumers; (2) significantly improving the Good Faith Estimate settlement cost disclosure by making it firmer and
more usable; and (3) promoting competition by removing regulatory barriers to allow guaranteed packages of
settlement services and mortgages to be made available to consumers, to simplify shopping by consumers and
further reduce settlement costs.

The FY 2003 performance goal was to publish revised RESPA regulations to simplify disclosure of settlement
charges by the end of FY 2003.

Results and analysis. HUD received thousands of comments (nearly 45,000) from industry, consumers and other
interested persons during the official comment period, which ended October 28, 2002. Some large industry
organizations were opposed to the single package approach while others were opposed to the changes to the

Good Faith Estimate. HUD frequently met with organizations representing consumer interests and the mortgage
finance industry in the process of formulating the final rule during the comment period. The Department carefully
considered the comments made during these meetings, as well as all public comments submitted on the regulation,
in drafting the final rule.

During the rulemaking process, the Office of Consumer and Regulatory Affairs was also inundated with
Congressional and other correspondence concerning the proposed RESPA rule that had to be answered in a timely
manner. Moreover, the National Association of Realtors began a letter writing campaign toward the end of the fiscal
year. The National Association of Realtors submitted over 11,000 comments from realtors nationwide. The Office
of Consumer and Regulatory Affairs was responsible for answering those letters and numerous other individual
letters from real estate agents.
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The Department did not issue a final rule during FY 2003, but remains committed to simplifying disclosures to
consumers, promoting competition and lowering settlement costs. The rule is extremely controversial, but HUD
recognizes that RESPA reform is necessary and the Office of Consumer and Regulatory Affairs will continue to
advance this high priority of the Secretary.

Data discussion. Accomplishment of this milestone goal will be marked by publication of the rule in the federal
register.

1.1.2: Average closing costs for FHA loans goes down from FY 2001 - FY 2006.

Background. Reducing the closing costs that home purchasers must pay will make homeownership more
affordable to all Americans. HUD is issuing new regulations under the RESPA to reduce closing costs by subjecting
the loan and settlement process to greater competition. This indicator will track changes in total closing costs for
FHA loans resulting from RESPA reform and increased enforcement.

The settlement package of paperwork that home purchasers must sign includes a RESPA-mandated HUD-1 form
that documents closing costs. Closing costs typically are associated with loans, title insurance, attorneys, settlement
agents, taxes, escrow accounts, and other payments in the transaction. The Office of Policy Development and
Research currently is producing a closing cost database based on the HUD-1 forms in case binders of FHA loans.
This database will support statistical analysis of closing costs and enable HUD to establish a baseline for assessing
progress in reducing transaction costs of homeownership.

Results and analysis. The data collection phase for the closing cost database is currently underway. A statistically
representative baseline of closing costs in FY 2001 is scheduled to be available for reporting in the FY 2004
Performance and Accountability Report.

Data discussion. The data for this measure will come from the Policy Development and Research Closing Cost
Study Database, based on a representative sample of HUD-1 forms from 10,000 FHA loans. A limitation of this
database is that it will cover only FHA loans, while RESPA applies to all home mortgage transactions. The research
contract includes quality control components to prevent problems arising from classification errors in the HUD-1
forms. The Office of Policy Development and Research will review and analyze the data for consistency and
inputting errors.

Objective 1.2: Eliminate practices that permit predatory lending.

1.2.1: By the end of FY 2003, FHA will prevent the issuance of FHA mortgage
insurance on properties that have been transferred within 90 days.

Background. The Department planned to publish a final rule in FY 2003 that would address the predatory lending
practice of property “flipping.” The practice, which is often abetted by collusion with an appraiser, occurs when a
recently acquired property is resold for a considerable profit at an artificially inflated value. The final rule would
establish certain new requirements regarding the eligibility of properties for Federal Housing Administration
mortgage insurance.

Specifically, the rule would require that any property sold within 90 days after acquisition, with some exceptions, is
not eligible for FHA financing and that only those properties purchased from the owner of record are eligible for
FHA mortgage insurance. In addition, if re-sale occurs between 91 and 180 days and the new sales price exceeds
the previous sales price by 100 percent or more, FHA would require additional documentation validating the
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property’s value. The rule would provide flexibility for FHA to examine and require additional evidence of
appraised value when properties are re-sold within 12 months. These changes were intended to protect FHA
borrowers from becoming unwitting victims of property flipping. The performance indicator was revised to reflect
the policy decision to restrict property resale within a 90-day window rather than a six-month window.

FHA collects data on the mortgage transaction through the Computerized Homes Underwriting Management
System (CHUMS), accessed through the FHA Connection. FHA planned to modify CHUMS to perform an
automated check to prevent FHA insurance for any property being sold within 90 days after acquisition.

Results and analysis. FHA accomplished its objective for this goal, publishing a final rule on property eligibility
for FHA mortgage insurance on May 1, 2003. On October 18, 2003 FHA also implemented its planned CHUMS
system modification to prevent FHA insurance on any property being sold within 90 days after acquisition.
Reporting rates are near 100 percent as the lender must enter data about the mortgage transaction into the CHUMS
system. During pre- and post- endorsements reviews and monitoring reviews, HUD will assure that properties
transferred within 90 days are not eligible for FHA insurance, unless one of the exceptions is met. Any failure of
the automated CHUMS system check to perform in the function intended will be noted and corrected.

Data discussion. Reporting of this milestone measure is based on publication of the rule in the Federal Register
and upon management reports of the implementation of CHUMS modifications.

1.2.2: FHA will restrict excessive points and fees on FHA loans.

Background. The Department proposed to issue a rule that would limit the fees charged on FHA-insured single-
family mortgages. FHA collects data on the mortgage transactions though the CHUMS, accessed by lenders via the
FHA Connection. In general, any fees or charges exceeding 5 percent of the loan amount would make the loan
ineligible for FHA insurance. FHA’s goal for FY 2003 was to publish a final rule and to begin discussions with FHA’s
data contractor to make modifications to CHUMS that would prevent FHA insurance on loans with excessive fees and
charges. Restricting excessive points and fees on FHA loans is an important element in combating predatory lending.

Results and analysis. FHA will not report progress against this performance measure. The FHA Commissioner
informed Single Family Housing’s Office of Program Development to withdraw its Mortgagee Letter on this topic
since the same subject would be covered under revised Real Estate Settlement Procedures Act regulations. Issues
that were to be addressed under this performance measure are now covered under performance indicator 1.1.1,
which pertains to disclosure of settlement charges for mortgage loan products. HUD’s Office of Consumer and
Regulatory Affairs — Interstate Land Sales/RESPA division will report on the implementation of the revised
regulations affecting disclosure of settlement charges.

Data discussion. Not applicable.

2-10 FISCAL YEAR 2003



2| PERFORMANCE INFORMATION

MOVE [FROM RENTAL HOUSING | TO HOMEOWNERSHIP

Goal 2:
Help Families Move from Rental Housing to Homeownership

Strategic Objectives
2.1 Expand national homeownership opportunities.
2.2 Expand homeownership opportunities for minorities and persons with disabilities.

2.3 Increase the availability of affordable rental housing.

Performance Report Card - Goal 2

Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met

211 The overall homeownership rate 67.7% 68.1% 68.0% 68.4% b, ¢
2.1.2 Ginnie Mae securitization rate for FHA and Veterans Affairs loans 86.2% 97.9% 87.5% 92.4% 85.0% v
2.1.3 Share of FHA mortgage defaults resolved

by loss mitigation 34.1% 46.1% 49.7% 50.0% 40% v
2.1.4 Share of all homebuyers who are firsttime homebuyers. 40.1% 41.3% a, b, e
2.15 Number of FHA single-family endorsements (1,000s). 921 1,067 1,288 1,338 b
2.1.6 Share of FHA mortgages going to firsttime homebuyers. 81.6% 79.8% 78.0% 77.1% 80.0%
2.1.7 Number of households who receive homeownership

counseling (1,000s). 85 187 226 a, b, f
218 Homeownership rate among households with incomes

below median. 52.2% 52.6% 51.9% 52.1% b, ¢

2.1.9 (a) Fannie Mae meets HUD-defined targets for low- and
moderate-income mortgage purchases. 45.9% 49.5% 51.5% 51.8% 50.0% v d

2.1.9 (b) Freddie Mac meets HUD-defined targets for low- and
moderate-income mortgage purchases. 46.1% 49.9% 53.2% 51.4% 50.0% v d

2.1.10 (a) Fannie Mae meets HUD-defined targets for special
affordable mortgage purchases. 17.6% 19.2% 21.6% 21.4% 20.0% v

2.1.10 (b) Freddie Mac meets HUD-defined targets for special affordable

mortgage purchases. 17.2% 20.7% 22.6% 21.4% 20.0% v
2111 Number of homeowners assisted with HOME. See 2.3.4
2.1.12 Number of new homebuyers assisted with the homeownership

downpayment assistance initiative. i

2.1.13 Number of homeowners
assisted with the Self-Help Homeownership Opportunity Program. 1,675 1,655 2,063 2,157 1,800 v
2.1.14 Homeownership rate in central cities. 51.9% 52.3% 52.1% 52.3% b, c
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met

2.2.1 Percentage of minority households who are homeowners. 48.2% 49.2% 48.9% 49.3% 50.0% ®
222 Ratio of homeownership rates between minority and non-minority

low- and moderate-income families with children. 75.2% 72.4% a, b, e
224 Ratio of mortgage disapproval rates between minority and

other applicants. 177.3% 176.4% 192.6% 191.0% b, d
225 Share of minority homebuyers among FHA mortgage endorsements. 41.7% 36.5% 36.0% 35.0% 37.0%
2.2.6 Percentage of mortgagors who receive default counseling who

avoid foreclosure 90.9% 93.0% 91.6% 91.9% 62.0% v
227 Percentage of Housing Counseling clients who are minorities 52.5% 50.3% 58.5% a, k
2.2.8 Percentage of minority FHA mortgage endorsements processed

by the Technology Open To Approved Lenders Scorecard a
229 Number of FHA single-family mortgage endorsements in

underserved areas (1000s). 357 412 492 464 421 v
2.2.10 Number of Section 184 mortgage guarantees for native Americans 185 89 188 271 200 v
2.3.1.1 Number of worst case needs, families with children,

households (1000s). 1,793 1,832 a, b, e
2.3.1.2 Number of worst case needs, elderly households,

households (1000s). 1,028 1,184 a, b, e
2.3.13 Number of worst case needs, disabled households,

households (1000s). 1,100 1,100 a, b, e
2.3.2 Among extremely-low-income renters, ratio of assisted to worst

case needs or already assisted. 44.7% 43.7% a, b, e
2.33 Percentage of assisted units by household type. b, g
2.3.4.1 Number of households receiving CDBG assistance. 182,700 172,445 187,380 184,611 180,260 v
2.3.4.2 Number of households receiving HOME tenant-based assistance. 6,899 11,756 10,239 10,731 9,932 v
2.3.43 Number of rental units for which HOME assistance is committed. 33,487 27,456 27,243 41,092 29,784 v
2.34.4 Number of new homebuyers for whom HOME assistance

is committed. 30,748 29,690 32,490 31,999 34,746
2.3.45 Number of existing homeowners for whom HOME assistance

is committed. 14,731 12,566 14,082 15,181 13,140 v
2.3.4.6 Sum of households for whom four types of HOME assistance

is committed. 95,865 81,468 84,054 99,003 87,602 v
2.3.4.7 Number of households receiving Housing Opportunities for

Persons with Aids assistance. 43,902 72,117 84,059 86,600 72,525 v
2.3.4.8 Number of households assisted with a Native American Housing

Block Grant. 52,000 87,169 52,000 v
2.3.4.9 Number of loans under Native American Housing Assistance

Self-Determination Act Title VI Federal Guarantees 17 15 v

2.3.4.10 Number of households assisted with Native Hawaiian Homelands
Block Grant 188 b, h
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
2.35 Sum of households for whom three types of HOME assistance
is committed. 76,609 55,148 52,344 62,549 62,019 v
2.3.6 Percentage of HOME rental households with incomes below
30 percent of area median at initial occupancy 42% 41% 41.8% 41.4% b
2.3.7 Number of FHA multifamily mortgage endorsements. 574 758 1,105 1,331 800 v
2.3.8 Share of FHA multifamily mortgages securitized by Ginnie Mae. 100% 100% 100% 91% 80% v
2.39 The volume of Ginnie Mae credit enhancements on Rear
Estate Mortgage Investment Conduit securities ($ billions). 41.9 67.4 122.9 106.1 80.9 v

Values represent fiscal year data unless otherwise noted.)
Data not available.

No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.

Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.
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Objective 2.1: Expand national homeownership opportunities.

2.1.1: Improve National homeownership opportunities.

Background. The overall homeownership rate represents the share of the Nation’s households that have achieved
the “American dream” of homeownership. Providing the opportunity of homeownership to minority families and
other disadvantaged groups is a Presidential priority. Homeownership is widely believed to encourage commitment
to communities and good citizenship. A number of HUD’s programs support increases in the homeownership rate.
However, a FY 2003 performance target was not established for this tracking indicator because of the substantial
limits in HUD’s span of control relative to economic factors.

Results and analysis. During the third quarter of 2003, the

homeownership rate reached a new quarterly record high, Overall Homeownership Rate
68.4 percent. Although a performance goal was not established, (3rd quarter)
the result reflects an increase of 0.4 percentage points from the 70%
homeownership rate in the same quarter of 2002.

0 * ¢ 68.4%
The Nation gained an estimated 713,000 homeowners in the 68% * 68.1% ’68_0%
preceding 12 months, attaining a new high of 72.2 million 67.7%
homeowners. An important cause of the advance during 66% -
FY 2003 was that interest rates dipped below 6 percent for much
of the year, the lowest rates seen in decades. These low rates 64% | : : 4
made mortgage payments more affordable and complemented 2000 2001 2002 2003

the increased access provided by FHA single-family mortgage
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insurance programs to make homeownership feasible for many new homeowners (see indicator 2.1.5). FHA
mortgage insurance helps families who have little cash become homeowners because it has low downpayment
requirements, liberal income qualification guidelines and flexible credit standards. The majority of FHA
endorsements for home purchases benefit first-time homebuyers (2.1.6). Communities have also used CDBG and
HOME block grants (2.3.4) and Self-Help Homeownership Opportunity Program competitive grants to promote
homeownership (2.1.13).

Data discussion. The measure is based on averages of monthly Current Population Survey data for the third quarter
(the last quarter of the fiscal year). The Current Population Survey data are free of limitations affecting the measure’s
reliability. Changes in estimated rates that exceed 0.47 percent are statistically significant with 90 percent confidence.

2.1.2: Ginnie Mae securitizes at least 85 percent of single-family FHA
and Veterans Affairs loans.

Background. Ginnie Mae is a wholly owned instrumentality of the United States government within HUD. Section
306(g) of the National Housing Act authorizes Ginnie Mae to facilitate the financing of residential mortgage loans
insured or guaranteed by the Federal Housing Administration, the Department of Veterans Affair, and the Rural
Housing Service. Ginnie Mae’s principal products are mortgage-backed securities.

Ginnie Mae’s Mortgage Backed Securities program has been a significant contributor to the growth of the mortgage
backed securities market in the United States as well as to the expansion of homeownership opportunities for
American families. This participation by Ginnie Mae in the capital markets of our nation has helped to provide an
efficient link between Wall Street and homebuyers. By making Ginnie Mae securities attractive to investors, Ginnie
Mae ensures that a continuous flow of capital is available throughout the country. Ginnie Mae has been instrumental
in nearly eliminating regional differences in the availability of mortgage credit for American families. Under the
terms of its mortgage backed securities program Ginnie Mae guarantees the timely payment of principal and interest
on pools of mortgage loans. Ginnie Mae’s obligations are backed by the full faith and credit of the United States.

When Ginnie Mae was established in 1968, it was given primary responsibility for facilitating an efficient
secondary mortgage market for FHA, Veterans Affairs and Rural Housing Service insured mortgages, all of which
serve low-and moderate-income homebuyers. Ginnie Mae provides financial incentives for lenders to increase loan
volumes in traditionally underserved areas through its Targeted Lending Initiative. The program was established in
October 1996 to help raise homeownership levels in central city areas and was later expanded to include Rural
Empowerment Zones, Rural Enterprise Communities and Indian lands.

Results and analysis. Ginnie Mae’s FY 2003 goal was to securitize FHA/VA Single-Family Mortgages
at least 85 percent of FHA and Veteran Affairs single-family Securitized by Ginnie Mae
insured or guaranteed loans. Actual figures indicate that over v 100%
92.4 percent of all Veterans Affairs and FHA loans were placed S * 97.9%
into Ginnie Mae securities, a significant accomplishment in light g
of existing competition for the product. Ginnie Mae was able to g 0% ®92.4%
exceed its goal by offering superior up-front pricing and flexibility 5 ’ *
in determining servicing spreads. Most important was Ginnie Mae’s g ® 8620 87.5%  mgs.0%
continued success in reducing issuers’ back-end processing costs. 5 so%s } } }
[}
Data discussion. The data source used was Ginnie Mae’s database =~ = 2000 2001 2002 2003
of FHA and Veterans Affairs loans. Ginnie Mae’s data systems are & mortgages securitized
audited each year, and Ginnie Mae obtains a clean opinion. —— output goal
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2.1.3: Loss mitigation claims are at least 40 percent of total claims on FHA-insured
single-family mortgages.

Background. This indicator measures the success of FHA loan servicers in implementing statutorily required
loss-mitigation techniques when borrowers default on their FHA mortgages. A borrower can resolve a default
(90-day delinquency) in several ways short of foreclosure: for example, by paying down the delinquency (cure),

by a pre-foreclosure sale with FHA perhaps paying an insurance claim in the amount of the shortfall, or by
surrendering a deed in lieu of foreclosure. Better loss-mitigation efforts, such as enhanced borrower counseling,
help borrowers keep their current homes or permit them to buy another home sooner. Avoidance of foreclosure also
reduces FHA’s insurance losses, making FHA financially sounder and enabling it to help more borrowers. For both
reasons, by achieving this goal HUD will help increase the overall homeownership rate. The FY 2003 goal is to
ensure that at least 40 percent of the total number of claims is resolved through loss mitigation.

Results and analysis. During FY 2003, 50.0 percent of FHA
mortgage defaults were resolved through loss mitigation
alternatives to foreclosure, exceeding the goal of 40 percent
and the performance level of 49.7 percent achieved in FY 2002.

FHA Single-Family Mortgage
Claims Resolved without Foreclosure

60%

By comparison, 34.1 percent of FHA mortgage defaults were 2 46.1% 49T _450.0%
resolved through loss mitigation alternatives to foreclosure in 3 .

FY 2000 and 46.1 percent in FY 2001. The result represents a S A J 40-0%
continuation of the trend of increases. % * o010

Loss mitigation actions do not permanently stabilize many 20% : : s
borrowers’ financial status. However, about 60 percent of 2000 2001 2002 2003

borrowers who receive the benefits of loss mitigation remain
current on their mortgage for at least a 12-month period. This
reduction in foreclosure claim expenses is a key component of
Departmental budget estimates for FY 2004. Our programmatic
objective is to sustain the high level of participation in loss mitigation even as the Office of Housing tightens
programmatic requirements designed to increase the ultimate success rate of loss mitigation in helping borrowers
avoid foreclosure.

4 resolutions without foreclosures
—@— output goal

Data discussion. FHA’s Single-Family Data Warehouse, Loss Mitigation table is the data source for this
performance indicator. The resolutions that are counted as loss mitigation are: forbearance agreements, loan
modifications, partial claims, pre-foreclosure sales, and deeds-in-lieu of foreclosure. A small and decreasing
number of “other” resolutions that were previously counted are now excluded. Total claims comprise loss mitigation
claims plus conveyance claims. No data limitations are known to affect this indicator. FHA data are entered by the
loan servicers with monitoring by FHA. The results reported for this performance indicator are consistent with
those reported in the FHA Management Report for FY 2003.

2.1.4: The share of all homebuyers who are first-time homebuyers.

Background. Increasing the proportion of homebuyers who are purchasing a home for the first time is a key to
higher homeownership rates, one of HUD’s main goals. The FY 2003 Annual Performance Plan established this
measure as a tracking indicator with no numeric target. This change reflects the dominant impact of the macro-
economy compared with HUD’s limited span of control over the outcome. The calendar year 2003 results needed to
report this measure cannot be fully collected during HUD?s fiscal year. The data, obtained from the American
Housing Survey, will be available for reporting in 2004.
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2.1.5: The number of FHA single-family mortgage insurance endorsements
nationwide.

Background. This is a tracking indicator. FHA insures mortgages issued by private lenders, increasing access to
mortgage capital so homeownership opportunities increase. This indicator tracks FHA’s contribution to the
homeownership rate through the annual volume of FHA-insured loans. While the number of FHA mortgage
endorsements is a key measure of HUDs contribution to homeownership, the actual rate achieved during FY 2003 is
dramatically affected by market forces outside of HUD’s control, especially interest rates. Balancing the importance
of reporting this key measure of HUD activity with an appreciation of the huge effect the market plays in the final
result, the Department has decided to track this measure, but not establish a numeric goal for FY 2003.

Results and analysis. During FY 2003, FHA endorsed

1,337,728 single-family mortgages for insurance. Although no FHA Single-Family Mortgage
goal had been established for FY 2003, this result exceeds the Endorsements
volume of endorsement activity that took place during FY 2002 1,500

. , . . . 1,288 1,338
and continues FHA’s success in expanding home ownership * f

opportunities. With the exception of FY 2000, during which 2 1,067

approximately 921,000 single-family endorsements were made, S 1,000 ¢

FHA has endorsed at least 1 million single-family mortgages for é 921

insurance in three of the past four years. Approximately

1,067,000 single-family mortgage endorsements were made in 500 - ; { |
FY 2001 and 1,288,000 in FY 2002. The strong performance 2000 2001 2002 2003
during FY 2003 was supported by low interest rates, which made

homebuying and refinancing appealing for many households. ¢ FHAsinglefamily endorsements

Data discussion. Data for this indicator are drawn from FHA’s

Single Family Data Warehouse, based on the Computerized Homes Underwriting Management System, F17.
There are no data deficiencies affecting this measure. FHA data are entered by direct-endorsement lenders into
Computerized Homes Underwriting Management System with monitoring by FHA.

2.1.6: First-time homebuyers will account for at least 80 percent of FHA-insured
home-purchase mortgages.

Background. FHA is a major source of mortgage financing for first-time buyers as well as for minority and lower
income buyers. HUD will help increase the overall homeownership rate, as well as reduce the homeownership gap
between whites and minorities, by increasing FHA endorsements for first-time homebuyers. This indicator tracks the
share of first-time homebuyers among FHA endorsements for home purchases — thus excluding loans made for home
improvements. For FY 2003 a performance goal of 80 percent was established to set a new benchmark for the high
level of performance achieved since 1998. This performance measure is strongly influenced by macroeconomic factors
beyond FHA control including, but not limited to, interest rate changes and choices made by lenders concerning the
type of mortgage transactions on which they focus their business. Beginning in FY 2004 therefore, FHA has elected to
track the progress of this performance measure without establishing a numeric target.

Results and analysis. During FY 2003, 77.1 percent of home purchase endorsements were made to first-time
homebuyers. This performance is only slightly lower than the actual share of 78 percent accomplished in FY 2002,
but falls short of the goal of 80.0 percent. By comparison, FHA endorsed 81.6 percent of FHA home purchase
mortgages to first-time homebuyers in FY 2000 and 79.8 percent in FY 2001.
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The slight drop in the share of first-time homebuyers between
FY 2002 and FY 2003 may be a result of record low interest
rates, which cause an unusually high number of homeowners to
refinance their mortgages. Refinancing transactions are less
costly and less time-consuming than purchase transactions
where deed and titles must be recorded, so lenders may have
concentrated on this business. In addition, FHA has a
streamlined refinancing program that requires no new appraisal,
which further encourages an increased volume of refinancing

activity. The share of mortgages processed and submitted to 75% * * !
FHA was thus much greater for refinanced mortgages than for 2000 2001 2002 2003
hom_e purphase mortgages during r_nost. of F_Y 2003. FHA will & firsttime homebuyers

continue its efforts to reach potential first-time homebuyers —=— output goal

through participation in conferences, seminars and other

outreach events, and by working with other organizations in

HUD to support the use of CDBG and HOME block grant funding for homeownership activities.

2. PERFORMANCE INFORMATION
FROM | RENTAL HOUSING | TO HOMEOWNERSHIP

Percent of FHA Home Purchases
Endorsements for First-Time Homebuyers

85%

81.6%
*

79.8%
80% - * H 80%
$730%

¢ 77.1%

percent of purchasers

Data discussion. Data for this performance indicator are drawn from FHA’s Single-Family Data Warehouse, based
on the F42 data system. FHA data on first-time buyers are more accurate than estimates of first-time buyers in the
conventional market. FHA data are entered by direct-endorsement lenders with monitoring by FHA.

2.1.7: Housing counseling is provided to 40 percent more homebuyers or homeowners
in FY 2004 than in FY 2003.

Background. The Department is placing more emphasis on housing counseling, including it as a requirement for
several programs such as the Housing Choice Voucher (formerly Section 8) homeownership program. Clients tracked
through this indicator include those receiving housing counseling for homebuyer education, pre-purchase and loss
mitigation and default, along with clients who are preparing to purchase a home, purchasing a home or working to
remain in their home. An increase in Housing Counseling funding in FY 2003 not only will increase the number of
homebuyers and homeowners counseled, but will allow the Department to provide training to improve the capacity of
its Housing Counseling agencies. Due to the spend-out rate of new counseling funds, the increase in funding will not
become evident programmatically until FY 2004. This indicator therefore will measure the percentage increase in the
number of homebuyers or homeowners counseled between

FY 2003 and FY 2004.

Homebuyers and Homeowners

Results and analysis. Although actual FY 2003 results Counseled

are not yet available, 238,356 homebuyers or homeowners 2 600 .
are expected to receive housing counseling services in 2 re
FY 2003, based on a total housing counseling 5 400

appropriation of $20 million for FY 2002. This is an é * '334
anticipated increase of 5.3 percent over the 226,438 é 200 e ® 6 238

clients counseled during FY 2002, which corresponds = * 187

to a $20 million appropriation for FY 2001. Slightly more o 188 | « - |
of the FY 2002 appropriation was competed than for 2000 2001 2002 2003 2004
FY 2001, which explains the slight increase in the 4 - households counseled (projected)
anticipated number of homebuyers and homeowners e oy ourected (actual)

counseled during FY 2003.
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The $39.7 million appropriated for FY 2003 is expected to fund housing counseling for 483,749 homebuyers or
homeowners during FY 2004. This represents an increase of almost 103 percent over the anticipated number of
clients served during FY 2003, more than two and a half times the targeted increase of 40 percent.

HUD does not compete the entire housing counseling appropriation for counseling activities, but reserves some
funding for training, monitoring, operating the housing counseling clearinghouse, etc. Competed amounts for
FY 2002 and FY 2003 were $19 million and $38.5 million respectively.

Data discussion. FHA collects data on homebuyers and homeowners counseled through Housing Counseling
Agency Fiscal Year Activity Reports (form HUD-9902). Projected results for FY 2003 are based on actual housing
counseling data collected for the grant period 10/1/2001 — 9/30/2002. The actual percentage increase in additional
homebuyers or homeowners served between FY 2003 and FY 2004 will not be able to be determined until early
FY 2005, when final housing counseling activity data for FY 2004 become available.

HUD-approved housing counseling agencies are given 90 days after the end of a fiscal year to report the results of
counseling activity for that fiscal year and to submit requests to HUD for reimbursement for counseling services
provided. FHA monitors HUD-approved housing counseling agencies through site visits to assure quality-counseling
practices.

2.1.8: The homeownership rate among households with incomes less than median
family income.

Background. Homeownership is advantageous because it contributes to asset development, better neighborhoods
and schools, stability of tenure, and wider choice of housing types. Holding other factors equal, homeownership
improves outcomes for children on a number of dimensions, including school achievement and dropout rates. Yet
homeownership is a tenuous proposition when incomes are insufficient. This indicator tracks national progress in
increasing homeownership among households with incomes below the national median family income. A FY 2003
performance target was not established for this tracking indicator because of the substantial limits in HUD’s span of
control relative to economic factors.

Results and analysis. During the third quarter of 2003, the Homeowners Rate for
homeownership rate among households with incomes below Households with Income less than
the national median increased slightly to 52.1 percent. No goal Median Family Income (3rd quarter)
was established, and the increase of 0.2 percentage points from

- T 55%
the 2002 level was not statistically significant. ’

@ 52.6%

The result essentially maintained the lower level observed in *52.2% * P, 1
. . .gn . 0, .

2002, which reversed a trend of significant homeownership 50% - S1.9%

gains among families with incomes below the national

median. The economic slowdown of 2001 and 2002 slowed

a trend of increases in median income. Low interest rates 45% } } }

mitigated this weakness in earnings growth during FY 2003, 2000 2001 2002 2003

actually improving the affordability of homes for families at
the median income.’

® As measured by the Composite Affordability Index developed by the National Association of Realtors. This index is the ratio of median family
income to the income needed to qualify for the median-priced home, assuming a 20 percent down payment. (HUD-Policy Development and
Research. “U.S. Housing Market Conditions,” Table 11. Available at http: //www.huduser.org/periodicals/fUSHMC/summer03/histdat11.htm).
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In FY 2003, HUD devoted an estimated $1.26 billion and 1,026 staff to increasing homeownership opportunities.
HUD will continue to promote higher homeownership rates among low-income households through improved
partnering, marketing, and outreach in the single-family FHA programs. Homeownership vouchers and the
homeownership downpayment assistance initiative will play a growing role in achieving this goal. HUD? block grant
programs, CDBG and HOME, also provide homeownership assistance of various types, depending on local needs
and preferences. Both of these programs are targeted primarily to groups with incomes below median income.

Data discussion. The measure uses Current Population Survey data from the third quarter of the calendar year,
corresponding to the end of HUDs fiscal year. The Current Population Survey data are free of limitations affecting
the measure’s reliability. Changes in estimated rates that exceed 0.71 percentage point are statistically significant
with 90 percent confidence.

2.1.9: Fannie Mae and Freddie Mac meet or surpass HUD-defined targets for low-
and moderate-income mortgage purchases.

Background. Congress mandated that, as Government-

Sponsored Enterprises, Fannie Mae and Freddie Mac must Fannie Mae Performance Relative
achieve a number of public purpose goals, one of which is to to Low/Mod Target
expand homeownership opportunities for persons of low and 60%
moderate income. To ensure that this public purpose is achieved, 5150  51.8%
HUD regulations establish an annual performance standard—the 2 50% 49.5% * :
Low- and Moderate-Income Goal—for mortgages purchased or = ‘45-9% ¢ 50.0%
guaranteed by the Government Sponsored Enterprises that serve z
low- and moderate-income families. These are families earning é 40% 7
incomes at or below area medians. Beginning in 2001, HUD
substantially increased the Low- and Moderate-Income Goal 30% | | * "
from 42 percent to 50 percent. HUD also implemented new 1999 2000 2001 2002
scoring rules. 4 - - low/mod mortgages (2001-2002)
4 low/mod mortgages (1999-2000)
Results and analysis. In calendar year 2002, both Fannie Mae i ouputgoal (20012002
and Freddie Mac surpassed HUD’s target of 50 percent. Fannie
Mae achieved 51.8 percent and Freddie Mac achieved 51.4 percent,
representing a combined 4.8 million dwelling units that qualified reddie Mac Porf relati
re Ie Vlac Ferformance relative

as low/mod purchases. to Low/Mod Target
These performance figures include bonus point incentives that 60%
each GSE can earn for acquiring loans serving specific 532 514w
underserved markets. For example, each GSE can earn double § 50% . 4‘9'9% 2
credit toward HUD-defined targets by purchasing loans secured 5 o 50.0%
by small, 5-50 unit multifamily properties and two-to-four unit % 40%
owner-occupied properties. Incentives were designed to g
encourage purchases of mortgages that disproportionately serve
lower income families. Congress also determined that Freddie 30% | | | i
Mac should receive a multifamily parity adjustment of 35 percent 1999 2000 2001 2002

. . . 4 - - low/mod mortgages (2001-2002)
for purchasing mortgages that fund properties with more than & low/mod mortgages (1999-2000)
units. Although the GSEs may count both multifamily and —m— output goal (2001-2002)

FISCAL YEAR 2003 2-19




Ml ||
| Perrormanice b e R

single-family purchases toward the low/mod target, both GSEs achieve the bulk of their performance through the
purchase of loans on single-family owner-occupied housing.

The bonus points and Freddie Mac multifamily parity adjustment made it possible for the GSEs to achieve the
Low- and Moderate-Income target in 2002. Absent these incentives in the scoring system, Fannie Mae’s
performance would have been 49.0 percent and Freddie Mac’s performance would have been 46.5 percent in 2002.*

An analysis of the composition of units qualifying as low- and moderate-income purchases in 2002 shows that 2 million
dwelling units, which equates to 69.6 percent of the units that qualified toward Fannie Mae’s performance, served
low-income families (that is, families earning 80 percent or less of area median income). Similarly, Freddie Mac
purchased mortgages for 1.4 million low-income dwelling units, which equated to 68.8 percent of Freddie Mac’s
qualifying purchases serving this market.

With regard to the minority composition of the GSEs’ low- and moderate-income performance, 9.7 percent of
single-family housing units that qualified toward Freddie Mac’s performance served African-American and
Hispanic borrowers, while 13.8 percent of Fannie Mae’s purchases served these borrowers. This compares to
10.6 percent in 2001 for Freddie Mac and 13.4 percent in 2001 for Fannie Mae. In 2002, 19 percent of Freddie
Mac’s purchases served all minority borrowers while Fannie Mae served 22 percent of this market.

Data discussion. This measure uses calendar-year data from HUD’s Government Sponsored Enterprise database. There
is a one-year reporting lag because the GSEs report to HUD in the year following the performance year. To ensure the
reliability of data, the GSEs apply appropriate quality control measures to data elements provided to HUD. HUD
verifies the data through comparison with independent data sources, replication of GSE goal performance reports, and
reviews of GSE data quality procedures. GSE financial reports are verified by independent audits.

2.1.10: Fannie Mae and Freddie Mac meet or surpass HUD-defined targets for
special affordable mortgage purchases.

Background. HUD defines performance targets for Fannie Mae and Freddie Mac (two housing Government-
Sponsored Enterprises) in several areas, including special affordable mortgage purchases. This target is intended

to achieve increased purchases by the Government Sponsored Enterprises of mortgages on rental housing and
owner-occupied housing that address the unmet needs of very-low and low-income families. As such, the special
affordable housing goal supports HUD’s national objectives for expanding both affordable homeownership and the
availability of affordable rental housing. Mortgages qualify as special affordable if they support dwelling units either
for very-low-income families (with incomes up to 60 percent of area median income) or for low-income families (up
to 80 percent of area median income) located in low-income areas. Low-income areas are defined as (1) metropolitan
census tracts where the median income does not exceed 80 percent of area median income and (2) non-metropolitan
census tracts where median income does not exceed 80 percent of the county median income or the statewide
metropolitan median income, whichever is greater. Beginning in 2001, HUD substantially increased the Special
Affordable Housing Goal from 14 percent to 20 percent. HUD also implemented new scoring rules.

Results and analysis. In calendar year 2002, Fannie Mae and Freddie Mac both surpassed the 20 percent target.
Both Fannie Mae and Freddie Mac reported that 21.4 percent of their mortgage purchases qualified as special
affordable housing. Bonus points for acquisitions made in certain underserved markets and a temporary adjustment

“ In the accompanying graphs, the dotted lines from 2000 to 2002 reflect the changes in HUD scoring rules that became effective in 2001. The
square shows the level of the housing goal beginning in 2001.
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factor for Freddie Mac’s multifamily purchases made it

possible for the GSEs to meet the target goal. Absent these
incentives in the scoring system, Fannie Mae’s performance
would have been 19.9 percent and Freddie Mac’s performance 21.6%  21.4%

2. PERFORMANCE INFORMATION
E|FROM| RENTAL HOUSING | TO HOMEOWNERSHIP

Fannie Mae Performance Relative to
Special Affordable Target

would have been 18.6 percent in 2002.° @2 19.2% :
5 20% 4 20.0%
An analysis of mortgages counted toward the Special 2
.o . g 17.6%
Affordable target indicates that, as a result of substantial o 15% -
refinance volume during this period, the composition of =
qualifying units changed in 2002. For example, as a percentage 10% ! : z +
of total dwelling units qualifying under this goal, Fannie Mae’s 1999 2000 2001 2002
special affordable mortgage purchases for one-unit, single- 4 — - special affordable mortgages (2001-2002)

¢ special affordable mortgages (1999-2000)

family, owner-occupied properties increased by 40 percent, or = output goal (2001-2002)

190,340 units, from 2001 to 2002. Freddie Mac’s purchases
also increased but by a lesser margin: In 2002, Freddie Mac
purchased 127,850 more qualifying units than in 2001,

representing a 38 percent increase over 2001 performance. Freddie Mac Performance Relative to

. . . Special Affordable Target
Similarly, purchases of owner-occupied, two-to-four unit

. . 25% ;
properties counted toward the Special Affordable target also 226%  51.4%

; ) ) . 20.7% * -
rose in 2002. Fannie Mae posted a 25 percent increase in 2 0% * M
qualifying purchases over its 2001 performance while Freddie - 20.0%
Mac improved its performance by 58 percent. Because these g Loy, 17:2%
properties disproportionately serve lower income families, g
HUD’s revised rule awards bonus point credit for these
mortgages. 10% | 1 | |

1999 2000 2001 2002

Data discussion. The data reported under this goal are based 4 - special affordable mortgages (2001-2002)
on calendar-year performance. There is a one-year reporting @ special affordable morigages (1999-2000)

’ —@— output goal (2001-2002)
lag because the Government Sponsored Enterprises report to

HUD in the year following the performance year. To ensure

the reliability of data, the GSEs apply appropriate quality

control measures to data elements provided to HUD. HUD

verifies the data through comparison with independent data

sources, replication of GSE goal performance reports, and reviews of GSE data quality procedures. GSE financial
reports are verified by independent audits.

2.1.11: The number of homeowners who have been assisted with HOME is
maximized (see table under 2.3.4).

Background. This indicator tracks the number of homeowners who have been assisted with HOME funds during
FY 2003. The output tracked by this indicator shows the contribution made by the HOME Program toward
increasing the national homeownership rate and the number of minority homeowners, two key Presidential and

* In the accompanying graphs, the dotted lines from 2000 to 2002 reflect the changes in HUD’s scoring rules that became effective in 2001. The
square shows the level of the housing goal beginning in 2001.
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Secretarial priorities. The HOME Investment Partnerships Program gives States and local communities flexibility to
meet their housing needs in a variety of ways. Many participating jurisdictions choose to use their funds to promote
homeownership, both by helping low- and moderate- income families to purchase their homes and by rehabilitating
existing owner-occupied units, ensuring that existing homeowners do not lose their homes.

Results and analysis. During FY 2003, participating jurisdictions committed funds to 15,181 existing homeowner
rehabilitation units and 31,999 new homebuyer units, for a total of 47,180 units. The number of new homebuyers
(31,999) represents 92 percent of the 2003 target of 34,746 units, thus substantially meeting the 2003 goal. These
accomplishments also represent an increase over FY 2002 results by 7.8 percent (1,099 units) for existing
homeowner rehabilitation units and a decrease of 1.5 percent (491 units) for new homebuyer units.

Participating jurisdictions committed a total of $241 million to existing homeowner rehabilitation units and

$383 million to new homebuyer units during FY 2003. The per-unit HOME cost of producing a homeowner
rehabilitation unit ($15,979) or homebuyer unit ($11,468) increased only modestly compared to FY 2002 by $423
and $340, respectively.

The rescission of $50 million from the FY 2002 HOME Program appropriation that had been originally earmarked
for the American Dream Downpayment Initiative may have impacted results, as would the five-month congressional
delay in approving the FY 2003 American Dream Downpayment Initiative appropriation combined with the lack of
authorizing legislation that is still being considered by Congress. The applicability of Uniform Relocation Act
requirements to the purchase of single-family homes occupied by tenants even where HOME funds are used only for
downpayment assistance is also believed to have had a “chilling effect” on communities that would otherwise have
undertaken homebuyer projects but were concerned over the large relocation costs that could be incurred. Drafts of
the pending American Dream Downpayment Initiative authorizing legislation currently before Congress would
remove Uniform Relocation Act requirements from such private market sales.

The accomplishment of this output indicator is also affected by several external factors: the level of annual HOME
appropriations, the number of new, and inexperienced, participating jurisdictions entering the program, the choices
that participating jurisdictions make among their competing housing needs, fiscal conditions affecting State and
local government program staffing levels, and general economic conditions affecting the cost and availability of
housing and the income levels of potential homebuyers.

Data discussion. Data entered by participating jurisdictions in HUD’s Integrated Disbursement and Information
System are used to track performance. Ongoing HUD-sponsored Integrated Disbursement and Information System
training and data clean-up efforts are used to consistently improve data quality and reliability.

2.1.12: The homeownership Downpayment Assistance Initiative will be fully
implemented and assist 10,000 new homebuyers.

Background. Congress passed appropriation language for FY 2002 that provided $50 million for the American
Dream Downpayment Initiative subject to passage of enabling legislation by June 30, 2002. This enabling
legislation was not passed by the deadline and the $50 million was subsequently rescinded by Congress. The delay
in passage of the FY 2003 appropriation containing $75 million for the Initiative, and the subsequent introduction
of authorizing legislation that is still pending, prevented these funds from being allocated in time to assist potential
homebuyers in FY 2003. Regulations for the Downpayment Assistance Initiative cannot be promulgated and funds
cannot be allocated until work on the authorizing legislation is completed.
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Results and analysis. The rescission of the $50 million and the delay in allocating FY 2003 funds upon which the
target of 10,000 new homebuyers was predicated resulted in no reportable activity under this indicator. Authorizing
legislation is now under consideration by Congress and enactment is anticipated in the near term. If authorizing
legislation is passed, FY 2003 funds should be distributed to participating jurisdictions beginning in the second
quarter of FY 2004.

Data discussion. Once implemented, Downpayment Assistance Initiative accomplishments will be tracked through
the Integrated Disbursement and Information System in the same way that HOME Program accomplishments are
currently recorded.

2.1.13: The number of homeowners who have used sweat equity to earn assistance
with Self-Help Homeownership Opportunity Program funding is maximized.

Background. This indicator tracks the number of housing units completed during FY 2003 by national and regional
nonprofit organizations and consortia receiving Self-Help Homeownership Opportunity Program funds. The output
tracked by this indicator also contributes toward increasing the national homeownership rate and the number of
minority homeowners, two key Presidential and Secretarial

priorities. The President has requested a significant expansion

of this successful program from $25 million appropriated in Homeowners Who Combined Sweat
FY 2003 to $65 million requested in FY 2004. Equity with SHOP Assistance

Results and analysis. During FY 2003, SHOP grantees 3,000

completed 2,157 housing units, exceeding the program goal

of 1,800 completed units by 20 percent and represents a five
percent increase over the number of units produced in FY 2002
(2,063). Another 1,685 Self-Help Homeownership Opportunity ‘1’675 ® 1655
Program units were under development at the close of the fiscal

year. Self-Help Homeownership Opportunity Program grantees 1,000 | * *
in FY 2003 were Habitat for Humanity, the Housing Assistance 2000 2001 2002 2003
Council, Northwest Regional Facilitators, ACORN Housing — participating homeowners
Corporation, and Wisconsin Association of Self-Help Executive —=— output goal

Directors and PPEP Microbusiness and Housing Development

Corp.

2,063 Y
- 2,157

2,000

households

B 1,800

The accomplishment of this output indicator is affected by several external factors: the level of Self-Help
Homeownership Opportunity Program appropriations, the “pass-through” nature of program funds to local
affiliates, the level of sophistication of local Self-Help Homeownership Opportunity Program organizations in
developing and managing self-help housing, and the varying skill levels of the homebuyers and volunteers who
work on the construction of the homes. During FY 2003, HUD continued to provide technical assistance upon
request to Self-Help Homeownership Opportunity Program grantees to improve the efficiency and capacity of the
program which, taken together with the increasing experience of the grantees and their numerous affiliates with the
Self-Help Homeownership Opportunity Program over the past several years, has led to the very positive production
results in 2003.

Data discussion. Reports compiled by Self-Help Homeownership Opportunity Program grantees are used to track
performance under this indicator. New uniform reporting procedures were implemented in FY 2003 to ensure
consistent and accurate reporting of Self-Help Homeownership Opportunity Program accomplishments by grantees
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and affiliates. The changes include the use of standardized definitions for “units completed” and “under
development” in the reports.

2.1.14: The homeownership rate in central cities.

Background. Central cities have below-average rates of homeownership, in part because of higher density
development and multifamily housing, but also because of losses of middle-class families in past decades. Low
homeownership can contribute to neighborhood decline because absentee landlords and their tenants put forth less
maintenance effort than homeowners In such cases, low homeownership often leads to a shrinking municipal tax
base. The central-city homeownership rate reflects the progress in reestablishing central cities as desirable places
for long-term individual investment. A FY 2003 performance target was not established for this tracking indicator
because of the substantial limits in HUD’s span of control relative to economic factors.

Results and analysis. The homeownership rate in central

o . Central City
cities increased from 52.1 percent in 2002 to 52.3 percent Homeowners Rate
in 2003. No goal was established, and the increase of (3rd quarter)
0.2 percentage points was not statistically significant. 53%
52.3% 52.2%
A number of HUD’s programs contribute to homeownership ¢ a— 523

52% g

51.9% 52.1%

in central cities. FHA single-family mortgage insurance serves
many central-city households. Community Development Block
Grant and HOME block grants are among the Department’s
largest programs, and each has a sizable homeownership
component. Over one-third of households who receive

HOME assistance receive homebuyer assistance, or roughly

30,000 homebuyers annually. 4 central city homeowner
! —A— central city homeowner (census revisions)

households

51% —

50% - 1 f |
2000 2001 2002 2003

HUD is increasing marketing and outreach efforts to promote

central city homeownership, including targeted sales of

HUD-owned properties. The Department’s geographically-targeted goals for the housing Government Sponsored
Enterprises include central city criteria to help ensure that mortgage capital is available. HUD’s Good Neighbor
initiative allows police officers, school teachers, nonprofits and local governments to purchase HUD-owned homes
at significant discounts, thus strengthening distressed urban communities while providing homeownership
opportunities for public service professionals. Cities also are making efforts to increase homeownership rates, as
grantees increasingly use HOME funds to promote homeownership.

Data discussion. The measure uses Current Population Survey data from the third quarter of the calendar year,
corresponding to the end of HUDs fiscal year. The Current Population Survey data are free of limitations affecting
the measure’s reliability. Rebenchmarked estimates are provided for 2002 and 2003 to reflect Census 2000
population information and housing unit controls.
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Objective 2.2: Expand homeownership opportunities for minorities
and persons with disabilities.

2.2.1: The minority homeownership rate will increase to 50 percent.

Background. HUD’s Strategic Plan presents the President’s long-term goal that 5.5 million additional minority
households will become homeowners by 2010. Many of HUD’s programs improve homeownership by targeting
underserved populations including minorities. The FY 2003 performance goal was to increase the overall minority
homeownership rate to 50.0 percent in the third quarter of 2003, an increase of 0.4 percentage points per year from
a baseline of 49.2 percent in the third quarter of 2001.

Results and analysis. The minority homeownership rate Minority Homeowners Rate
increased by 0.4 percentage points to 49.3 percent during (3rd quarter)
2003. Although the new level fell short of the target of 38
50.0 percent, the increase of 0.4 percentage points from 2002 % o5%
levels was on pace; the weakness occurred earlier in the 3
0.1 point decline between 2001 and 2002. (As the chart shows, z 50.0%
an additional 0.2 points of the shortfall reflects the g o 3 2491% & 40 a0,
rebenchmarking of 2002 and 2003 estimates to reflect Census 5 o ot 48.9%
2000 population information and housing unit controls.) g

G 45% 1 : !
The increase of 0.4 percentage points represents 681,000 © 2000 2001 2002 2003
additional minority homeowners compared with the third o

4 minority homeowners

quarter of 2002, or about 95 percent of new homeowners. FHA —aA— minority homeowners (census revisions)
assisted a substantial share of these families by insuring about —=— output goal

240,000 mortgages for minority home purchasers during

FY 2003. Homeownership gains of 0.6 percentage points by Black households (to 48.7 percent) and a remarkable
1.7 points by Other households (to 56.4 percent) counterbalanced a decline of 1.0 percentage points among Hispanic
households (to 46.1 percent) following record Hispanic homeownership levels observed in the last quarter of 2001.
These detailed results partially reflect redefinition of minority status required by new Census definitions (see Data
discussion).

As with the overall homeownership picture, low interest rates likewise played a major role in supporting minority
homebuying. During the performance period HUD has implemented strategies to increase minority homeownership
that include increased outreach and continued enforcement of equal opportunity in housing, and increased funding
for the Housing Counseling program. New counseling resources will help more members of minority and other
underserved groups to build the knowledge to become homeowners and to sustain their new tenure by meeting the
ongoing responsibilities of homeownership. FHA also has implemented the “Technology Open To Approved
Lenders Scorecard” to evaluate mortgage applications and credit information in an objective, consistent manner to
assess the credit worthiness of FHA borrowers.

Data discussion. The measure is based on averages of monthly Current Population Survey data for the third quarter
(the last quarter of the fiscal year). The Current Population Survey data are free of limitations affecting the
measure’s reliability. Changes in the estimated minority homeownership rate exceeding 0.93 percentage points are
statistically significant with 90 percent confidence. Rebenchmarked estimates are provided for 2002 and 2003 to
reflect Census 2000 population information and housing unit controls. The 2003 values also reflect new survey
procedures that allow respondents to select more than one race. As a result, the “Black” category now means
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“Black alone, non-Hispanic.” “Other” now means “Other alone, non-Hispanic,” including American Indians and
Alaska Natives, Asians, Native Hawaiians and Other Pacific Islanders. A new category of “Two-or-more races,
non-Hispanic” has been established and is reflected in the overall minority rate. The Hispanic category is
unchanged.

2.2.2: The ratio of homeownership rates of minority and nonminority low and
moderate-income families with children increases by 0.4 percentage points to
76.0 percent by 2003.

Background. One of HUD?s central objectives is to remove homeownership barriers and increase homeownership
among minorities. Homeownership rates are more susceptible to policy intervention among renters who are
marginally creditworthy, discouraged by discrimination or unaware of the economic benefits of homeownership.
This indicator measures progress in reducing these barriers to homeownership among racial and ethnic minorities.
The FY 2003 goal is to increase the ratio by 0.4 percentage points from calendar year 2001 levels by 2003. The
calendar year 2003 results needed to report this measure cannot be fully collected during HUD?’s fiscal year. The
data, obtained from the American Housing Survey, will be available for reporting in 2004.

2.2.4: The ratio of home purchase mortgage disapproval rates between minority
and other applicants.

Background. This is a tracking indicator for minority mortgage disapproval rates, an important early indicator of
trends in minority homeownership. Equal access to home loans is critical for decreasing disparities in
homeownership. This measure tracks home purchase mortgage disapproval rates of minorities that have had limited
access to traditional housing markets—African Americans, Hispanics, Native Americans, and other minorities except
Asians—and compares them to disapproval rates of non-Hispanic white applicants. (Asians and Pacific Islanders are
not included because as a group, their denial rates differ little from those of non-Hispanic whites.) A FY 2003
performance goal was not established because of limitations in HUD’s span of control relative to external factors.

Results and analysis. Disparities in mortgage denial rates declined by 1.6 percentage points from 2001 levels. In
2002 (latest available data), non-Asian minorities were 91.0 percent more likely to be denied mortgages than were
non-Hispanic whites compared with a difference of 92.6 percent in 2001. Although no goal was established for this
performance period, the improvement reflects a substantial reduction in denial rates for non-Asian minorities, from
15.7 percent in 2001 to 14.7 percent in 2002. This is the lowest denial rate in over six years (17.2 percent of non-Asian
minority mortgage applications were denied in 2000). Denial
rates also improved during 2002 for Asians and Pacific
Islanders (see second chart). Black applicants experienced
the greatest improvement, a 3.0 point reduction during the
2000-2002 period.

Minority Mortgage Denials Rate as a
Percentage or Non-Minority Rate

200% 192.6%
HUD is striving to achieve the President’s goal of increasing » 19597
minority homeownership. The Department and enforcement
partners investigate complaints of discrimination in the
mortgage process. FHA is improving the chances of
minority applicants by endorsing more mortgages for
minority households, by improving the fairness and
efficiency of FHA mortgage lending through greater use of

the standardized Technology Open To Approved Lenders 4 non-Asian minority denials

177.3%
180%
* &

176.4%

160% - 1 f 1
1999 2000 2001 2002

percent of non-minority denial rates

2-26 FISCAL YEAR 2003



|||||||||||||||||||||||||||||||||I!I|| I abuuinidlidein

mortgage scorecard, and by expanding and improving

2. PERFORMANCE INFORMATION
FROM | RENTAL HOUSING | TO HOMEOWNERSHIP

homeownership counseling. HUD’s goals for the Minority Mortgage Denials Rate as a
Government Sponsored Enterprises also encourage increased Percentage or Non-Hispanic Rate
lending to minorities. S
§ 2o% 21.3%
- . . = . 0

The Department currently is not able to quantify the impact g oot *
of these efforts on denial rates. A substantial portion of the © ’

e : . L e *19.0% 15.6%  ® *17.3%
ongoing difference in denial rates between minority and 2 ey 19.0%

- - - - 0,
non-minority applicants—but not all of the difference—can g 1% 1% LL.0% 13.7%
. . . . S 13.8%
be explained by finance- and credit-related attributes of the 2 10% —iL9% 10.8% _ 135% V12.7%
applicants. The state of the economy thus affects relative 3 mfw%
) o . ) g ‘ ‘ | 8.1% 07 7%
denial rates strongly by causing differential changes in 5% ‘ ‘ |
financial stability and homeownership opportunities for 1999 2000 2001 2002
various groups. € Black —O— American Indian/Alaska Native
—&@— Hispanic Asian/Pacific Islander

Data discussion. This measure uses Home Mortgage —®— NonHispanic White

Disclosure Act data collected from lenders on a calendar-

year basis. Calendar-year 2003 data are not yet available. Non-metropolitan and manufactured housing loans are
excluded from the measure. The measure has limitations arising from the statistical variance of the numerous
interacting variables used in its computation. Because of the Nation’s increasingly diverse population, the data also
suffer from rising incidence of missing race/ethnicity data for applications (from 9 percent missing in 1997 to

14 percent in 2002), a problem which is worse among denied applications (from 20 percent missing in 1997 to

23 percent in 2002). The second chart reflects a more reliable presentation of the same data that was adopted for
FY 2004. The race categories used for this measure are not the same as the Census-derived categories reflecting
single and multiple races that are used for other measures beginning in 2003.

2.2.5: The share of minority homebuyers among FHA home purchase-endorsements
increases by 1 percentage point.

Background. FHA is a major source of mortgage financing for minority as well as low-income buyers. Increasing the
number of FHA endorsements for minority homebuyers will help reduce the homeownership gap between whites and
minorities as well as increase the overall homeownership rate. This performance indicator helps to track
homeownership activities in support of the President’s
commitment to add 5.5 million minority homebuyers within the
next ten years. The FY 2003 goal is to increase the proportion of
minority homebuyers by one percentage point from the FY 2002
level, building on an equivalent improvement presumed for

FY 2002. Beginning in FY 2004, FHA has elected to track the
progress of this performance measure without establishing a

Share of Minority Homebuyers among
FHA Home Purchase Endorsements

50%

percent of home purchase endorsements

numeric target, due to FHAs limited control regarding minority 0% f41'7%
participation. Further, beginning in FY 2004 FHA will revise its 36.5% 3600 M 37.0%
methodology for this performance indicator considering only * *
first-time minority homebuyers as a share of total home purchase
endorsements, excluding borrowers whose race is unknown, 30% | | |

. . . . . . 2000 2001 2002 2003
thereby resulting in a new baseline. By tracking only first-time
minority homebuyers FHA will be able to better evaluate its & minority homebuyers
success in contributing to increasing minority homeownership. —— output goal
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Results and analysis. During FY 2003, 35.0 percent of FHA home purchase endorsements were made to minority
homebuyers, slightly lower than the 36.0 percent share achieved during FY 2002. Although FHA fell short of its
goal of a 1-percentage point increase, the minority share of home purchase endorsements remained relatively stable
between FY 2002 and FY 2003. It should be noted that overall home purchase endorsements declined substantially
from approximately 876,000 during FY 2002 to about 677,000 in FY 2003. FHA will continue to pursue the
President’s commitment to reaching minorities and increasing the minority homeownership rate through housing
counseling program outreach.

Data discussion. The data source for this performance indicator is FHA’s Single-Family Data Warehouse, based on
data submitted by direct-endorsement lenders to the F42 Consolidated Single-Family Statistical System. The data are
judged to be reliable for this measure. The share of borrowers with undetermined race or ethnicity may increase as
more people claim multi-racial identity. FHA data are entered by direct-endorsement lenders with monitoring by FHA.

2.2.6: More than 62 percent of total mortgagors receiving default counseling will
successfully avoid foreclosure.

Background. Clients tracked through this indicator include homeowners with mortgages who are at risk of default,
or have already defaulted, and are seeking assistance in order to remain in their home and meet the responsibilities of
homeownership. By limiting delinquency and foreclosure, default counseling is a cost-effective way to reduce FHA’S
exposure to risk while contributing to the growth and stability of families and communities across the country.
Moreover, default counseling is increasingly important during periods of economic downturn, when job losses and
low wages make it difficult for families to meet their financial obligations, and default rates rise. This indicator
measures the share of total mortgagors who, after receiving default counseling have successfully avoided foreclosure.
The FY 2003 goal for this performance indicator is to ensure that more than 62 percent of total mortgagors receiving
default counseling successfully avoid foreclosure, a goal established on the basis of an analysis of a different data
source, the Single Family Data Warehouse loss mitigation table.

Results and analysis. Results for clients counseled during
FY 2003 cannot be fully assessed, but among the 27,857
mortgagors who received default-specific counseling during Counseled Households
FY 2002, 91.9 percent had successfully avoided foreclosure by Who Avoided Foreclosures
the end of the year. The result substantially exceeds the target,

) ) ; 100%
which was determined on the basis of other data.

* . .
_ . ) ) 90.9% 93% 91.6% 91.9%
The high foreclosure avoidance rate reported is partially due to

design flaws in the previous HUD Form 9902. Under the old
data collection instrument, clients receiving counseling for
reasons of mortgage default were not distinguished from the
entire group of clients receiving post-purchase counseling.
Individuals receiving counseling for reasons of mortgage
default first had to be identified from all post-purchase & persons housed (actual)
counseling clients, and then from the sub-group identified an —#— output goal

approximate percentage avoiding foreclosure had to be

calculated, thereby resulting in an unreliable baseline. The high

avoidance rate may also be explained in light of the goal set for

this performance indicator. Analysis used to establish the goal considered defaulted FHA mortgage loans that did not
enter foreclosure, irrespective of whether or not the mortgagor received housing counseling, resulting in a target of 62

75%

|
62%

50% | i i i i
2000 2001 2002 2003 2004

percent of households counseled

2-28 FISCAL YEAR 2003



i |||| | | | ||| 2| PERFORMANCE INFORMATION
I}i i ii“ |:i . ii. FEROM| RENTAL HOUSING TO HOMEOWNERSHIP

percent. It was expected that housing counseling to mortgagors in default would result in a much higher rate of
foreclosure avoidance than those who received no counseling, thus the goal was substantially exceeded.

Data discussion. The goal of 62 percent established for FY 2003 was based on a trend analysis conducted by
FHA’s Office of Evaluation using data drawn from the Single Family Data Warehouse loss mitigation table. Based
on an analysis of default rate data for the past five years it was determined that approximately 38 percent of loans
in default result in foreclosure. The above percentages were calculated without determining if mortgagors received
housing counseling. The data used for this measure are collected from grantees through the form HUD-9902.
HUD-approved housing counseling agencies have 90 days after the end of the fiscal year to collect and report the
results of housing counseling activity during the previous grant period. Allowing time for compilation of the results,
it is anticipated that Single Family Housing will be able to report FY 2003 actual data for this indicator by early
January 2004. The estimates above are based on the previous version of the form HUD-9902, which was flawed in
that mortgagors receiving default counseling weren’t easily distinguished from other counseling types provided to
mortgagors. It was necessary to exclude irrelevant counseling provided to mortgagors—i.e., reverse mortgage
counseling, home improvement counseling and refinance counseling. To improve the quality of the counseling data
and make it useful for this type of performance measure, FHA has significantly revised the form HUD-9902 to
facilitate the identification of the client’s specific counseling needs and the improved tracking of outcomes, such as
mortgage delinquency resolution, among other updates. The revised instrument was implemented during FY 2003.

2.2.7: The share of Housing Counseling clients who are minorities will increase to
58.5 percent to support minority homeownership.

Background. The housing counseling program is an integral part of helping increase the minority homeownership
rate. In order to specifically target and increase the overall amount of funding benefiting the minority community,
the Department is setting aside housing counseling appropriations specifically for counseling in conjunction with
the housing choice voucher program, agencies serving colonias, and predatory lending. Clients tracked through this
indicator include those receiving various forms of housing counseling — from homebuyer education, pre-purchase,
and loss mitigation/default counseling to rental, fair housing, and homeless counseling. This indicator measures the
share of total housing counseling clients who are minorities. The FY 2003 performance goal is to increase the
proportion to 58.5 percent.

Results and analysis. Although actual FY 2003 data are not yet available, an estimated 50.3 percent of the FY 2003
counseling caseload was minorities, based on a FY 2002 housing

appropriation of $20 million, of which $19 million was

competed. The result fell short of the target of 58.5 percent. Minority Share of Housing
Housing counseling appropriations were $17.5 million in Counseling Clients

FY 1999 and $15 million in FY 2000, with 190,727 minority
clients counseled in FY 2000 (52.5 percent of total housing
counseling clients) and 156,161 in FY 2001 (50.7 percent).
While the percentage share of minority clients counseled fell
short of the target, the number of minority clients receiving
housing counseling is expected to increase by more than 10,000
over FY 2002, an encouraging sign for increasing the minority
homeownership rate.

60%

B 58.5%

L 4
52.5%

50% % 50.3%

"50.7%

percent of clients counseled

40% | 1 f 1
2000 2001 2002 2003

Data discussion. The data source for this performance & minority households (actual)

indicator is the Housing Counseling Agency Fiscal Year —— minority households (projected)
—— output goal
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Activity Reports (form HUD-9902). The above FY 2003 projection is based on actual housing counseling data
collected for the grant period 10/1/2001 — 9/30/2002. The actual percentage of minorities among housing
counseling clients will not be able to be determined until early FY 2004, when final housing counseling activity
data for FY 2003 become available. FHA monitors HUD-approved housing counseling agencies through site visits
to assure quality counseling practices.

2.2.8: The share of minority endorsements processed by the FHA Technology Open
To All Lenders Scorecard increases by 1 percentage point.

Background. (See also indicators 6.2.4 and 7.1.4.) HUD currently has three approved scorecards developed by
third parties for use within the mortgage industry for FHA mortgages. These scorecards, developed by the industry
partners for their automated underwriting systems, will be replaced by the Technology Open To Approved Lenders
Scorecard and made available to all lenders with the implementation of Technology Open To Approved Lenders by
the end of December 2003. At the present time, approximately 40 percent of FHA’s mortgage endorsements are
underwritten using third party scorecards. Technology Open To Approved Lenders Scorecard will improve the
automated underwriting process through increasing lender efficiency, decreasing losses to the FHA fund through
more consistent, objective evaluation of the credit worthiness of borrowers, and better integration of automated
underwriting systems usage into FHA’s existing processes and workflow, including mortgage endorsement
processing. FHA also believes that the objectivity and broad availability of Technology Open To Approved Lenders
Scorecard will increase homeownership opportunities for minorities. Under the conditions of use for Technology
Open To Approved Lenders Scorecard, minority applicants receiving a “refer” decision must be manually
underwritten by the lender and cannot be denied a loan solely on the basis of the Technology Open To Approved
Lenders Scorecard decision. This indicator measures the share of minority endorsements processed by Technology
Open To Approved Lenders Scorecard.

Results and analysis. FHA is currently unable to report progress against this performance measure. Implementation
of Technology Open To Approved Lenders Scorecard is expected in December 2003. Another year of data collection
is necessary in order to establish a reliable baseline for measuring program performance for this indicator.

Data discussion. The data source for this performance indicator is FHA’s Computerized Homes Underwriting
Management system. The goal was to be validated through use and acceptance of the FHA Technology Open To
Approved Lenders Scorecard by the mortgage industry. HUD was to adjust its policy and procedures to ensure the
program goals were achieved in a properly controlled environment. The performance of business partners who
utilize Technology Open To Approved Lenders Scorecard will be monitored, and HUD will conduct program
compliance reviews through the Quality Assurance Division.

2.2.9: Endorse at least 421,000 FHA single-family mortgages in underserved
communities.

Background. FHA’s role in the mortgage market is to extend homeownership to families who otherwise might not

achieve homeownership. There is substantial evidence that the conventional mortgage market does not serve lower

income and minority neighborhoods as extensively as more affluent and non-minority neighborhoods. FHA lending
in disadvantaged neighborhoods increases the homeownership rate.

While it is extremely important that FHA loans be available in underserved communities for those who otherwise
might not become homeowners, it is also important that FHA be a complement to, and not a substitute for,
conventional lending. A healthy housing market requires the availability of conventional mortgages as well. A goal for
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increasing FHA lending in such neighborhoods should not involve an increased FHA share of the total mortgage
market in these communities, but should be accompanied by increased conventional lending as well. This performance
indicator measures the number of single-family mortgage endorsements to underserved areas during FY 2003.

Results and analysis. During FY 2003, FHA endorsed 464,272
single-family mortgages in underserved communities. The result
exceeded the target of 421,000 endorsements, maintaining
FHAs success in expanding home ownership opportunities, 600
although the volume was slightly higher during FY 2002. * * 464
With the exception of FY 2000, during which approximately 492 B 401
357,000 endorsements were made, FHA has made greater than 400 412

400,000 endorsements to underserved areas in three of the past 357

four fiscal years. 412,192 endorsements to underserved areas
were made in FY 2001 and 491,592 in FY 2002. FHA will
continue its efforts to reach underserved communities through
participation in conferences, seminars and other outreach events.

FHA Single family Mortgage
Endorsements in Underserved Areas

thousands
4

200 1 % 1
2000 2001 2002 2003

4 endorsements in underserved areas
Data discussion. This measure uses data from FHA’s —@— output goal

Consolidated Single-Family Statistical System (F42). This

measure may fluctuate when the census tracts constituting underserved areas are redefined using the latest census
data. The fluctuations are not expected to substantially reduce the reliability of this national summary measure.
HUD verifies FHA data for underserved communities by comparison with Home Mortgage Disclosure Act data. An
underserved area is defined by census tracts with below average income and/or above average shares of minority
households. These neighborhoods historically have been underserved by the mortgage market, as shown by high
mortgage denial rates and low mortgage origination rates.

2.2.10: Section 184 mortgage financing is guaranteed for 200 Native American
homeowners during FY 2003.

Background. The homeownership rate for Native Americans is 55 percent, 13 percent below the national rate,
according to July 2002 census data. Homeownership rates on reservations are historically low because lenders have
been hesitant to assume the risk of providing mortgage financing for tribal land that cannot be used as collateral. The
184 program provides alternative financing for Native Americans so that they can move from rental housing into their
own homes. This program is directed toward meeting the

President’ goal of increasing minority homeownership. Section 184 Home Mortgages

. for Native Ameri
Results and analysis. The goal of 200 new loan guarantees Guaranteed for Native Americans

for FY 2003 was exceeded by over one-third. During the year, 300
271 loan certificates were issued for $27.2 million. This was a
44 percent increase over the FY 2002 level of 188 certificates, and
a 63 percent increase over the dollar amount of $16.7 million.

*271

200 B 200

188

Data discussion. The Office of Loan Guarantee compiles data
on the number of loan guarantee certificates issued. The Director
of the Office of Loan Guarantee validates the data on a monthly 0 ! | g |
basis. The Public and Indian Housing Budget office verifies this 2000 2001 2002 2003

count. 4 mortgage guarantees
—@— output goal

100 ¢
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mortgage guarantees
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0
o
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Objective 2.3: Increase the availability of affordable rental housing.

2.3.1: The number of households with worst case housing needs decreases by
3 percent between 2001 and 2003 among families with children, the elderly,
and persons with disabilities.

Background. This performance measure provides a central indication of whether HUD and the Nation are
advancing or losing ground in the fight to ensure decent, safe and affordable housing for America’s families.
Because the elderly, disabled persons, and families with children are particularly susceptible to housing problems
and targeted by HUD housing programs, they are the focus of this indicator. Worst case needs are defined as
unassisted renters with very low incomes and a priority housing problem: either severely inadequate housing or,
more commonly, housing costs exceeding 50 percent of monthly income. The calendar year 2003 results needed to
report this measure cannot be fully collected during HUD’s fiscal year. The data, obtained from the American
Housing Survey, will be available for reporting in 2004.

2.3.2: Among extremely low-income renters, the ratio of assisted households to
households with worst case needs or already assisted.

Background. This tracking indicator provides essential contextual information for indicator 2.3.1 by assessing the
disparity between the number of households who qualify for Federal housing assistance and the number who are
assisted. The FY 2003 Annual Performance Plan did not establish a numeric target for this indicator because the
reduction of worst case housing needs is controlled primarily by economic factors and the number of assisted
households is driven by Congressional appropriations for incremental housing assistance. The calendar year 2003
results needed to report this measure cannot be fully collected during HUD’s fiscal year. The data, obtained from
the American Housing Survey, will be available for reporting in 2004.

2.3.3: The share of units of low-rent public housing and Section 8 programs that
are occupied by families with children, elderly, and persons with disabilities.

Background. This is a tracking indicator that measures the share of low- and very-low-income households with
various characteristics that receive rental assistance through the public housing operating fund, Housing Choice
\ouchers, or project-based Section 8 assistance in privately-owned multifamily developments. No goals are established
for this indicator because housing providers have discretion regarding admissions policies. HUD includes these data in
its Annual Performance Plan to inform policy decisions by Congress and HUD. This information is also useful to
assist HUD’s overall and specific program efforts to assist families with children, the elderly and the disabled.

Because the supply of affordable housing for very-low-income households is so limited, the affordable rents
households pay under these programs in most cases keep them from falling into worst case housing needs.
Households with worst case needs are defined as unassisted renters with incomes below 50 percent of the local
median, who pay more than half of their income for rent or live in severely substandard housing. The number of
households in each group is unlikely to change dramatically from year to year because families leave the program
and turn over their units at a rather low rate compared with unassisted rental housing.
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Units in Program Occupied by Families of Various Attributes

Families with Children, Elderly, no children Non-Elderly Disabled, Non-Elderly Disabled,
no disabilities (possible disabilities) no children with children
Public Housing 38.0% 30.3% 15.2% 4.3%
Housing Choice Vouchers 51.3% 15.0% 16.6% 7. 7%
Project-based Section 8 25.2% 50.0% 14.3% 2.4%

Results and analysis. No goals are established for this indicator. The Public Housing and Voucher programs
continue to serve a sizable portion of families with children. Half of the assisted multifamily program continues to
serve elderly households. No category of household types changed substantially for FY 2003. Housing providers,
not HUD, determine preferences for which families are admitted.

Data discussion. Data about households served by the public housing and Housing Choice Voucher programs are
from the Public and Indian Housing Information Center Form 50058 system, consisting of records for the 12 months
ending June 30, 2003. Public and Indian Housing Information Center is an online system that allows housing
agencies to electronically submit information to HUD. The Public and Indian Housing Information Center
facilitates more timely and accurate exchanges of data between PHA and local HUD field offices. Housing
agencies submit the Form HUD-50058 Family Report to the Form 50058 system in Public and Indian Housing
Information Center. Data about households receiving project-based Section 8 assistance are from the Tenant Rental
Assistance Certification System, consisting of records for the 12 months ending September 30, 2003. The Public
and Indian Housing Information Center and the Tenant Rental Assistance Certification System verify the accuracy
of tenant data by performing automated checks on data ranges and internal consistency.

2.3.4: The number of households receiving housing assistance with Community
Development Block Grant, HOME, Housing Opportunities for Persons with AIDS,
Native American Housing Block Grant and Native Hawaiian Homelands Block
increases.

Background. This indicator tracks the number of households that receive housing assistance through the identified
programs in FY 2003. The outputs tracked by this indicator show the contribution of important HUD programs toward
increasing the national homeownership rate and the number of minority homeowners, two key Presidential and
Secretarial priorities. These programs also help reduce the number of households with worst-case housing needs (very
low-income households who pay more than half of their incomes for housing or who live in substandard housing).

The HOME Investment Partnerships program is one of HUD’s major affordable housing production programs.
The HOME Program’s block grant structure enables participating State and local governments to build or rehabilitate
housing for rent or ownership, provide home purchase or rehabilitation financing assistance to existing homeowners
and new homebuyers, and provide tenant-based rental assistance to assist low and moderate income households.

The Community Development Block Grant program is another tool, although housing assistance is only one of
several eligible activities among which Community Development Block Grant grantees may choose.

The Housing Opportunities for Persons with AIDS program supports the goals of increasing the availability of
decent, safe, and affordable housing in American communities by providing permanent housing with coordinated
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supportive services to low-income persons living with HIV/AIDS and their families. Housing Opportunities for
Persons with Aids funds provide permanent housing and related supportive services through short-term rent, mortgage
or utility payments which help maintain the current residence of beneficiaries; on-going rental assistance; and support
for facilities that provide residential care and other needed support. In FY 2003, 111 formula State and eligible
metropolitan area grantees and 84 active competitive grants used Housing Opportunities for Persons with AIDS
program funds to provide housing and related supportive services. The number of formula state and eligible
metropolitan area grantees increases to 117 in FY 2004.

The Native American Housing Block Grant and Native Hawaiian Homelands Block Grant programs provide housing
block grants to tribes, or their tribally designated housing entities, and to the Department of Hawaiian Home Lands to
meet locally determined low income housing needs, maintain existing units (if applicable), provide housing services,
and/or develop new homeownership and rental units. Grant recipients receive funds on the basis of an annual formula
allocation in the case of the Native American Housing Block Grant Program. The Department of Hawaiian Home Lands
is the only grant recipient of the Native Hawaiian Homelands Block Grant program funds.

The Native American Housing Assistance Self-Determination Act Title VI program provides loan guarantees for
Native American Housing Block Grant program recipients in need of additional funding for housing activities. The
program provides grant recipients with the ability to obtain additional funding by pledging future block grants as
collateral.

Households Assisted by HUD Programs

2000 Act. 2001 Act. 2002 Act. 2003 Act. 2003 Goal
CDBG households 182,700 172,445 187,390 184,611 180,260
HOME tenant-based assistance 6,899 11,756 10,239 10,731 9,932
HOME rental units committed 33,487 27,456 27,243 41,092 29,784
HOME new homebuyers committed 30,748 29,690 32,490 31,999 34,746
HOME existing homeowners committed 14,731 12,566 14,082 15,181 13,140
HOME total households 85,865 81,468 84,054 99,003 87,602
Housing Opportunities for Persons with AIDS households 43,902 72,117 84,059 86,600 72,525
Native American Housing Block Grant households Not available Not available 52,000 87,169 52,000
Title VI Federal Guarantees program (number of loans) Not available Not available Not available 17 15
Native Hawaiian Homelands Block Grant households assisted Not available Not available Not available 188 Thd

*This number differs from the one in the FY 2001 Performance and Accountability Report because Housing Opportunities for Persons with AIDS used a more accurate system
(Integrated Disbursement and Information System) to generate data.

Results and analysis. During FY 2003 the total number of households receiving housing assistance through these
programs was 457,588. HOME, CDBG, and Housing Opportunities for Persons with AIDS exceeded their numeric
goals. The Native American Housing Block Grant and Title VI programs also exceeded their goals.

CDBG. For FY 2003, the number of households receiving housing assistance with CDBG was 184,611 households,
2.4 percent greater than the FY 2003 projected goal of 180,260 assisted households. This is a 1.48 percent decline from
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the FY 2002 actual accomplishment of 187,380 households assisted. The funding for housing activities was $824 million
in FY 2003. During FY 2003 total expenditures for housing activities tracked for this indicator decreased 5.4 percent
compared to the same period in FY 2002. Thus the actual accomplishments are higher than would have been expected
given the 5.4 percent decrease in expenditures for housing between FY 2002 and FY 2003.

There may be two explanations for a smaller than expected decline in households assisted: a carryover in
households assisted in FY 2002 to FY 2003 and better reporting of grantees of accomplishments during FY 2003
due to HUD’s on-going data clean-up efforts). (Note that grantees reporting of accomplishments for completed
activities increased from 88.74 percent in FY 2002 to 92.97 percent in FY 2003.)

Future improvements in data quality are likely to occur as HUD improves the Integrated Disbursement and
Information System to include more edits as well as improved data entry methods. The overall improvement of
Integrated Disbursement and Information System is scheduled over the next several years.

HOME. HOME substantially exceeded its goal for total households assisted, with all but one component (i.e., new
homebuyers committed) significantly exceeding FY 2003 projections. (See 2.1.11.) HOME participating
jurisdictions committed 99,003 new units of assisted housing for FY 2003, exceeding the goal of 87,602 units by
11,401 or 13 percent. The FY 2003 performance also represents an increase of 14,949 units or 18 percent over the
84,054 units committed to in FY 2002. Of the FY 2003 total, 41,092 commitments were for rental housing, an
increase of 13,849 units over the previous year; 31,999 commitments were for new homebuyer housing,

491 commitments units less than the previous year; 15,181 commitments were for existing homeowner rehabilitation
housing, an increase of 1,099 over FY 2002; and 10,731 commitments were for tenant-based rental assistance,

492 over the previous year.

The blended per-unit HOME cost average of producing a rental, homebuyer or homeowner unit increased by
$534 to $16,407 or approximately 3 percent, compared to FY 2002. Participating jurisdictions disbursed
$1.424 billion in HOME funds to projects during FY 2003.

Contributing to the accomplishments this year was HUD’s continuing efforts to provide training and technical
assistance, including web-based assistance, to participating jurisdictions to improve their HOME program
performance. For example, 95 deliveries of 12 specially designed courses, including one focusing on productivity
entitled Measuring Up: A Practical Approach to Measuring Productivity and Performance, were conducted across
the country. HUD also issued monthly production reports, which were posted on the web, and aggressively
followed-up with participating jurisdictions that were not meeting production goals — including deobligating funds
from those that failed to meet the 24-month statutory commitment deadline. Finally, the HOME Program
Performance SNAPSHOT was rolled out and given broad public distribution, including its own web-site. The
SNAPSHOTSs compare the performance of HOME participating jurisdictions to each other for eight factors and
assign a performance ranking. The SNAPSHOTS have served to focus attention on production and likely
contributed to the improved performance of HOME as measured by this indicator. Of course, since grantees have
discretion about which housing activities they choose to fund, there may be fluctuations among the individual
components of this indicator from year to year reflecting the emphasis given to one activity over another at the
local level. In FY 2003, for example, there was a drop in homebuyer activity while rental activity increased. These
fluctuations are normal and are not necessarily attributable to any specific factors or trends.

The accomplishment of this output indicator is also affected by several external factors: the level of annual HOME
appropriations, the number of new, less experienced, participating jurisdictions entering the program, and general
economic conditions affecting the cost and availability of housing and the income levels of potential homebuyers.
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Housing Opportunities for Persons with AIDS. A preliminary estimate based on FY 2003 financial data shows
that the Housing Opportunities for Persons with AIDS formula and competitive programs supported 86,600 units of
housing across the country, thereby exceeding HUD’s projected goal of 72,525 units by 19.4 percent. In addition, this
represents an increase of approximately 3 percent from the 84,059 units assisted in FY 2002. HUD’s financial system
documented disbursements of $270.3 million to Housing Opportunities for Persons with AIDS grantees. In response
to a congressional request, the Office of HIV/AIDS Housing submitted a report to Congress in September 2003
detailing program expenditures on housing and supportive services that has validated these results.

For the most recently completed grantee performance reporting for FY 2001, the blended per-unit Housing
Opportunities for Persons with AIDS cost average of producing a rental, short term/emergency housing, and
supportive housing facility unit was $1,823. It is important to distinguish the cost average amongst these three
different types of housing assistance. In FY 2001, the average cost per unit of rental assistance was $2,837, short
term/emergency housing assistance was $763, and supportive housing facilities was $3,376. The Housing
Opportunities for Persons with AIDS program expenditures for housing assistance totaled $149,867,752 in FY 2001.

NAHBG. The goal of assisting 52,000 Native American families in FY 2003 was exceeded. During FY 2003,
87,169 were assisted, 35,169, or 68 percent, above the FY 2003 goal.

NHHBG. The construction of 188 Native Hawaiian Homelands Block Grant-assisted units began in FY 2003.
Native Hawaiian Homelands Block Grant funds in the amount of $7,044,000 were obligated as of 9/30/2003,
representing 73 percent of the grant amount of $9,600,000.

* Work is underway at Waiakea 6 (Hawaii) to develop infrastructure for 40 single-family units. Once the
infrastructure is completed in 2004, the sites will be leased to low-income Native Hawaiians from the
Department of Hawaiian Homelands waiting list to construct their own homes. Native Hawaiian Homelands
Block Grant funds in the amount of $2,000,000 have been obligated for this activity.

* Work is underway at the Villages of Kapolei (Oahu) to construct 33 single-family homes using the “self-
help” development method. Native Hawaiian Homelands Block Grant funds in the amount of $564,000 have
been obligated and are being leveraged against a total project cost of $2.3 million. Project completion is
scheduled for early 2004.

* Work is underway at Waiehu Kou (Maui) to develop infrastructure for 115 single-family units. Once the
infrastructure is completed in 2004, the sites will be leased to low-income Native Hawaiians from the
Department of Hawaiian Homelands waiting list to construct their own homes. Native Hawaiian Homelands
Block Grant funds in the amount of $4,000,000 have been obligated and are being combined with
$4,900,000 in Department of Hawaiian Homelands trust funds for a total project cost of $8,900,000.

Native American Housing Assistance Self-Determination Act Title V1. The goal of fifteen Title VI loan
guarantees for FY 2003 was exceeded by completing seventeen loans, 13 percent more than the target. This was a
50 percent increase in activity over FY 2002. At year-end of FY 2003, nine additional preliminary approvals were
issued for loan guarantees that will be counted in FY 2004.

Data discussion. Data for CDBG, HOME, and Housing Opportunities for Persons with AIDS are reported in the
Integrated Disbursement and Information System. During FY 2003, the Department continued its data clean-up
effort to improve the quality of data reported and eliminate duplicate or erroneous entries.
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CDBG figures are based upon actual drawdown of funds in each grantee’s letter of credit and balances remaining.
HUD develops monthly timeliness reports showing which grantees are not timely that month. HUD’s source for
this data is Community Planning and Development’s Integrated Disbursement Information System.

The HOME Program office has established a team of management, technical staff and contractors, under the
working title of HOME ROCS! (Re-engineering our Computer System), to make improvements, now scheduled

to be implemented in FY 2004, to Integrated Disbursement Information System and ultimately reduce the need for
ongoing data cleanup efforts. Screen designs and terminology are being simplified. More checks (edits) will be
added to reduce errors. The report functions will be improved and a search feature added so that users easily find
information on activities by grantee and by date range.

Housing Opportunities for Persons with AIDS program accomplishments are based on the performance information
reported in the Consolidated Annual Performance and Evaluation Report for formula grantees, the Annual
Performance Report for competitive grantees, as well as data collected through the Integrated Disbursement and
Information System. These annual reports are submitted by formula and competitive grantees and are due to HUD
90 days after the close of the grantee’s operating year.

For the second year, the Housing Opportunities for Persons with AIDS program has experienced an increase in the
number of actual units assisted over the projected number of units assisted. In FY 2004, the program will be
initiating new outcome measures to enhance the use of the annual output measure to portray a more comprehensive
projection of performance accomplishments. In addition, as the result of new Housing Opportunities for Persons
with AIDS training and data clean up efforts being undertaken in 2004, changes in the data are expected to occur as
grantees complete their program year and report their annual performance information. The technical assistance
support for grantees’ efforts will improve the accuracy of their performance reporting. However, it should be noted
that some grantees are not included at this time since grantee operating years do not coincide with the federal
fiscal year reporting period. Updated information will be collected from a small number of formula grantees that
have October 1 program year start dates. This may result in an adjustment to estimated output performance of
86,600 units of housing during this period.

Native American Housing Block Grant data for FY 2003 were derived from a combination of manual counts and
the new Performance Tracking System. This new database application has been developed for the entry, storage,
and retrieval of tribal data on the Native American Housing Block Grant program, and will eventually include the
Native Hawaiian Homeland Block Grant program as needed. The application is currently being installed in all
Office of Native American Program Area Offices to improve future reporting and accountability.

The Office of Loan Guarantee compiles data on the number of Title VI loan guarantees issued. The Director of the
Office of Loan Guarantee validates the data on a monthly basis. The Public and Indian Housing Budget office
verifies this count.

2.3.5: The number of HOME production units that are completed within the fiscal
year will be maximized.

Background. This indicator tracks the number of HOME-assisted units of all tenure types (i.e., rental, homebuyer,
homeowner rehabilitation) that have been completed and put into service in FY 2003. The HUD strategic goals of
increasing homeownership opportunities and promoting decent affordable housing are directly supported through
this indicator.

FISCAL YEAR 2003 2-37




Ml ||
| Perrormanice b e R

HOME Units Completed

FY 2000 Act. FY 2001 Act. FY 2002 Act. FY 2003 Goal FY 2003 Actual

HOME rental units produced 29,309 20,453 19,076 * 25,977
HOME new homebuyers 34,126 24,757 23,241 * 25,867
HOME existing homeowners 13,174 9,938 10,027 * 10,705
HOME total households assisted 76,609 55,148 52,344 62,019* 62,549

* As grantees have discretion about which housing activities to fund, HUD has established an overall goal for completions rather than subgoals for specific activities.

Results and analysis. During FY 2003, participating jurisdictions completed 62,549 HOME-assisted production
units, 1 percent more than the goal of 62,019 units. Of this total, 25,977 units were rental housing, 25,867 units
were homebuyer housing and 10,705 units were existing homeowner rehabilitation housing. The number of
completed units in FY 2003 exceeded the number in FY 2002 by 10,205, an increase of approximately 20 percent.
Participating jurisdictions disbursed $1.424 billion in HOME funds to projects during FY 2003.

Contributing to the accomplishments this year was HUD’s continuing efforts to provide training and technical
assistance, including web-based assistance, to participating jurisdictions to improve their HOME program
performance. For example, 95 deliveries of 12 specially designed courses, including one focusing on productivity
entitled “Measuring Up: A Practical Approach to Measuring Productivity and Performance,” were conducted across
the country. HUD also issued monthly production reports, which were posted on the web, and aggressively
followed-up with participating jurisdictions that were not meeting production goals. Finally, the HOME Program
Performance SNAPSHOT was rolled out and given broad public distribution, including its own web-site. The
SNAPSHOTSs compare the performance of HOME participating jurisdictions to each other for eight factors and
assign a performance ranking. The SNAPSHOTS have served to focus attention on production and played an
important role in the improved performance of HOME as measured by this indicator.

The accomplishment of this output indicator is also affected by several external factors: the level of annual HOME
appropriations, the number of new, less experienced, participating jurisdictions entering the program, the choices
that participating jurisdictions make among types of projects and competing housing needs, fiscal conditions
affecting State and local government program staffing levels, and general economic conditions affecting the cost
and availability of housing and the income levels of potential homebuyers.

Data discussion. Data entered by participating jurisdictions in HUD’s Integrated Disbursement and Information
System are used to track quarterly performance. Ongoing HUD-sponsored Integrated Disbursement and
Information System training and data clean-up efforts are used to consistently improve data quality and reliability.
Improvements to the Integrated Disbursement and Information System are underway which will include features
that will make it more difficult to enter incorrect data thus reducing the need for ongoing clean-up efforts.

2.3.6: Among households living in HOME rental developments, the share with
incomes below 30 percent of area median at initial occupancy.

Background. This monitoring indicator measures the percentage of households residing in the HOME-assisted rental
units who have incomes below 30 percent of area median income at initial occupancy on a cumulative basis since the
inception of the program in 1992. The HOME Program contributes over twenty thousand affordable rental units to the
housing stock each year, with 25,977 produced in FY 2003. Regulations allow HOME-assisted rental developments to

2-38 FISCAL YEAR 2003



i |||| | | | ||| 2| PERFORMANCE INFORMATION
I}i i ii“ |:i . ii. FEROM| RENTAL HOUSING TO HOMEOWNERSHIP

admit households with incomes up to 80 percent of area median, but 90 percent of residents must have incomes below
60 percent of median. HOME performance consistently exceeds this statutory requirement.

Although HOME rental developments are not required to serve families with incomes below 30 percent of the area
median, HUD believes its important to track this usage as such families have the greatest incidence of worst-case
housing needs (defined as low-income households who pay more than half of their incomes for housing or who live
in substandard housing). Because the number of such households served by HOME rental developments varies
based upon the discretionary decisions of HUD grantees, HUD has not established a specific performance goal for
this indicator.

Results and analysis. Based on cumulative Integrated
Disbursement and Information System data since the Percentage of Households Admitted to
beginning of the HOME Program in 1992, 41.4 percent of all HOME Rental Developments Who Have
households in the 243,404 completed HOME-assisted rental Extremely Low Incomes

units developments have had incomes below 30 percent of the
area median (i.e., extremely low-income) at initial occupancy.
This rate has remained relatively stable since FY 2001, when
the percentage of HOME-assisted rental households with
incomes below 30 percent of area median was 41 percent.

50%

* . & 41.4%
40% 42% 41% 41.8%

Data discussion. Data entered by participating jurisdictions in
HUD’s Integrated Disbursement and Information System are
used to track performance. Ongoing HUD-sponsored
Integrated Disbursement and Information System training and 4 income below 30% median
data clean-up efforts are used to consistently improve data

quality and reliability.

30% | 1 f 1
2000 2001 2002 2003

percent of households admitted to date

2.3.7: FHA endorses at least 800 multifamily mortgages.

Background. FHA multifamily mortgage insurance is vitally important to a number of higher risk segments in the
housing industry, including small builders, buyers or owners of aging inner-city properties, and nonprofit sponsors.
The FHA offers many unique and valuable products in the market and brings stability to the market. FHA also
retains a leadership position in the market for high loan-to-value and long-term fully amortizing multifamily loans,
which can help in the provision of affordable rental housing. The FY 2003 goal was 800 multifamily mortgage
initial endorsements.

. FHA Multifamily Mortgage
Results and analysis. For FY 2003, FHA endorsed 1,331 FHA- Endorsements

insured loans, exceeding the performance goal by 66 percent.
This compares with 1,105 loans in FY 2002 and nearly doubles
the 758 loans made in FY 2001.

1500

& 1,331

1000 1,105

HUD’s 51 Multifamily Hubs and Program Centers initially ! 800

endorsed 1,257 loans equal to $6.85 billion, which financed
nearly 168,000 housing units and beds in multifamily housing
properties, nursing homes and assisted living facilities. In 0 ‘L f ;
addition, FHA shared the risk with state housing finance 2000 2001 2002 2003
agencies for an additional 74 loans totaling nearly $514 million 4 multifamily mortgages endorsed

and approximately 10,000 units. —m— output goal
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The continued high level of FHA mortgage insurance in FY 2003 was due largely to low mortgage interest rates
and the widespread use by lenders of Multifamily Accelerated Processing. Multifamily Accelerated Processing was
introduced in the summer of the year 2000 as a national program, and replaced a variety of “fast track” processing
programs then in use.

Multifamily Accelerated Processing places responsibility on the lenders for underwriting the loan and responsibility
for the review of their work and final approval for mortgage insurance to HUD. In FY 2002, the Department
created a Lender Qualification and Monitoring Division. The Division reviews the underwriting and regulatory
compliance on Multifamily Accelerated Processing transactions in accordance with recommendations from the
General Accounting Office.

Data discussion. This measure is based on data from FHA’s Real Estate Management System, based on lender-
submitted data from the F47 system. The data, which are based on a straight-forward and easily verifiable count of
endorsements completed, are judged to be reliable for this measure. FHA monitors the quality of data submitted by
lenders. A data quality assessment completed for Real Estate Management System in FY 2001 identified no
problems that compromise this measure.

2.3.8: Ginnie Mae securitizes at least 80 percent of eligible FHA multifamily mortgages.

Background. Ginnie Mae is a wholly owned instrumentality of the United States government within HUD.
Section 306(g) of the National Housing Act authorizes Ginnie Mae to facilitate the financing of residential
mortgage loans insured or guaranteed by the Federal Housing Administration, the Department of Veterans Affairs,
and the Rural Housing Service. For multifamily residential lending, Ginnie Mae uses two major programs,
Mortgage-Backed Securities and Multi-class Securities.

Ginnie Mae’s Mortgage Backed Securities program has been a significant contributor to the growth of the
Mortgage Backed Securities market in the United States as well as to the expansion of homeownership
opportunities for American families. This participation by Ginnie Mae in the capital markets of our nation has
helped to provide an efficient link between Wall Street and homebuyers. By making Ginnie Mae securities
attractive to investors, Ginnie Mae ensures that a continuous flow of capital is available throughout the country.
Ginnie Mae has been instrumental in nearly eliminating regional differences in the availability of mortgage credit
for American families. Under the terms of its Mortgage Backed Securities program Ginnie Mae guarantees the
timely payment of principal and interest on pools of mortgage loans. Ginnie Mae’s obligations are backed by the
full faith and credit of the United States.

When Ginnie Mae was established in 1968, it was given primary responsibility for facilitating an efficient
secondary mortgage market for FHA, Veterans Affairs and Rural Housing Service insured mortgages, all of which
serve low-and moderate-income homebuyers. Ginnie Mae provides financial incentives for lenders to increase loan
volumes in traditionally underserved areas through its Targeted Lending Initiative. The program was established in
October 1996 to help raise homeownership levels in central city areas and was later expanded to include Rural
Empowerment Zones, Rural Enterprise Communities and Indian lands.

Results and analysis. During a record year of growth in its multifamily portfolio, Ginnie Mae securitized 91 percent
of eligible FHA multifamily mortgages during FY 2003. The performance exceeded the goal of 80 percent market
share.
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During FY 2003, Ginnie Mae continued its thrust to streamline Eligible FHA Multifamily Mortgages

business requirements for the multifamily program, which Securitized by Ginnie Mae
enhanced its efficiency as a securitization vehicle and its

attractiveness to investors. As a result, multifamily issuances < 50 AT T,
increased from $7.9 billion in FY 2002 to $9.3 billion in =8 o100
FY 2003, representing an increase of 17.7 percent. The gé 90% L
multifamily remaining principal balance increased by o >

13.8 percent from $25.4 billion to $28.9 billion. For the first = § so% W 80%
time, in FY 2003, multifamily construction loans were used as § §

a new type of collateral for multifamily Real Estate Mortgage > 0w | g |
Conduits. This reflected the increased interest of investors in 2000 2001 2002 2003
multifamily government guaranteed loans. & multifamily mortgages endorsed

—@— output goal
Data discussion. This measure is based on a Ginnie Mae
database of multifamily loan securities compared with a FHA
multifamily database with ineligible projects excluded. Ginnie Mae and FHA data are subject to audits. Ginnie Mae’s
data systems are audited each year, and Ginnie Mae obtains a clean opinion.

2.3.9: Ginnie Mae credit enhancements on multi-class securities increase to
$80.9 billion in FY 2003.

Background. Ginnie Mae initiated its Multiclass Security Program in 1994 to support investor needs by providing
investment opportunities and liquidity to the capital markets. The program provides the Ginnie Mae guaranty on
structured MBS, including Ginnie Mae Real Estate Mortgage Investment Conduits and Ginnie Mae Platinum
Securities. These products are backed by Ginnie Mae Mortgage Backed Securities and allow for different
alternatives in the allocation of the principal and interest payment from the underlying mortgages to satisfy the
specific demands of diverse groups of investors.

Results and analysis. In FY 2003, Ginnie Mae’s multi-class securities issuance volume of $106.1 billion exceeded
the target by over 31 percent. Although this was a decrease of 13.8 percent from 2002’ record level, given
increased volatility and extension risk concerns in the global capital markets, this level demonstrated the resilience
of the program. Specifically, Ginnie Mae guaranteed a record 109 Real Estate Mortgage Investment Conduits
transactions with total volume down 9.7 percent from the FY 2002 level to $67.9 billion. Ginnie Mae Platinum
transactions declined 20.1 percent ($9.6 billion) from FY 2002 to $38.2 billion.

Data discussion. Real Estate Mortgage Investment Conduits data are based on Offering Circular Supplements and
the Ginnie Mae Real Estate Mortgage Investment Conduits database. Platinum data are based on the Ginnie Mae
Integrated Pool Management System. Ginnie Mae data systems are audited each year, and Ginnie Mae receives a
clean opinion.
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Goal 3:
Improve The Quality Of Public and Assisted Housing And
Provide More Choices For Its Residents

Strategic Objectives
3.1 Help families in public and assisted housing make progress toward
self-sufficiency and become homeowners.
3.2 Improve the management accountability for public and assisted housing

3.3 Improve physical and related conditions in public and assisted housing

Report Card - Goal 3

Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
3.1.1 Number of households that received vouchers and successfully
used them to become homeowners 531 1,395 637 v f

3121 Among nonelderly nondisabled public housing households, the

average change in earned income at the time of recertification 0.5% 5%
3.1.2.3 Among nonelderly nondisabled voucher households, the average

change in earned income at the time of recertification -0.1% 5%
3.1.2.2 Among nonelderly nondisabled assisted multifamily households,

the average change in earned income at the time of recertification 0.9% b
3.1.3 Percentage of able public housing households with children

deriving more than 50 percent of income from work 48.0% 48.8% 46.3% 46.4% 47.3% f
3.14.1 Number of Family Self Sufficiency participants with escrow assets 19,631 11,782 16,870 12,371 v
3.1.4.2 Average escrow balance of Family Self Sufficiency graduates $4,482 $4,876 $4,741 Increase
3.1.5 Percentage of Housing Authorities that score highly for Family

Self Sufficiency under SEMAP 40.7% 33.9% 45.7%
3.2.1 The unit-weighted average PHAS score. 78.7 80.2 85.3 87.3 89.6
3.2.2 The household-weighted average SEMAP score. 83.4% 82.5% Increase f, h
3.2.3.1 Percentage of households for which rent determinations are in error 54% 43% 46% v
3.23.2 Estimated net annual subsidy overpayments to households ($ billion) 2.2 1.5 1.9 v
3.24 Share of vouchers managed by Housing Authorities that score

highly for income verification. 86.8% 78.2% Increase f, h
3.2.5 Share of vouchers managed by Housing Authorities that score

highly for determination of rent reasonableness. 80.6% 81.2% Increase v f, h
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met

3.2.6 (a) Average Financial Assessment Subsystem score for PHAs designated

as “troubled” 3.3% 5.6% 3.5% v
3.2.7 National average voucher utilization, as scored by SEMAP 94% 97.4% 95% v
3.2.8 Percentage of vouchers administered by Housing Authorities with

low lease-up rates 42.8% 33.1% 18.3% 29.8% v
3.29 Reduction in number of public housing units managed by troubled

Housing Authorities. 23.1% 71.8% 15% v
3.2.10 Surveyed public housing households who respond positively about

managers taking action 71% 73% 76%
3.2.11 Percentage of all vouchers that are managed by troubled

Housing Authorities. 6.4% 7.9% 6.0%
3.3.1.1 Share of public housing units meeting HUD-established standards. 73.3% 82.4% 87.1% 85.9% 88.6% f
3.3.1.2 Share of assisted multifamily units meeting HUD-established standards 86.2% 92.1% 93.2% 93.9% 94.7% f
3.3.2.1 Share of public housing properties with life-threatening health and

safety deficiencies. 49.3% 46.9% 45.5% 49.8% 44 .5% f
3.3.2.2 Share of assisted multifamily properties with life-threatening health

and safety deficiencies. 40.2% 37.3% 39.1% 43.5% 38.5% f
3.3.2b Completion of study on mold and mildew in Native American Housing Yes Yes v
3.3.3 Number of units of public housing demolished. 13,476 14,144 15,065 13,000 a
3.34.1 Number of families relocated for HOPE VI program. 4,986 6,859 3,160 v
3.3.4.2 Number of units demolished for HOPE VI program. 8,787 7,468 3,905 v
3.3.4.3 Number of HOPE VI new or rehabilitated units completed. 6,583 8,611 6,821 v
3.34.4 Number of HOPE VI units occupied. 6,123 7,512 6,201 v
3.35.1 Average satisfaction of public housing tenants. 87% 89% 90% 90% v f
3.3.5.2 Average satisfaction of assisted multifamily renters. 84% 87% 88% a
3.3.6 Percentage of surveyed public housing residents who report they

feel “safe or very safe” in units, buildings, parking areas. v g
3.3.7.1 Share of public housing units with smoke detectors. 87.7% 89.8% 91.4% 91.8% 92.6% f
3.3.7.2 Share of multifamily projects that comply with fire safety standards. 90.1% 91.5% 92.4% 91.8% 93.1% f

~— - TQ * 0o a0 oW

Values represent fiscal year data unless otherwise noted.)

Data not available.
No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).

Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.

Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.
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Objective 3.1: Help families in public and assisted housing make
progress toward self-sufficiency and become homeowners.

3.1.1: The number of households who have used Housing Choice Vouchers to
become homeowners increases by 20 percent.

Background. Increasing homeownership among low-income and minority households is one of the Department’s
most important initiatives. The homeownership option under the Housing Choice Voucher program helps accomplish
this objective by allowing public housing agencies to provide voucher assistance to low-income first-time
homebuyers for monthly homeownership expenses rather than for monthly rental payments, the most typical use of
voucher assistance. This indicator tracks the number of homeowners assisted with voucher funds.

Results and analysis. HUD conducted a telephone survey of HUD field offices in April and May of 2003, and
they in turn surveyed all Public Housing Agencies (PHAS) in their jurisdictions. The results showed that

1,395 homeowners were assisted with vouchers in FY 2003, up from 531 voucher-assisted homeowners reported
in a similar telephone survey for FY 2002. This represents an increase of 163 percent, far exceeding the goal of a
20 percent increase. Additionally, respondents in the survey anticipated that there would be another 105 closings
by the end of the fiscal year for a total of 1,500 homeownership units.

The results far exceeded the goal for several reasons. Because the program is in its infancy, is completely voluntary,
and has no separate or additional vouchers provided by HUD, it is difficult to project the increase in the number of
households that will participate in the voucher homeownership program in a given year. A wide variety of factors
come into play beyond local market conditions, interest rates, and the availability of willing lender and counseling
agency partners. For example, the size of a PHA’s homeownership voucher program is also constrained by the
number of qualified households (particularly households with sufficient credit standing to qualify for a mortgage)
and the amount of staff resources the PHA can make available at any given time. PHAs may see immediate success
following implementation with a number of well-qualified families, but then experience a drop-off in activity as
they begin to work with families that may take a significantly longer period of time to become mortgage-ready.

Data discussion. At the end of FY 2002, a baseline of 531 homeownership units was established based on a
telephone survey of HUD field offices conducted by Headquarters, since it was determined that the data in the
Public and Indian Housing Information Center were inadequate. To remedy that situation, a notice was issued by
the Department in August 2003 emphasizing the importance of reporting homeownership families appropriately in
Public and Indian Housing Information Center. In addition, future funding related to homeownership counseling
will be based on homeownership units reported in Public and Indian Housing Information Center. It is anticipated
that Public and Indian Housing Information Center will reflect the actual homeownership units reported in the
survey and that future goals related to increased homeownership through the voucher program will be obtained
from Public and Indian Housing Information Center.

3.1.2: Average earnings increase by 5 percent from year to year among non-elderly
non-disabled households in the public housing, Housing Choice Voucher and
project-based Section 8 programs.

Background. Housing agencies help voucher recipients and public housing residents make progress toward
self-sufficiency by providing affordable housing, income disregards and some Family Self-Sufficiency programs.
This indicator tracks how earnings change among assisted households changes from year to year. Elderly and
disabled households are excluded, as are those who enter the programs during the fiscal year.
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Results and analysis. Average earnings of non-elderly, non-disabled households in the public housing program during
FY 2003 increased by a modest 0.5 percent on average from their levels the previous year. Average earnings among
similar voucher households showed an insignificant decline of 0.1 percent. Performance for both programs fell short
of the goal of a 5 percent increase in average earnings. The likely cause of this result is the impact of the change in

law through the Quality Housing and Work Responsibility Act of 1998, where all new vouchers must be proportionally
distributed so 75 percent of all new vouchers must go to families with incomes below 30 percent of median.

Among non-elderly, non-disabled households in the project-based Section 8 program, average earnings increased by
0.9 percent during FY 2003. No goal had been established for this program because private owners of multifamily
projects have few tools to increase their tenants’ earning capacity. The mean income of the project-based Section 8
households in 2003 was only $8,000, reflecting their marginal employment.

Data discussion. This measure tracks the change in earnings of a cohort of households between sequential 12-month
reporting periods. Only non-elderly non-disabled households participating in the same program in both periods are
included. Earned income data for the public housing and voucher programs come from Public and Indian Housing
Information Center household reports (Form 50058). Measures for the public housing and voucher programs are
based on 12-month periods ending June 30 to accommodate accelerated reporting. The voucher program includes
Housing Choice Voucher and Certificate programs. The measure for the project-based Section 8 program uses data
from the Tenant Rental Assistance Certification System is based on 12-month periods ending September 30. The data
generally are free of sampling error because they represent a near-census of assisted households, and high reporting
rates limit non-response error.

3.1.3: Among non-elderly, non-disabled public housing households with dependents,
the share that derive more than 50 percent of their income from work increases by
1 percentage point.

Background. This indicator tracks the success of housing agencies in attracting working families and in promoting
work participation among existing residents. It focuses on public housing and reflects changes in income
composition among residents resulting from public admissions policies, as well as self-sufficiency policies. To
promote some mix of incomes in housing, the Quality Housing and Work Responsibility Act of 1998 authorized
public housing agencies to adopt admissions policies that provide up to 60 percent of newly available public
housing units to families with incomes as high as 80 percent of the area median. The Act also gave public housing
tenants the option of paying flat rents that do not increase as income increases, which can be an incentive for
families to work by allowing them to earn additional income from work without the penalty of increased rents.

The Family Self-Sufficiency and Resident Opportunities and Self Sufficiency programs likewise may help agencies
promote and support work among public housing families.

Results and analysis. Performance data for FY 2003, from July 1, 2002 to June 30, 2003 (latest available data), show that
46.4 percent of non-elderly, non-disabled families with dependents in the Public Housing program received a majority of their
income from earnings, an insignificant increase from the 46.3 percent observed for the period October 1, 2001 to

September 30, 2002. The increase of 0.1 percentage points fell short of the goal of a 1.0 point increase.

The earned income disregard lowers resident total annual income reported by excluding 100 percent of increases

in income for the first 24 months and 50 percent for the second 24 month period of the eligible resident’s
employment. The disregard affects the percent of residents earning more than 50 percent of their income from
work since disregarded income is not included in the resident’s total annual income. While flat rents may encourage
residents to increase their incomes, because housing agencies are only required to reexamine the income of families
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that select flat rents every three years, increases in the incomes Public Housing Households with
of flat rent households may not have been reported to Public and Dependents Earning More than
Indian Housing Information Center yet. Flat rents also are not Half of Income by Working
used enough because the law limits the amount of rent that 55%

PHASs can keep. In addition, since flat rents are meant to
represent the market rent for units, they may be set too high in

certain markets for public housing families to be able to afford, é 0%
reducing the incentive for those families to increase their income. Py 48.3%

¢ 46.3% W 47.3%
Data discussion. Data come from the Public and Indian 48.0% N * 46.2%
Housing Information Center Form 50058 report module, 45% ¢ i f %
consisting of household data submitted electronically by housing 2000 2001 2002 2003
agencies. As indicated above, the reporting period has been 4 working households

adjusted to July 1, 2002 to June 30, 2003, due to the accelerated = output goal

reporting deadline. The FY 2002 value reported above on the

basis of complete data restates the result of 48.4 percent that was previously reported for FY 2002 on the basis of a
preliminary restricted sample. Public and Indian Housing Information Center verifies the accuracy of tenant data by
performing automated checks on data ranges and internal consistency.

3.1.4: The number of public housing and Housing Choice Voucher households that
have accumulated assets through the Family Self-Sufficiency (FSS) program increases
by 5 percent and the average escrow amount for FSS graduates increases.

Background. The FSS program supports HUD’s strategic objective of helping assisted families progress toward
economic self-sufficiency. Through the FSS program, public housing residents and housing choice voucher
program families develop skills that enable them to increase their income and build assets. This indicator measures
increases in earnings by counting the number of FSS program participants with positive escrow balances, and the
average escrow amount disbursed to graduates during the fiscal year.

Housing agencies and their communities develop and implement local strategies that provide FSS families with
opportunities for education, job training, counseling, job search assistance and other services. When an FSS
participant’s earned income increases, the family’s rental payments increase, but a portion of the increased rent is
deposited in an interest-bearing escrow account by the public housing agency administering the FSS program. A
family receives its escrow funds upon successful completion of its five-year self-sufficiency contract with the
housing agency. At the time of contract completion, no family member can be receiving welfare assistance.

Results and analysis. The number of FSS families in HUD’s Public and Indian Housing Information Center database
with positive escrow balances significantly exceeded the FY 2003 goal while the average escrow account balance of
graduates declined slightly, missing the goal. The number of families with accumulated escrow account assets
increased by approximately 43 percent from 11,782 in FY 2002 to 16,870 in FY 2003. However, the higher FY 2003
number is still below the FY 2001 baseline level of 19,631 families with positive escrow balances. The average escrow
balance of graduates, $4,741, was approximately 2.8 percent less that the FY 2002 level of $4,876, but higher than the
FY 2001 baseline of $4,482. The number of graduates increased significantly in FY 2003, to 802 from the FY 2002
level of 227 and also exceeded the FY 2001 baseline year when 433 FSS families graduated.

PHASs continue to report undercounting of FSS families in Public and Indian Housing Information Center, and both
the Public and Indian Housing Information Center system and PHA software problems have been identified and are
being corrected. These data issues may be partially responsible for the 2003 reported results. However, even more
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important are the many external factors such as the job market conditions and the varying education and skill levels of
families that choose to enroll in FSS. These external factors, which are beyond the control of HUD and PHAs, have
major impacts on outcomes for this indicator and will continue to result in variations from year-to-year in the numbers
of families with positive escrow balances and the amounts families are able to accrue in their escrow accounts.

Data discussion. Data on public housing and housing choice voucher FSS families come from HUD’s PIC-50058
data system. PHAs submit FSS program enrollment, progress and exit reports for each participating family using
the FSS addendum to the Form HUD-50058. The enrollment report shows the status of the family when it enters
the FSS program. Progress reports are prepared and submitted in connection with income recertification of program
participants. The percentage of families with positive escrow account balances is calculated for families with
progress reports, since a family can have no escrow credit prior to its first FSS progress report.

Data for each of the fiscal years cover a twelve-month period. The FY 2001 and FY 2002 data are from the period
October 1 through September 30 of each fiscal year. Although the FY 2003 data are also for a twelve-month period,
they cover the period from July 1, 2002 through June 30, 2003, because reporting for that period was more complete
at the time this annual report was prepared for submission.

To address the issue of underreporting of FSS data in Public and Indian Housing Information Center, Public and
Indian Housing has added an FSS indicator in the Section Eight Management Assessment Program which evaluates
PHA performance of PHAs with mandatory FSS programs. HUD is also currently working to improve reporting
levels of public housing FSS programs and of voluntary Housing Choice Voucher FSS programs so that the Public
and Indian Housing Information Center data more accurately reflect the entire FSS program. HUD continues to
devote considerable technical assistance resources to identifying and correcting systems problems that are resulting
in undercounting of FSS activities, but there remains much room for improvement.

3.1.5: The share of housing agencies scoring at least 8 points under the SEMAP
indicator for FSS increases by 5 percentage points.

Background. This indicator measures the success of PHAs in implementing the FSS Program. HUD evaluates
PHA management performance using the SEMAP scoring system, which includes a score for performance in
administering the FSS program. By monitoring how well PHASs operate their FSS programs, HUD strives to ensure
that more low-income assisted families build assets and move toward self-sufficiency.

This indicator applies only to PHAs that have mandatory housing choice voucher FSS programs, which are those
PHAs that received funding for additional housing choice vouchers or rental certificates between 1990 and 1998.
Ratings for the SEMAP FSS indicator are based on the percentage of mandatory FSS slots that have been filled and
the percentage of FSS families that have positive escrow account balances. To score at least eight out of ten possible
points on this indicator, a PHA must have filled at least 60 percent of its mandatory FSS program slots, and at least
30 percent of its FSS families must have positive escrow account balances.

Results and analysis. In FY 2003, this goal was not met. The number of housing agencies that scored at least 8 points
under the SEMAP indicator for FSS decreased from the baseline of 40.7 percent to 33.9 percent.

The baseline was established in FY 2002 using SEMAP scores of PHAs rated on the FSS SEMAP indicator for the
four quarters from December 31, 2000 through September 30, 2001. For that baseline period, 440 of the 1,080 PHASs
rated under the FSS SEMAP indicator scored at least 8 points for that indicator. The FY 2003 indicator was scored
using SEMAP data for four quarters from March 31, 2002 through December 31, 2002. For that time period, 1,091 PHAs
were scored on the SEMAP FSS indicator, but only 370 had final rating scores of at least 8 points on the indicator.
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Although errors in calculating the SEMAP scores of PHAs and underreporting of FSS families in the Public and
Indian Housing Information Center may be partially responsible for the decrease, the effects of the poor economy
and of targeting Section 8 vouchers to extremely low-income residents as mandated by Quality Housing and Work
Responsibility Act are likely the most important reasons for the decline.

HUD is providing technical assistance resources to help PHAs improve both the quality of services provided to FSS
families and the quality of their reporting in the Public and Indian Housing Information Center. FY 2003 funding
that was recently awarded will enable 771 PHAs to employ FSS program coordinators to ensure that appropriate
services are provided to FSS families. A staff member in each HUD field office has been designated as an FSS
contact and resource person. Promising practices are being shared with PHAs through field office workshops and
teleconferences and posting of information on the HUD website.

Data discussion. Results are based on Public and Indian Housing Information Center SEMAP data, which is based
primarily on data reported by PHAs. The period from March 31, 2002 through December 31, 2002 was used to
allow final ratings to be completed in time for this report. In addition to the Public and Indian Housing Information
Center data, the SEMAP FSS indicator requires the local HUD field offices to confirm which PHAs have
mandatory housing choice voucher FSS programs and to enter the correct mandatory minimum housing choice
voucher FSS program size of the PHA.

In some cases, it appears that the percent of families with positive escrow balances may have been calculated for all
families enrolled in FSS rather than those families with FSS progress reports. This would result in a lower percentage,
since new enrollees cannot have positive escrow account balances. Both PHA software and Public and Indian Housing
Information Center system problems resulted in underreporting of FSS data. Inaccurate Public and Indian Housing
Information Center counting of portable voucher FSS families also resulted in lower FSS indicator scores of some
PHAs. Additionally, graduation data in the Public and Indian Housing Information Center was often incomplete and
the percentage of mandatory program slots filled was not always correctly calculated.

Objective 3.2: Improve the management accountability for public and
assisted housing.

3.2.1: The unit-weighted average Public Housing Assessment System (PHAS) score
increases by 5 percent.

Background. This indicator tracks HUD’s progress Average Rating of Public Housing
toward increasing the capability and accountability of under PHAS

public housing agency partners and increasing the
satisfaction of residents. The PHAS assesses the
performance of PHAs based on their physical and
financial condition and their management quality

(30 points each), as well as on resident satisfaction (10
points), for a total score of up to 100 points. PHAS
scores provide an indication of the quality of the housing
stock and the management conditions within which each 60% ! f f \
public housing resident lives. 2000 2001 2002 2003

100%

89.6%
85.3%  ¥g7.39

80.2% *

80%
78.7%

score (O - 100%)

4 unitweighted average PHAS score
Results and analysis. As of the end of FY 2003, the unit- —=&— output goal
weighted average PHAS score was 87.3. Although Public and
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Indian Housing did not meet the goal of a five percent increase, the result represents an increase of 2.3 percent
from the FY 2002 baseline, or about 50 percent of the goal.

It should be noted that, although the unit-weighted PHAS score increased by only 2.3 percent, the proportion of
units that were troubled in 2003 decreased by 4.6 percent (from 10.8 percent in 2002 to 6.2 percent in 2003.) This
was due to a substantive effort and focus undertaken by the field offices to reduce the number of troubled PHAsS.
According to the Real Estate Assessment Center database, the number of troubled/substandard PHAs dropped from
357 in 2002 to 159 in 2003, or 55 percent.

Data discussion. This measure is developed by multiplying the PHAS scores for each public housing agency by
the number of units managed by each agency and dividing by 1,146,765 units in the public housing program. The
FY 2003 estimate is based on 3,120 PHAS scores released by Real Estate Assessment Center between October 1, 2002
and September 30, 2003. Eighteen PHASs were excluded. These consisted of PHAs designated as “Moving to Work”
(1), “Invalidated” (15), or “Advisory” (2).

3.2.2: The household-weighted average SEMAP score increases.

Background. The SEMAP scores PHAs’ performance on a broad range of indicators to assess the management of
the Housing Choice Voucher program administration. These indicators include, but are not limited to, waiting list
management, rent reasonableness determinations, adjusted income verification, housing quality standards
inspections and enforcement, expanding housing opportunities, lease-up rates, FSS program participation, and
correct tenant rent calculations. This indicator uses SEMAP scores to track HUD progress toward increasing the
capability and accountability of housing agency partners in support of the strategic goal of improving the quality of
public and assisted housing.

Results and analysis. Household-weighted average SEMAP scores did not increase as expected. Out of the

2,427 PHAs that received SEMAP ratings from March 2002 through December 2002, the average weighted
SEMAP score was 82.47, a one-percentage point decrease from the baseline average weighted score of

83.40 percent based on the 2,420 PHAs with final ratings for the four quarters from December 2000 through
September 2001. Although the change is slight, it can be attributed to the decrease in the share of assistance
managed by housing authorities that scored highly for income verification, a SEMAP indicator worth a maximum
of 20 points. Of the 2,053 baseline PHAs that scored highly for income verification, only 1,772 scored highly under
this year’s assessment. See results and analysis under indicator 3.2.4 for further details on the income verification
SEMAP indicator.

The decrease in the goal during the reporting period is the result of a one-time downward adjustment to the
reporting period baseline as Rental Integrity Monitoring reviews are completed and PHA self certified scores
revised. HUD continues to review SEMAP indicators to improve measurement standards.

Data discussion. PHAs submit their SEMAP certifications into the Public and Indian Housing Information Center for
their assessed fiscal year no later than 60 days from the PHA fiscal year end date. Since there is another two-month
period between the submission deadline and HUD Field Office scoring, with additional time required by Headquarters
to ensure data completeness, HUD assesses its SEMAP-related performance goals based on certifications scored for
the most recently completed calendar year. Data are verified through Independent Public Accountant audits and on-site
file reviews performed by the field office, or a contracted vendor, based on the Field Office’s Management Plan.

FISCAL YEAR 2003 2-49




Ml ||
| Perrormanice b e R

3.2.3: The high incidence of program errors and improper payments in HUD’s rental
housing assistance programs will be reduced.

Background. The rental housing assistance programs (public housing, Housing Choice Vouchers and project-based
assistance programs) constitute HUD’s largest appropriated activity, with over $24 billion in expenditures in

FY 2003 to serve over 4.8 million households. Based on studies of year 2000 program activity, HUD estimated that
60 percent of all subsidized rent calculations were done in error, and that there were approximately $3.2 billion in
gross erroneous payments and $2 billion in net annual subsidy overpayments attributed to the combination of
program administration errors and tenant underreporting of income upon which the subsidy is based. Further details
on the nature of HUD’s error measurement activity are provided in Footnote 17 to HUD’s consolidated financial
statements for FY 2003.

Under the President’s Management Agenda, HUD established a goal for a 50 percent reduction in both the frequency
of subsidy component and processing errors, and the corresponding portion of the $2 billion in estimated net
annual subsidy overpayments, by 2005. HUD set interim error reduction goals of 15 percent for FY 2003 and

30 percent for FY 2004. However, the reduction of errors and improper payments is not expected to have a
significant impact on budget outlays, as HUD’s experience has been that its efforts will cause many higher income
tenants and tenants who have been underreporting their incomes to leave subsidized housing and be replaced with
lower income tenants requiring increased rent subsidies. A separate assessment of budget impacts is planned for
FY 2004. To the extent there are any significant outlay savings resulting from HUD? program integrity
improvement efforts, HUD plans to work with OMB and the Congress to explore mechanisms for recapture and use
of the funds to assist additional households in need. In any event, HUD’s goal is to better assure that the right
benefits go to the right persons. HUD is also expanding its error measurement process to include a third and final
component covering the accuracy of assistance billings and payments. Billing error estimates will be completed for
reporting in FY 2004.

In the past two decades, HUD’s capacity to monitor subsidy determinations and billings was greatly diminished and
lax oversight of the programs rose to the level of a material weakness. Prior to FY 2001, HUD’s corrective action
focus was limited to developing and implementing an after-the-fact use of a large-scale computer-matching program
with federal tax databases to address the unreported tenant income issue. This process proved to be ineffective, given
the age of the tax data and other factors that contributed to a high level of false positive income discrepancies.

In 2001, a multi-organizational HUD Working Group developed a more comprehensive corrective action strategy
that considers: statutory and regulatory simplification of the programs; structured forms and automated tools
needed to determine rents and subsidies correctly; education and training on program processes and benefits;
increased use of automated sources of income data during rent and subsidy determinations; increased monitoring of
program processing by HUD’s third party program administrators, using risk-based targeting indicators; automated
billing verifications; stronger performance incentives and sanctions for HUD’s program administrators and tenants;
and an on-going quality control program. To date, actions have been taken to improve program guidance and
training and to reestablish HUD’s monitoring capacity and efforts. In FY 2003, PIH completed over 700 Rental
Integrity Monitoring reviews covering PHAs administering 80 percent of PIH’s rental assistance funding. The
Office of Multifamily Housing continued to outsource the monitoring of its project-based assistance portfolio to
State agencies, with over 10,000 contracts overseen by Performance-Based Contract Administrators in FY 2003.

Results and analysis. Based on a study of program activity in the first half of FY 2003, HUD exceeded its interim
FY 2003 goal of a 15 percent reduction in estimated program administrator errors in income and rent
determinations. The FY 2003 study used the same methodology, sampling procedures, and sample sizes as the

2-50 FISCAL YEAR 2003



DA 2 PERFORMANCE INFORMATION
“ iI i' ﬁ ﬁ MHE [QUALITY |OF| PUBLIC AND ASSISTED HOQUSING

baseline 2000 study. However, PHASs that had been placed under “Moving to Work” agreements were excluded in
the 2003 study because they are subject to special agreements that are similar to block grant funding and they have
discretion to alter program rules, thereby invalidating application of standard error measurement procedures. These
PHAs were also taken out of the 2000 baseline results for comparison purposes. Approximately 2 percent of all
assisted housing is under such agreements. Whereas the adjusted baseline results showed 54 percent of cases in
error, the 2003 study found only 43 percent of cases in error, a 20 percent reduction. The 2003 study also found a
significant reduction in erroneous payments attributed to program administrator income and rent determinations, as
reflected in the following table:

Rental FY 2003 Estimates of Errors in Program Administrator FY 2000 Percent
Assistance Income and Rent Determinations* Estimates* Reduction
Programs In Gross
Assistance Assistance Net Erroneous Gross Erroneous Gross Erroneous Erroneous

Over-payments Under-payments Payments Payments Payments Payments

Public Housing $248,544 $107,496 $141,048 $356,040 $602,556 40.9%
Vouchers & Mod Rehab $470,784 $326,724 $144,060 $797,508 $1,096,524 27.3%
Total PHA Administered $719,328 $434220 $285,108 $1,153,548 $1,699,092 32.1%
Project-based Assistance $267,672 $128,124 $139,548 $395,796 $539,160 26.6%
Total $987,000 $562,344 $424,656 $1,549,344 $2,238,252 30.8%

(+/-$208,000) (+/-$287,000) (+/-$184,000) (+/-$229,000) (+/-$275,000)

* All values are presented in thousands.

The independent source of income data needed to do the income matching to determine tenant income reporting
errors for the 2003 sample will not be available until the latter part of 2004, so the 2000 baseline estimates on that
component continue to be reported with 95 percent confidence that the annual amount of assistance overpayments
attributed to tenant underreporting of income is $978 million + $247 million. During FY 2003, HUD developed and
began to pilot test an Upfront Income Verification Program using computer matching with state wage data at 40 PHASs
in seven pilot states. Legislation was also proposed to grant HUD authority to use available central federal sources of
state wage and other income data for more efficient and effective upfront income verification efforts to eliminate
errors due to inaccurate income determinations and tenant underreporting of income. Effective upfront verification of
income has the potential to eliminate over half the total estimated erroneous rental housing assistance payments.

Data discussion. Periodic error measurement studies directed by the Office of Policy Development and Research
provide the basis for measuring this indicator. The data are reliable for this measure, assuming availability of funding
to cover the cost of the study. The independent HUD Office of Inspector General reviews the error measurement
methodology and support, as well as management controls over the related program activity, as part of its audit of
HUD’s annual financial statements.

3.2.4: The share of Housing Choice Voucher units managed by housing authorities
that score highly for income verification increases.

Background. Tenant income verification is a critical tool that housing authorities have to control the costs of providing
tenant-based assistance. A maximum score of 20 points can be achieved under SEMAP when both the family’s adjusted
income has been verified by third party and the correct utility allowance is applied for at least 90 percent of households.
This indicator supports the goal of improving the management accountability for public and assisted housing.
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Results and analysis. The share of assistance attributed to PHAs that scored highly for income verification
decreased, missing the FY 2003 goal. Out of the 2,427 PHAs that received SEMAP ratings for the four quarters from
March 2002 through December 2002, 1,898 scored 20 points under this indicator. This represents 1,541,739 units out
of 1,970,437, or a share of assistance of 78.24 percent. In the baseline-reporting period, 2,053 of 2,420 PHAs with
final SEMAP ratings for the four quarters from December 2000 through September 2001 scored 20 points under the
Determination of Adjusted Income indicator, representing 1,563,349 units out of 1,801,668, or a share of assistance
of 86.77 percent. Of those 2,053 baseline PHAs that scored 20 points, only 1,772 scored 20 points under this year’s
assessment, a decrease of 281 PHAs. Thus, the FY 2003 result fell by over 8 percentage points from the baseline.

This decrease can be attributed to more vigorous monitoring and training by HUD field offices that resulted in
greater scrutiny and more accurate reporting of this SEMAP indicator. The Department has been actively
conducting Rental Integrity Monitoring reviews throughout the country to ensure correct calculation of housing
assistance based on third party verification of family income and allowances, as well as proper and accurate
self-certification of this corresponding SEMAP indicator.

The decrease in the goal during the reporting period is the result of a one-time downward adjustment to the
reporting period baseline as Rental Integrity Monitoring reviews are completed and PHA self certified scores
revised. HUD continues to review SEMAP indicators to improve measurement standards.

Data discussion. PHAs submit their SEMAP certifications into the Public and Indian Housing Information

Center for their assessed fiscal year no later than 60 days from the PHA fiscal year end date. Since there is another
two-month period between the submission deadline and HUD Field Office scoring, with additional time required by
Headquarters to ensure data completeness, HUD assesses its SEMAP-related performance indicators based on
certifications scored for the most recently completed calendar year. Data are verified through Independent Public
Accountant audits and on-site file reviews performed by the field office, or a contracted vendor, based on features
in the same market area the Field Office’s Management Plan.

3.2.5: The share of Housing Choice Voucher units managed by housing agencies
that score highly for determination of rent reasonableness increases.

Background. Determination of whether rents are reasonable is one of several tools that housing agencies use to
control costs in the Housing Choice Voucher program. A reasonable rent for an assisted unit is one that is comparable
to the rents charged for unassisted units in the same market area with similar features. Under the SEMAP, HUD
awards a maximum score of 20 points when 98 percent or more of randomly selected tenant files have documented
determinations that the rent for the unit is reasonable in accordance with the PHA’s written methodology in its
Administrative Plan. This indicator supports the goal of improving the management accountability for public and
assisted housing.

Results and analysis. For the four quarters from March 2002 through December 2002, the share of voucher units
managed by PHAs that scored highly on the rent reasonableness indicator was 81.16 percent, a slight increase of
less than one percent from the baseline of 80.58 percent. Out of the 2,427 PHAs that received SEMAP ratings for
the four quarters from March 2002 through December 2002, 1,817 scored 20 points under this indicator. This
represents 1,599,181 units out of 1,970,437, or a share of assistance of 81.16 percent.

A baseline was established using the first year’s scores under SEMAP. Out of 2,420 PHAs with final SEMAP
ratings for the four quarters from December 2000 through September 2001, 1,879 scored 20 points under the rent
reasonableness indicator. This represented 1,451,698 units out of 1,801,668, a share of assistance of 80.58 percent.
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Although the share of assistance attributed to PHAs that self-certified to the maximum number of points under the
Reasonable Rent indicator increased by less than one percent, a recent HUD study revealed that self-certified
indicators have questionable value in determining the actual performance of a PHA. HUD continues to review
SEMAP indicators to improve performance measurement standards.

Data discussion. PHAs submit their SEMAP certifications into the Public and Indian Housing Information Center
for their assessed fiscal year no later than 60 days from the PHA fiscal year end date. Since there is another two-
month period between the submission deadline and HUD Field Office scoring, with additional time required by
Headquarters to ensure data completeness, HUD assesses its SEMAP-related performance goals based on
certifications scored for the most recently completed calendar year. Data are verified through Independent Public
Accountant audits and on-site file reviews performed by the Field Office, or a contracted vendor, based on the Field
Office’s Management Plan.

3.2.6: The average Financial Assessment Subsystem score for all PHAs designated
by the Financial Assessment Subsystem as ““troubled” will increase by 5 percent.

Indicator background. The Real Estate Assessment Center is evaluating the financial management of public
housing agencies based on generally accepted accounting principles. The Real Estate Assessment Center plans a
similar assessment of tribal properties. The Real Estate Assessment Center’s Financial Assessment Subsystem uses
Internet-based submission of audited financial information in a standardized format. Data are validated, reviewed,
and scored, resulting in standard and substandard designations. This indicator tracks the average Financial
Assessment Subsystem scores for troubled agencies each fiscal year to ensure that troubled PHAs improve their
financial management and condition.

Results and analysis. According to the Real Estate Assessment Center database, the average Financial Assessment
Subsystem score for troubled PHAs increased from 3.34 points in FY 2002 to 5.57 points in FY 2003, or an
increase of 67 percent. This meets the goal of a 5 percent increase. The big increase is explained by the fact that
FY 2002 included many more Late Presumptive Failures than are expected in the future. This caused the FY 2002
baseline to be unusually low. Scoring is now “live” and official; so fewer Late Presumptive Failures are expected
future years, and therefore the base year/future year disparities will be much less.

Data Discussion. The data source is the Real Estate Assessment Center Financial Assessment Subsystem. The
financial assessment is a process validated by the American Institute of Certified Public Accountants. Further
refinements may be necessary as the assessment process matures. Real Estate Assessment Center performs Quality
Assurance Reviews of the audited financial statements submitted by Independent Public Accountants of PHASs. The
Quality Assurance Reviews provides assurance that the audited statements are accurate and reliable and that audits
are conducted in accordance with government and professional standards. Financial Assessment Subsystem
incorporates extensive data checks and both targeted and random review by independent auditors.

3.2.7: The utilization of Housing Choice Vouchers increases by 1 percentage point
from the FY 2002 level

Background. The Housing Choice Voucher program provides low-income participants with the ability to seek rental
housing of their choice, within certain rent parameters, and has a portability feature enabling families to take their
vouchers to other rental markets in pursuit of available jobs and other economic opportunities. While most Housing
Choice Vouchers are currently being used to assist low-income families, some Public Housing Authorities are not fully
utilizing all allocated funds. Increasing PHAS’ utilization of voucher funds remains a key HUD priority.
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This measure tracks the extent to which Housing Choice Voucher units and funding are being utilized by agencies,
in support of the strategic objective of improving management accountability for public and assisted housing.
HUD?s definition of a PHAs utilization rate is the higher of the share of budget authority spent or the share of units
utilized during the PHA’s fiscal years, excluding units under Annual Contributions Contracts for less than one year
or reserved for litigation.

Results and analysis. For the Performance and Accountability Report reporting period, FY 2003, utilization of
housing choice vouchers was 97.4 percent. This three percent increase from the FY 2002 baseline exceeded the
goal of a 1.0 percent increase. Utilization was determined using the definition identified in the Section 8
Management Assessment Program.

In the past several years, the Department and Congress have taken a number of steps to improve Section 8
utilization rates. These include: merger of the certificate and voucher programs, reforms to make the voucher
program more attractive to landlords, expanded flexibility for PHASs to raise voucher payment standards to respond
to changes and variations in local market conditions, a requirement that recipients of new incremental vouchers
have utilization rates of 97 percent or more, and authorization to allow housing vouchers to be used for
homeownership. HUD instituted a process that will provide for the reallocation of unused vouchers from PHAs
that fail to achieve an adequate utilization rate. HUD also encourages PHAs that do not anticipate using all their
vouchers to voluntarily reduce their program size. In addition, the Department has implemented SEMAP, which
scores PHASs on their performance in managing Section 8 programs and strongly emphasizes voucher utilization
rates. Finally, HUD plans to adopt a new system for tracking up-to-date utilization rates to allow for early
intervention and conduct in-depth research into the causes and potential solutions for underutilization.

The changes implemented by the Department have had the desired result. Utilization of vouchers is now at a
comparable level, or higher, as compared to market rental housing statistics. For the reporting period that began as
early as October 1, 2001 (PHAs with a fiscal year ending September 30, 2002) through July 1, 2002 (PHAs with a
fiscal year ended June 30, 2003), the vouchers served on average 1.85 million households.

The enactment of the FY 2003 Omnibus Appropriations Act brought about changes in the way funding is provided
to PHAs. Funding is provided only for the number of units leased by a PHA. As a result of this change in
methodology, in FY 2004 the goal will be adjusted to reflect the actual lease-up level as the measurement tool.
Since HUD only provides funding for units leased, budget authority for PHAs will almost always be fully utilized,
therefore, a measurement of budget authority will not correlate to improved PHA performance. The corresponding
adjustment will also be made to the SEMAP utilization definition in FY 2004.

Data discussion. Data came from the HUD Central Accounting Program System. Utilization is determined from
HUD approved year-end statements.

The assessment was based on actual financial data from public housing authorities for the PHA quarters ending
9/30/2002, 12/31/2002, 3/31/2003, and 6/30/2003. There were 101 PHAs that had not reported as of the end of the
reporting period. For the purposes of a comparable assessment, the FY 2002 baseline data included actual financial
data from PHAs with fiscal years ending 9/30/2001, 12/31/2001, 3/31/2002, and 6/30/2002. The PHA fiscal year
ends were selected because they contained the latest financial data available at the time of the Performance and
Accountability Report assessment, and provide information for a full year. PHAs with a fiscal year ending on
September 30, 2003 had not submitted financial reports at the time the Performance and Accountability Report was
prepared for submission.
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The data also reflect utilization adjusted by the SEMAP defined conditions; therefore, the outcome is slightly inflated for
both the baseline and reported year. Utilization is a comparison of actual PHA activities to a defined level of units and
dollars under contract. Since litigation and new allocations (units and dollars) are excluded for the entire PHA reporting
period, any leasing and expenditures that actually occurred during the period slightly overstates the results.

Year-end financial data are reviewed by financial analysts for consistency and accuracy. The data are entered into
HUD Central Accounting and Program System, where they are reviewed again by a HUD Central Accounting and
Program System approver prior to approving the document in the system. Thereafter, prior to developing reports
associated with Annual Performance Plan goal accomplishment, the data are assessed in the aggregate using quality
control standards such as: utilization not less than 50 percent and not greater than 125 percent; monthly per unit
costs between a range of not less than $200 and not greater than $1,400; PHA must have an active voucher program
in the assessment year; reserved number of units greater than 25, etc. If an individual PHA data fails any of the
quality control checks, the data input provider is contacted to further validate or correct the data. A new system was
implemented in April 2003 that collects leasing data from PHAs quarterly. This will result in more up-to-date
measurement of lease-up in future reports.

3.2.8: The share of the Housing Choice Voucher program administered by housing
agencies with substandard utilization rates decreases by 10 percent.

Background. Background on the important issue of Section 8 utilization is presented under Indicator 3.2.7. That
indicator measures the overall proportion of Housing Choice Vouchers that are being used by PHAs to assist families.
This indicator, by contrast, tracks the number of PHAs that have substandard utilization rates and the share of the
program that they administer.

In accordance with the standards in SEMAP, “substandard utilization” by a housing agency is identified with a
two-pronged test: both the “unit utilization rate” and “budget authority utilization rate” are below 94.5 percent.
Under an improved SEMAP definition that took effect in FY 2001, the utilization rate is defined as the higher of
the share of budget authority spent or the share of units utilized during the PHA’s fiscal years, excluding units
under an Annual Contributions Contract for less than one year or reserved for litigation.

Results and analysis. _In F\_( 2003, the share _of vo_uchers under Vouchers Managed by Housing
management by agencies with substandard utilization was Agencies with Substandard Leaseup
18.3 percent. The share of the program with substandard

utilization thus was reduced by 45 percent from the 33.1 percent 60%  $55.4%
baseline, substantially exceeding the goal of a 10 percent

. 40%
reduction. ’ 42.8% 33.1%

44.8%

W 29.8%
The number of PHAs with substandard utilization rates in 20% 18.3%
FY 2002 was 879, and the number of vouchers managed by
those PHAs was 639,380, representing 33 percent of the o% | } f ;

inventory. The FY 2003 number of PHAs with substandard 2000 2001 2002 2003
utilization rates was 513, representing 347,208 vouchers.

4 unit in FHAs w/substd leaseup (FY Es thru 9/30)
) L. : .. —@— unit in FHAs w/substd leaseup (FY Es thru 6/30)
As described in indicator 3.2.7, given the critical task of —m— output goal

increasing lease-up in the housing choice voucher program,

the Department implemented changes in program policy that resulted in noticeable improvement, allowing Public
and Indian Housing to exceed the goal. Policies and procedures governing the SEMAP have been a very successful
management tool. SEMAP provides for objective measurement of the performance of a public housing agency in
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key areas of the Section 8 tenant based assistance program, such as utilization. SEMAP enables HUD to ensure that
program initiatives are met and increases accountability for PHAs by identifying management capabilities and
deficiencies, and by improving risk assessment to effectively target monitoring and program assistance. PHAS can
use the SEMAP performance analysis to assess their own program operations.

However, the enactment of the FY 2003 Omnibus Appropriations Act brought about changes in the way funding is
provided to PHAs. Funding is provided only for the number of units leased by a PHA. As a result of this change in
methodology, in FY 2004 the goal will be adjusted to reflect the lease-up level as the measurement tool. Since
HUD only provides funding for units leased, budget authority for PHAs will almost always be fully utilized;
therefore, a measurement of budget authority will not correlate to improved PHA performance. The corresponding
adjustment will also be made to the SEMAP utilization definition in FY 2004.

Data discussion. Data came from the HUD Central Accounting Processing System. Utilization is determined from
HUD-approved year-end statements submitted by PHAs for the PHA quarters ending 9/30/2002, 12/31/2002,
3/31/2003, and 6/30/2003. The remaining data issues discussed under 3.2.7 also apply to this measure.

3.2.9: Among public housing units managed by troubled housing agencies at
the beginning of FY 2003, the number will decrease by 15 percent by the end
of the year.

Background. Public and Indian Housing and the Real Estate Assessment Center use the Public Housing Assessment
System (PHAS) to evaluate the performance of public housing agencies based on four categories: physical condition,
management operations, financial condition, and resident satisfaction. Public housing agencies with composite
PHAS scores below 60, or scores below 18 in any one component, are classified as substandard or troubled. This
indicator tracks the change in the number of units managed by “troubled” agencies that successfully returned to
“standard” status by the end of the fiscal year due to intervention by Troubled Agency Recovery Centers.

Results and analysis. During FY 2003 the number of units
managed by “troubled” agencies was reduced by 72 percent,
exceeding the 15 percent target. On October 1, 2002, 82 PHAS
containing 57,433 low-rent units were assigned to the Troubled

Percent of Units in Trouble PHAS
that are Returned to Standard
Status during Fiscal Year

S 100%

Agency Recovery Centers. By September 30, 2003, 41,245 of S
. - . 71.8%

those units were no longer troubled after receiving assistance o .
from the Troubled Agency Recovery Centers. =

2 50%
Data discussion. The Troubled Agency Recovery Center b
portfolio system captures the date a PHA is transferred to the g * 5319 -
Troubled Agency Recovery Center because of PHAS scores. Eé 0% | i i

PHAS comprises scores determined by the Physical, 2001 2002 2003
Management, Financial, and Resident satisfaction Assessment
Subsystem (Physical Assessment Subsystem, Management
Assessment Subsystem, Financial Assessment Subsystem, and
Resident Satisfaction Assessment Subsystem). Until PHAS
scoring was fully implemented in FY 2002, PHAs were declared troubled based solely on the management
operations indicator (Management Assessment Subsystem) because the other component indicator scores were
considered “advisory” pursuant to congressional intent.

4 reduction in FY cohort
—— output goal

Physical Assessment Subsystem and Resident Satisfaction Assessment Subsystem are statistically representative of
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public housing projects and households, respectively. Physical Assessment Subsystem scores are based on
independent inspection of the PHAS’ properties by HUD, and are verified through HUD’s Quality Assurance
Program. Management Assessment Subsystem and Financial Assessment Subsystem submissions are subject to
verification by independent audit.

3.2.10: The share of public housing residents who feel that housing agency
managers take action when residents in the development break rules increases
by 5 percentage points.

Background. This indicator uses resident survey data to track public housing management responsiveness to
program violations, measuring an element of public housing security that is fully within the control of public
housing managers. HUD strives to increase the percentage of residents who recognize responsiveness among
housing agency management, in support of the strategic goal of improving the overall quality of public housing.

Results and analysis. During FY 2003, 73 percent of public housing residents felt that housing agency managers
took action when residents broke rules of their lease that pertain to safety (drug activity, for example). Although
this result represents an increase of 2 percentage points from the FY 2002 baseline of 71 percent, it did not meet
the goal of a 5 percentage point increase.

The FY 2003 reported results cover the quarters ending 6/30/2002, 9/30/2002, 12/31/2002, and 3/31/2003.
Beginning with the 12/31/2002 assessment cycle, the survey question was modified to include the phrase, “that
pertain to safety.” It should be noted that this wording modification might have impacted residents’ interpretation
of the question.

Data discussion. Data come from the Resident Satisfaction Assessment Subsystem, the Real Estate Assessment
Center System databases. The 2003 metric was determined by taking a weighted national average all residents who
provided a “Yes” response to survey question 11. This calculation was performed by dividing the weighted total
count of residents responding “Yes” by the weighted total count of residents responding either “Yes” or “No” to this
question, controlling for any “Don’t Know” responses. There is a confidence interval for Resident Satisfaction
Assessment Subsystem of 95 percent overall in terms of accuracy, which is well within the industry standard.

3.2.11: The share of Housing Choice Voucher units managed by troubled housing
agencies decreases by 5 percent.

Background. This indicator tracks the share of assistance under the Housing Choice Voucher program that is
vulnerable to mismanagement by troubled housing agencies. Using the SEMAP HUD rates PHA based on, but

not limited to, waiting list management, rent reasonableness determinations, adjusted income verification, housing
quality standards inspections and enforcement, expanding housing opportunities, lease-up rates, Family Self-
Sufficiency program participation, and correct tenant rent calculations. PHAs are designated as troubled when they
receive less than 60 percent of the maximum points they can achieve.

Results and analysis. Out of the 2,427 PHAs that received SEMAP ratings for the four quarters from March 2002
through December 2002, 303 scored under 60 percent and were declared troubled. These troubled PHAs comprise
156,245 units out of 1,970,437, or a share of assistance of 7.93 percent. This share of assistance increased by over
one percentage point from the baseline, missing the goal of a 5 percent decrease. The baseline was established
using the first year’s scores under SEMAP. Out of 2,420 PHAs with final SEMAP ratings for the four quarters from
December 2000 through September 2001, 274 were declared troubled. This represented 114,850 units out of
1,801,668, or a share of assistance of 6.37 percent.
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The increase in the number of voucher units managed by troubled PHAS represents an increase of 29 PHAs and a
share of assistance of 41,395 units. This increase in the share of units managed by troubled PHAs can be attributed
directly to the decrease in the share of assistance managed by housing authorities that scored highly for income
verification. Of the 274 baseline PHAs that were declared troubled, 188 PHAs, or 69 percent, did not score 20 points
under SEMAP’s income verification indicator. Of the 303 PHAs that were declared troubled under this year’s
assessment, 285, or 94 percent, did not score 20 points under the income verification indicator. Please refer to
Indicator 3.2.4 for an explanation of the income verification SEMAP indicator.

Data discussion. PHAs submit their SEMAP certifications into the Public and Indian Housing Information Center
for their assessed fiscal year no later than 60 days from the PHA fiscal year end date. Since there is another
two-month period between the submission deadline and HUD Field Office scoring, with additional time required
by Headquarters to ensure data completeness, HUD assesses its SEMAP-related performance goals based on
certifications scored for the most recently completed calendar year. Data are verified through Independent Public
Accountant audits and on-site file reviews performed by the Field Office, or a contracted vendor, based on the Field
Office’s Management Plan.

Objective 3.3: Improve physical and related conditions in public and
assisted housing.

3.3.1: The share of public housing and assisted Multifamily units that meet HUD-
established physical standards increases by 1.5 percentage points.

Background. The President’s Management Agenda has established this performance indicator as a priority for the
Department. Housing agencies are required to inspect and maintain public housing to ensure compliance with HUD-
established standards, or with local codes if they are more stringent. Private owners of assisted housing also have a
contractual obligation to meet physical standards. For FY 2003, the target has been set at a 1.5 percentage point
increase in the proportion of units in each program that are located in properties with acceptable quality.

Results and analysis. In FY 2003, 85.9 percent of units in

public housing were located in properties with acceptable Share of Units located in Public
physical quality, representing a decrease of 1.2 percentage Housing Developments that meet
. . . . Physical Standards

points from the previous year. This result failed to meet the 100%

goal of a o560
. . - . 0

1.5 percentage point increase. According to the Rfeal Estate _ 83.6% 8r1% W o ou

Assessment Center data, 8 percent of public housing properties 0% &

had a Physical Assessment Subsystem score of less than . B2

60 points, meaning that they failed to meet HUD’s physical 73.3%

condition standards. These 8 percent of properties represent
14 percent of total units that fail physical condition standards.
This means that many of the PHA projects failing to meet

D : e H 4 unitweighted developments (most recent avail)
HUD’s physical condition standards are larger projects. unitweighted developments (PHA FYES thru 3/31)

—@— output goal

60% i f !
2000 2001 2002 2003

In multifamily housing, 93.9 percent of units were found to be
in properties with acceptable quality upon initial inspection.
The gain of 0.7 percentage points for the multifamily housing
stock fell slightly short of the goal of a 1.5 point increase.
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Along with the higher baseline, a methodological factor limited Share of Units located in Assisted

the apparent improvements for multifamily housing. The Multifamily Developments that meet
multifamily program is on a “3-2-1” inspection schedule, so 100 Physical Standards o179
that the higher-performing properties are not reinspected every 93.1% 1 93.2% W 93 g0
year like troubled properties, and their scores roll over from 92‘.5 -

year to year. Public housing is on a “2-1" schedule. oo 86:2%

The multifamily follow-up on properties that continue to fall

below standard is significantly rigorous to assure that such

properties are placed under a compliance plan that assures their 60 | : % r
repair to meet HUD standards or have the owners face 2000 2001 2002 2003
foreclosure. HUD had identified less than 800 properties & unitweighted developments (insp. as of 1/31)
nationally, slightly more than 2 percent of its portfolio, that —— unitweighted developments (insp. as of 9/30)

continue to be substandard. —&—ouput goal

Data discussion. Data for this indicator are from Real Estate Assessment Center Physical Assessment Subsystem.
Inspections at PHASs are conducted and scored at the project level, but the results of project inspections are
aggregated at the PHA level into an interim PHAS Physical Indicator score and reported as one of four components
of the PHAS rule scoring process. For both public housing and private multifamily properties, results for FY 2003
reflect the most recent inspections available as of 9/30/2003. For both programs, a substantial share of properties
did not receive a new inspection during FY 2003; so earlier scores were carried over.

3.3.2: The share of HUD-assisted properties observed with Exigent health and safety
or fire safety deficiencies decreases by 1.0 percentage points for public housing and
by 0.6 percentage points for assisted multifamily housing.

Background. HUD’s Real Estate Assessment Center inspects the physical conditions of public and assisted housing
and identifies life-threatening deficiencies such as exposed electrical wires, blocked exits and gas leaks. This
indicator measures the proportion of unit-weighted properties with exigent health and safety or fire safety
deficiencies—the most severe life-threatening deficiencies.

Exigent Health and Safety or Fire Safety Deficiencies

FY 2000 FY 2001 FY 2002 FY 2003 FY 2003 Goal
Public Housing
Properties with Exigent Health and Safety/Fire Safety
deficiencies (observed) 49.3% 46.9% 45.5% 49.8% 44.5%
Units with, in building with, or on site with Exigent Health
and Safety or Fire Safety deficiencies (estimated) 22.2% - 16.0% 17.6% 16.4%
Assisted Multifamily Housing
Properties with Exigent Health and Safety or Fire Safety
deficiencies (observed) 40.2% 37.3% 39.1% 43.5% 38.5%
Units with, in building with, or on site with Exigent Health
and Safety or Fire Safety deficiencies (estimated) 18.7% - 16.2% 19.4% 15.6%
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Results and analysis. During FY 2003, 49.8 percent of public housing properties had exigent deficiencies, up from
45.5 percent in FY 2002. The increase of 4.3 percentage points missed the goal of a 1.0 point decrease. To some
extent the result reflects more frequent observation of deficiencies in small properties, as indicated by the fact that
the proportion of units found in deficient properties increased only 1.6 percentage points to 17.6 percent.

Among assisted multifamily properties, 43.5 percent had exigent deficiencies in FY 2003, up from 39.1 percent in
FY 2002. The increase of 4.4 percentage points missed the goal of a 0.6 point decrease. The share of units found in
deficient properties increased 3.2 points from 16.2 to 19.4 percent.

Several technical factors affect the apparent increase in the percentage of properties with Life Threatening Defects.

» The measure focuses on the number of properties with a Life Threatening defect, and does not capture a
reduction in the number of defects on a property. For example, if a property mitigates 9 of 10 defects, this
improvement is not reflected since the Life Threatening defect is still present at the property. Measured
differently and averaged across the inventory, the number of Life Threatening defects per property has gone
down between subsequent inspections.

* Because the measure is based on the entire inventory of properties, and not all properties are inspected every
year, older inspections are carried forward into the reporting for the current fiscal year. Due to the Physical
Assessment Subsystem incentive for both Multifamily and Public Housing properties, properties in worse
condition are more likely to be inspected in a given year. Poor performing Public Housing properties are as
much as 2 times more likely to be included (due to the 2-1 rule), and poor performing Multifamily properties
are up to 3 times more likely (due to the 3-2-1 rule). Because of this, the restricted data set is biased toward
worse properties, and the full life cycle of reporting is more likely 2 to 3 years, rather than only the 1 year
reported in the Annual Performance Plan/Performance and Accountability Report.

* On June 18, 2001, the Department issued Special Bulletin 18 to address the application of defects related to
means of egress. This Bulletin increased the frequency of observations of particular EHS defects since this
time, and in particular, “Emergency/Fire Exits Blocked/Unusable.”

When life threatening health and safety deficiencies are detected during HUD’s on-site physical inspections,
citations are issued to project owners and agents requiring corrective action and response to HUD within three
business days. In FY 2003, nationwide, 98 percent of these multifamily deficiencies were corrected or mitigated.

Data discussion. Data for this indicator are from Real Estate Assessment Center’s Physical Assessment Subsystem.
Because OMB advanced the reporting schedule, public housing results for FY 2003 reflect inspections completed for
properties in PHAs with fiscal years ending between 6/30/2002 and 3/31/2003. For private multifamily properties,
results for FY 2003 reflect the most recent inspections available as of 9/30/2003. For both programs, a substantial
share of properties did not receive a new inspection during FY 2003 so earlier scores were carried over. This is
because public housing is on a “2-1" inspection schedule and the multifamily program is on a “3-2-1" inspection
schedule. New project scores were available for 51 percent of public housing units and 39 percent of multifamily units.

3.3.2b: Conduct a study of the extent of mold and mildew in Native American
housing in the U.S. by the fourth quarter of FY 2003.

Background. Congress expressed concern over the volume of reported incidents of mold and mildew infestation on
several Indian Reservations. To address this issue, the Office of Native American Programs initiated a study to
determine the magnitude and severity of mold and mildew infestation in Native American households. This study
continues the efforts of HUD to provide decent, affordable housing in safe and sanitary settings.
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Results and analysis. During the fourth quarter of FY 2003, Office of Native American Programs completed the
study, achieving the milestone goal for FY 2003. Results of the study are currently under review by the Assistant
Secretary of Public and Indian Housing, and the findings will be published in the near future.

Data discussion. Office of Native American Programs contracted with an independent firm to conduct the study.
The contractors used standard procedures for sampling and statistical analysis.

3.3.3: As part of the effort to eliminate 100,000 units of the worst public housing,
demolish 13,000 units during FY 2003.

Background. HUD intends to demolish 100,000 units of severely distressed public housing by FY 2003, including
the demolition of 13,000 units in FY 2003. Often demolishing distressed stock serves as a prerequisite for
reconstruction and the relocation of families to safer and more humane environments. Otherwise, families may
occupy troubled stock that is physically uninhabitable with severe maintenance problems. Additionally, these
ill-designed developments attract crime and drain valuable housing authority resources because of costly operations.

Results and analysis. Data for FY 2003 are not yet available

because of a transition to a new data system. HUD is in the

process of completing a multi-step reconciliation process with

respect to data for demolitions for FY 2003. It is anticipated 20,000

that the reconciliation process will be completed by the end of 13.476 14,144 15£65

March 2004. . ~ m 13,000
10,000 ———

Public Housing Units Demolished Annually

FY 2002 data are the most recent data available for this
indicator. In that year, HUD exceeded its annual goal by
16 percent by demolishing 15,065 units instead of 13,000 units. 0| i f \

Through FY 2002, a cumulative 88,922 units of the targeted 2000 2001 2002 2003
100,000 units were demolished.

4 units demolished
. . . —@— output goal
Data discussion. Until the end of FY 2002, data were collected

in the Public and Indian Housing Integrated Business System.

Field staff verified that units were demolished. The Integrated Business System was taken out of production during
FY 2003 for a number of reasons including incompatibility with upgrades being implemented by the Department.
Field Offices were instructed to stop inputting demolition data into Integrated Business System at the end of FY 2002.

The transition to the tracking system that is replacing Integrated Business System has taken longer than planned
due to unforeseen contracting delays as well as the imposition of more extensive validation of the data than was
required in conjunction with the Integrated Business System process. At this point the new system has been
installed (the Demolition/Disposition module in the Public Housing Information Center System), internal validation
on the transfer of Integrated Business System data into the new system has been completed, and the transfer itself
has been completed.

Instructions for the remaining validation checks to be performed by housing authorities are in the process of being
cleared by the Department. Once the instructions are issued, PHAs will be given 60 days to take action to validate
the data migrated into the Demolition/Disposition module. Based on the feedback received from PHAs during the
60-day validation period, HUD will finalize the data and will be in a position to report on this indicator. It is
anticipated that the reconciliation/validation process will be completed by March 2004.
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3.3.4: The HOPE VI Revitalization Development program for public housing relocates
3,160 families, demolishes 3,905 units, completes 6,821 new and rehabilitated
units, and occupies 6,201 units.

Background. HOPE VI is HUD’s primary program for eliminating the worst public housing by demolishing
unsustainable developments and rebuilding communities in accordance with community-sensitive principles. This
indicator tracks the implementation of HOPE VI redevelopment plans in terms of four key outputs: households
relocated to permit redevelopment, units demolished, new and rehabilitated units completed, and units occupied.
The goals reflect planned achievements based on HOPE V1 plans submitted to HUD by Public Housing Authorities.

Results and analysis. As of September 30, 2003, the HOPE VI Revitalization program had exceeded its

redevelopment plans in all of the four key outputs. Grantees relocated 6,859 households to permit redevelopment,
117 percent above the goal of 3,160 relocations. The HOPE VI program demolished 7,468 units, 91 percent more
than the goal of 3,905. Completions of new or rehabilitated units totaled 8,611, an achievement 26 percent greater
than the 6,821-unit goal. Families occupied 7,512 units, exceeding the goal of 6,201 occupied units by 21 percent.

As of September 30, 2003, a cumulative total of 51,603 households had been relocated; 63,082 units had been
demolished; 29,633 units (new and rehabilitated) had been completed; and 27,254 completed units had been occupied.

Cumulative Achievements for HOPE VI

FY 2000 FY 2001 FY 2002 FY 2003

Households relocated 33,153 39,758 44,744 51,603
Units demolished 34,893 46,827 55,614 63,082
Units completed 10,510 14,439 21,022 29,633
Units occupied 9,958 13,619 19,742 27,254

The highly complex and ambitious nature of the HOPE VI program can often impede the achievement of
production goals set for the program. Given this, the HOPE VI program office attributes the success in meeting and
exceeding the FY 2003 goals to its continued emphasis on timeliness and accountability in the implementation of
HOPE VI grants. The primary tools for achieving these objectives include vigilant management and monitoring of
grants by grant managers, holding PHAs accountable to following their program schedule, extensive use of the
quarterly progress reporting system in all aspects of the HOPE VI program, risk assessment of grantees, trainings
and workshops for grantees, and a range of programs and policy guidance.

Data discussion. The data are submitted quarterly to HUD by housing authorities via Public and Indian Housing’s
HOPE VI quarterly progress reporting system. In addition to using the grant management tools mentioned above,
field staff verifies reports of redevelopment progress through site visits. The system has been subject to routine
integrity checks by the system administrator. Though the Inspector General and General Accounting Office have
not audited the system itself, they have used its data in their reviews of the HOPE VI program.

3.3.5: The average satisfaction of assisted renters and public housing tenants with
their overall living conditions increases by 1 percentage point.

Background. The recipients of HUD housing assistance form one of HUD?’ largest groups of customers. Resident
satisfaction with living conditions in these assisted housing developments is influenced by the quality of

2-62 FISCAL YEAR 2003



management by housing agencies and private multifamily
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through an annual survey of public housing residents and

2. PERFORMANCE INFORMATION
MHE| QUALITY |OF PUBLIC AND |ASSISTED HOUSING

Public Housing Residents
who are Satisfied with
Overall Living Conditions

residents in private assisted rental developments. 100

90%
Results and analysis. During FY 2003, 90 percent of public 89% * 50%
housing residents were satisfied or very satisfied with their go oM.
“overall living conditions.” This result is 1 percentage point
above the 89 percent of residents who reported being satisfied
or very satisfied in FY 2002 and meets the FY 2003 60 | } % }

performance goal.

The survey of assisted multifamily renters was not conducted
during FY 2003. The satisfaction level in FY 2002 was

87 percent. Some resources were made available late in

FY 2003 for a resident survey that will be combined with
FY 2004 resources for a new resident survey in FY 2004.

Data discussion. Data for this indicator are from the Real Estate
Assessment Center’s Resident Assessment Subsystem. This
satisfaction metric was determined by calculating the average
number of “Satisfied” or “Very Satisfied” responses to survey
question 1B, which asks, “How satisfied are you with your
development/building?” This calculation was performed by
dividing the total count of residents responding “Very Satisfied”
or “Satisfied” by the total count of residents responding “Very
Satisfied,” “Satisfied,” “Unsatisfied,” or “Very Unsatisfied.” The
FY 2003 result for public housing represents public housing
agencies with fiscal years ending between June 30, 2002 and
March 31, 2003.

2000 2001 2002 2003

€ satisfied/very satisfied
—@— output goal

Multifamily Residents

who are Satisfied with
Overall Living Conditions
100

60 t t 1 !
2000 2001 2002 2003

4 satisfied/very satisfied (performance stratified)
—@— satisfied/very satisfied (project type stratified)
—@— output goal

3.3.6: The share of public housing residents who feel safe or very safe increases by

1 percentage point.

Background. Ensuring that public housing residents feel safe in their environments is essential to the Department’s
strategic objective of improving the physical conditions in housing and the strategic goal of improving the overall
quality of public housing. Public housing agencies and resident management councils conduct a variety of activities
to reduce crime. This indicator tracks the level of security perceived by residents of public housing, measured
through an annual survey and defined as the share of those who report they feel “safe or very safe” in their unit,

their building, and their parking area.

Residents who feel safe or very safe in: FY2000 FY 2001 FY 2002 FY 2003
their units 72.3% 73.3% 72.5% 74.3%
their building 67.7% 69.3% 67.1% 70.4%
the parking area 59.6% 62.1% 60.4% 63.0%
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Results and analysis. Compared with FY 2002 results, the FY 2003 survey results indicate an increase of

1.8 percentage points in the proportion who reported that they felt safe or very safe in regard to their units, an
increase of 3.3 percentage points in regard to their buildings, and an increase of 2.6 percentage points in regard to
parking areas. These results show a remarkable improvement and well exceed the performance goal of a one

percentage point increase.

Data discussion. The data are from the Real Estate Assessment Center’s Resident Satisfaction Assessment
Sub-System, based on surveys of a nationally representative random sample of public housing households. Public
housing satisfaction metrics were calculated by taking a national weighted average of PHA survey score results for

survey question #9 (Residents who feel safe or very safe in their units, buildings, and parking area) for PHAs having

fiscal year end dates of 6/03/2002, 9/30/2002, 12/31/2002, and 3/31/2003.

3.3.7: The share of units that have functioning smoke detectors and are in buildings

with functioning smoke detectors increases annually by 1.2 percentage points for
public housing and by 0.7 percentage points for assisted multifamily housing.

Background. Protecting HUD assisted low-income renters from fire hazards is a crucial part of HUD’s goal to

improve the quality of public and assisted housing. HUD’s Real
Estate Assessment Center inspects the quality of public and
assisted housing, including checking for the presence of
functioning smoke detectors. This indicator tracks the share of
units that both have functioning smoke detectors and are in
buildings with functioning smoke detection systems, as
functional smoke detection systems in common areas of a
building are critical to overall fire safety.

Results and analysis. As of the end of FY 2003, 91.8 percent
of public housing units and 92.8 percent of assisted multifamily
units had functioning smoke detectors and were in buildings
with functioning smoke detection systems. These data represent
a 0.4 percentage point increase for public housing and a decline
of 0.6 percentage point for assisted multifamily housing. Both
programs fell short of their goals.

Although the targets were not met for this year, these results
show that the share of HUD-assisted households who are
adequately protected with smoke detectors exceeds the
three-quarter share of all U.S. households who are protected.

Data discussion. Data for this indicator are from the Real
Estate Assessment Center’s Physical Assessment Subsystem,
based on a sample of units from each project, and weighted to
represent the entire stock. For private multifamily properties,
results for FY 2003 reflect the most recent inspections available
as of 9/30/2003. Properties are inspected at intervals of one,
two or three years, depending on the results of the previous
inspection, so a substantial share of properties did not receive a
new inspection.
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Goal 4
Strengthen and Expand Faith-Based and Community
Partnerships that Enhance Communities

Strategic Objectives
4.1 Ensure equal access to HUD resources for faith-based and grassroots nonprofits.
4.2 Improve HUD’s programs by increasing the involvement of faith-based and

community organizations.

4.1 Performance Report Card - Goal 4

Performance Indicators 2000 2001 2002 2003 2003 Substantially  Notes
Target Met
4.1.1.1 Completion of training for 20,000 representatives from
faith-based and community organizations. Yes Yes v
4.1.1.2 Completion of resource center and inter-agency website
for the Faith-Based and Community Initiative. Yes Yes v
4.1.1.3 Completed streamlining of requirements that unnecessarily limit
program participation by faith-based and community organizations. Yes Yes v
4.1.1.4 Elimination of the “primarily religious organization regulatory
language. Yes Yes v
4.1.2.1 Number of grant applications received from faith- and community-
based organizations. 190 b, h
4.1.2.2 Number of active grants that have been awarded to faith- and
community-based organizations. b, h, |

4.2.1.1 Expand Family Self Sufficiency program of faith-based and

community organizations. No Yes
4.2.1.2 Expand programs to faith-based and community organizations

in Colonias. Yes Yes v
4.2.1.3 Increase involvement of faith-based and community

organizations in Continuum of Care programs. Yes Yes v
4.2.1.4 Increase involvement of faith-based and community

organizations in education about predatory lending. Yes Yes v
4.2.1.5 Completion of other efforts to increase involvement of

faith-based and community organizations. Yes Yes v

Values represent fiscal year data unless otherwise noted.)

Data not available.

No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.

Calendar year ending the previous fiscal year.

® 00 T W
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Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.

— x— = > —

All grantees not available for tabulation in FY 2003. Delayed enactment of Congressional appropriations resulted in significant delays in grant application process.

Objective 4.1: Ensure equal access to HUD resources for faith-based
and grassroots non-profits.

4.1.1: Complete four milestones to reduce barriers to program participation by faith-
based and community organizations.

Background. In the 2001 Executive Order creating the Centers for Faith-Based and Community Initiatives in five
Federal departments, President Bush issued a clear directive that all barriers to the increased participation of faith-
based and community organizations in Administration programs be identified and removed. He followed with
Executive Order 13279 in December 2002, which directed Federal agencies to require equal treatment policies in
their programs, initiatives, and operations. Four milestones were established for this objective in 2003:

* Provide education and training for faith-based and community organizations;
» Establish a resource center and interagency website for the initiative;
 Identify and eliminate requirements not contained in statues or regulations;

« Identify and eliminate bureaucratic barriers that prohibit or discourage participation by faith-based and
community organizations.

Results and analysis. All milestones were achieved. Regarding the first milestone, headquarters staff and regional
and field liaisons combined participated in over 92 education and training events for faith-based and community
organizations. This number included 6 field office-sponsored conferences and 6 regional conferences, 3 of which
were sponsored by the White House Office of Faith-Based and Community Initiatives. This overall effort
successfully reached the target audience.

The Center also developed a workshop curriculum highlighting grant writing and application techniques taught by
regional and field liaisons in 2003. Furthermore, in 2003, the Office of Faith-Based and Community Initiatives
expanded its network of contacts and programmatic activity from Washington, D.C. to include newly appointed
faith-based and community liaisons in 81 regional and field offices.

The second milestone, the creation of a resource center and inter-agency website, was also achieved but reflects a
change in strategy and location by the principal staff in the White House Office. Rather than have the HUD Center
develop an interagency website, it was instead decided that a White House Office of Faith-Based and Community
Initiatives web site would be developed. The interagency site can be viewed at www.fcbi.gov and the HUD Center’s
website is available at www.hud.gov/faithandcommunity. The remaining functions of the original national
resource center are being executed by the National Resource Center created by the Compassion Capital Fund at the
Department of Health and Human Services.
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An audit of HUD programs revealed numerous regulatory barriers to the participation of faith-based and grassroots
community organizations. An ambitious reform effort was undertaken, culminating in a successful announcement
in September 2003, of a final rule eliminating barriers to the participation of faith-based organizations in eight
programs totaling nearly $8 billion. Announced by President Bush and Secretary Martinez, the rule applies to
HUD’s major community development programs, homelessness programs, major AIDS program, and Youthbuild,
HUD’s popular youth construction program. The promulgation of this final rule marked a major milestone in the
department’s goal of expanding access to those organizations that most effectively help the needy in our nation.

Additionally, in the 2003 grant cycles, the applications were improved from their historical format in three
significant ways: bonus points were awarded to grassroots organizations or those who partner with them, the
introductory language in applications was changed to encourage faith-based groups to apply, and the clarity of
applications and instructions was greatly enhanced.

Data discussion. The specifics of the final rule were published in the Federal Register. The qualitative measures
used for this indicator do not require numerical databases. This and future accomplishments in this objective area
will be assessed and documented by HUD’s Center for Faith-Based and Community Initiatives. The Center will
catalogue each alteration that is executed and finalized in official documentation (such as regulatory rule, policy
and implementation manuals, etc.).

FISCAL YEAR 2003 2-67




Wb
| Perrormanice b e R

4.1.2: Increase the number of faith-based and community organization grant
applications and successful grantees from a FY 2003 baseline by FY 2004.

Background. Together with the White House Office, the other six Centers for Faith-Based and Community Initiatives,
and the Office of Management and Budget, the Center’s mission includes educating faith-based and community
organizations on the grant application process with the hope of creating a larger, more competitive pool of potential
grantees. Thus all seven of the Federal Centers have implemented a voluntary survey for nonprofit organizations to
be completed during the grant application process. The survey was first made available during the 2003 SuperNOFA
(Super Notification of Funds Availability) to support the establishment of a baseline number of applicants.

Results and analysis. The Center established a system in cooperation with the Office of Grants Management and
Oversight for collecting and tabulating the surveys when applications were received during the 2003 SuperNOFA
cycle. During this grants cycle 645 surveys were returned, of which 139 were self-identified as faith-based, and an
additional 51, as smaller (annual budget under $300,000), community organizations. While the 645 surveys are not
statistically significant according to the standards set by the Office of Management and Budget, they do represent a
pool of applicants from which a rough baseline can be set. Of the total surveys returned, 8 percent of the respondents
said they are faith-based organizations, and 21.4 percent reported to have annual budgets of $300,000 or less.

Data discussion. The low return rate for the nonprofit surveys is most likely a reflection of the fact that the surveys
are voluntary. Another limiting factor is the anonymous nature of the surveys, namely that no organization name or
the grant program for which the applicant is applying is recorded on the form. While the voluntary nature of the
survey cannot be changed, it will be marketed more extensively in the 2004 SuperNOFA cycle, and a new survey
form has been approved by the Office of Management and Budget for 2004 that will allow organizations to record
their names and the programs for which they are applying. With this addition, it will enable the Center to analyze
not only the total pool of applicants, but also program-specific pools.

Objective 4.2: Improve HUD’s programs by increasing the involvement
of faith-based and community organizations.

4.2.1: Develop and implement pilot and demonstration projects to increase the
effectiveness of program areas and their accessibility to grassroots organizations
(including faith-based and community organizations).

Background. Since its inception, HUD’s Center for Faith-Based and Community Initiatives has aimed to design and
identify demonstration and pilot projects that promote best practices in community revitalization and development
and to build organizational capacity in faith-based and community groups to increase their ability to compete with
larger, more experienced grantees. During 2003 the Center for Faith-Based and Community Initiatives embarked on a
new strategy to accomplish this objective that included pilot program development, capacity building research and
development, HUD network (regional and field) expansion, and enhanced access to HUD programs.

Results and analysis. In June 2003, Secretary Martinez announced the “Reaching the Dream” pilot program to
support the Administration’s goal of increasing minority homeownership. This pilot provides technical assistance to
approximately 60 faith-based and community organizations in five cities to encourage and equip them to provide
homebuyer education and to help first-time homebuyers in their communities find attractive homeownership
opportunities. “Reaching the Dream” will also recruit 250 faith-based and community organizations nationally to
become HUD-approved housing counseling centers, creating additional credibility for these organizations with
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lenders, community partners, and families served. Planning for this pilot program was completed in 2003, with
implementation scheduled to begin during the first quarter of 2004.

The homebuyer awareness programs developed in each of the five target cities of the “Reaching the Dream” pilot
will stress the education of faith and community-based organizations on the costly and illegal practices of predatory
lending affecting low and middle-income homebuyers in many localities across the nation.

Headquarters staff, in cooperation with HUD’s Office of Departmental Operations and Coordination’s Colonias
Initiative, made presentations at four conferences in FY 2003, effectively expanding outreach to faith-based and
community organizations in these locations.

In order to increase the awareness and involvement of faith-based and community organizations in the growing
challenge of homelessness, the Center ensured that the various programs of Continuum of Care, HUD’s
comprehensive approach to assisting individuals and families from moving to independence and self-sufficiency,
were on the agenda of the seven White House Conferences on Faith-Based and Community Initiatives held in 2003.
The Center was also represented on the departmental taskforce on this important issue.

The Center has also launched an initiative to increase the capacity of the regional and field offices to offer technical
assistance and outreach to faith-based and community organizations. Reflecting the view that all community
progress—Ilike politics—is local, a new strategy was developed and implemented in 2003 to expand the locus of
activity for this initiative beyond headquarters to include empowered and engaged liaisons in HUD’s 81 regional
and field offices. In February of 2003, all liaisons were appointed and brought to Washington, DC for a three-day
training centered on effective interaction with faith-based and community organizations. As a result, HUD’s
faith-based and community liaisons have participated in more than 80 outreach-related events, including 6 field
office-sponsored conferences and 6 regional conferences, all designed to increase the effectiveness of HUD
programs and provide increased access to faith-based and community groups. Liaisons have also identified leaders
and organizations for a national database of approximately 8,000 currently under development. These activities
increase the effectiveness and accessibility of HUD programs to faith-based and community groups.

Data discussion. Accomplishments will be assessed and documented by HUD’s Center for Faith-Based and
Community Initiatives. As a new initiative, quantitative measures are under development and not always available.
Milestone performance indicators will be supplemented or replaced by quantitative measures as initiatives are
implemented and evaluated and data capabilities are enhanced. However, while some information may be captured
most appropriately in a quantitative format, the nature of the initiative is often best reflected in qualitative measures.
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Goal 5:
Effectively Address the Challenge of homelessness

Strategic Objectives
5.1 End chronic homelessness in ten years.
5.2 Help homeless individuals and families move to permanent housing.

5.3 Expand efforts to prevent households from becoming homeless.

Performance Report Card - Goal 5

Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
5.1.1 Number of formerly homeless persons who move into HUD
McKinney-funded permanent housing 30,000 47,905 34,307 25,000 v
5.1.2 Estimated number of chronically homeless individuals a
5.2.1 Number of homeless persons who leave HUD-funded transitional
housing and move to permanent housing 45,217 29,000 v
5.2.2 Number of homeless persons served by HUD-funded supportive-
services-only projects who move to permanent housing 94,442 34,000 v
5.2.3 Number of persons moving into HUD-funded transitional housing. 192,392 158,824 115,000 v
5.2.4 Number of communities with the Homeless Management Information
System. 12 24 75 75 v k
5.25 Number of households who receive renter counseling (1,000s) 115 95 120 a, b, f
5.2.6 Number of homeless persons employed 50,192 19,000 v
5.2.7 Develop a baseline estimate of the number of tribal member
households that are overcrowded yes yes v
5.3.1 Number of households receiving emergency rental or mortgage Not
payment assistance through Emergency Food and Shelter program authorized

Values represent fiscal year data unless otherwise noted.)
Data not available.

No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.

Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.
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EFFECTIVELY ADDRESS THE CHALLENGE OF HOMELESSNESS

Objective 5.1: End chronic homelessness in ten years.

5.1.1: At least 25,000 formerly homeless persons move into HUD McKinney-Vento
funded permanent housing.

Background. The ultimate goal of homeless assistance is to help homeless families and individuals achieve
permanent housing and self-sufficiency. This effort supports the President’s bold goal to end chronic homelessness
in 10 years. This measure tracks the number of formerly homeless persons who move into permanent housing
funded by HUD under the McKinney-Vento Homeless Assistance Act. For FY 2003, HUD’s target is to help at least
25,000 formerly homeless persons achieve permanent housing through these programs.

The residents of HUD’ McKinney-Vento funded permanent housing are often chronically homeless individuals.
One of the largest of these programs, Shelter Plus Care, uses HUD funding to support housing related expenses.
Communities secure an equal level of funding for a variety of supportive services. This combination ensures that
residents receive the housing and services they need to maintain stable permanent housing and make progress
toward self-sufficiency. Other HUD programs that provide permanent housing, including the Supportive Housing
Program and the Moderate Rehabilitation/Single Room Occupancy program, help meet other needs related to
homelessness, including the development or rehabilitation of permanent housing and the preservation of Single
Room Occupancies, which have traditionally served as the housing of last resort for homeless individuals. Many
communities are increasing their permanent housing stock as a direct result of the statutory requirement that

30 percent of HUD’ homeless assistance funding be allocated to permanent housing.

Results and analysis. According to HUD’s Annual Progress Report data, 34,307 homeless adults moved into
HUD-funded permanent housing, which surpassed the goal of assisting 25,000 formerly homeless persons. This
significant number can be attributed to HUD’s emphasis on increasing the number of permanent housing units
available for people who are homeless reflecting both policy direction in the use of funds as well as increased
appropriations. HUD emphasizes the goal of reaching permanent housing in national broadcasts, the NOFA, and
the homeless assistance application.

Data discussion. Data for this indicator are collected from HUD’s Annual Progress Report. The Annual Progress
Report is submitted by the grantee to HUD as a means of reporting on their HUD-funded homeless assistance
project. The Annual Progress Report is submitted yearly for each homeless assistance project at the end of the
operating year. Because projects begin annual operations at different times, the data reflect projects that ended their
operational year during the calendar year 2003. Due to the varied operation dates for projects, the Annual Progress
Report data for all Annual Progress Report-based indicators represent 37 percent of all projects operating in 2003.
The 37 percent includes all data collected by October 23, 2003. Since the Annual Progress Reports are submitted
from grantees across the country, this represents a statistically valid sampling as verified by previous years’ Annual
Progress Report database reviews.

5.1.2: The number of chronically homeless individuals declines by up to 50 percent
over 5 years.

Background. This indicator supports through measurement, the President’s goal to end chronic homelessness in

10 years. While there currently is no way to directly measure the number of chronically homeless individuals, HUD
is working with other Federal agencies and communities to develop definitions and methods for measuring the
extent of chronic homelessness. This year, agreement was reached with other Federal agencies on the definition for
chronic homelessness.
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HUD is working with communities to develop Homeless Management Information Systems. Once a critical number
of these systems become operational, HUD will collect data from these systems to track this indicator. The capacity to
measure this indicator will have to be developed over the next several years. Preliminary analyses indicate that there
will be challenges with respect to the percentage of facilities within communities that are covered by management
system and differences in definitions of chronic homelessness across communities. In 2004, communities will be
provided with national technical assistance on collecting data related to chronically homeless persons.

Results and analysis. The 2003 homeless assistance application required communities to report on their number of
chronically homeless persons. While these numbers can be used to establish the baseline for reducing the number of
chronically homeless persons, the data collection methods varied across the country. The baseline will be verified

through the 2004 homeless assistance application and through the Homeless Management Information System data.

Data discussion. See Background discussion above.

Objective 5.2: Help homeless individuals and families move to
permanent housing.

5.2.1: At least 29,000 homeless persons will leave HUD transitional housing and
move to permanent housing.

Background. This measure is defined as the number of adults leaving transitional housing who are moving into
permanent housing. A significant portion of HUD’s homeless assistance is dedicated to transitional housing.
Transitional housing projects provide not only housing but also an array of supportive services to help homeless
individuals and families prepare for permanent housing and self-sufficiency. The needs of homeless subpopulations
within a particular community are varied. Some homeless persons need extensive supportive services while in
permanent housing to maintain self-sufficiency. For others, market-rate housing with minimal services is adequate.

Results and analysis. According to APR data, 45,217 homeless adults left HUD’s transitional housing and moved
into permanent housing, exceeding the goal of 29,000. This goal was met as a result of HUD’s emphasis on
increasing the number of permanent housing units available for people who are homeless. HUD encourages local
communities to use HUD homeless assistance funds for permanent housing in national broadcasts, the NOFA, the
application, and by providing bonuses to Continuum of Care communities that propose new permanent housing
projects as their top priority.

Data discussion. Data for this indicator are collected from HUD’ Annual Progress Report. Due to the varied
operation dates for projects, the Annual Progress Report data for all Annual Progress Report-based indicators
represent 37 percent of all projects operating in 2003. The 37 percent includes all data collected by

October 23, 2003. Since the Annual Progress Reports are submitted from grantees across the country, this
represents a statistically valid sampling as verified by previous years’ Annual Progress Report database reviews.

5.2.2: At least 34,000 homeless persons served by HUD-funded supportive services
programs will move to permanent housing.

Background. Moving homeless persons to permanent housing is a priority policy that efficiently uses limited
program resources and effectively meets the longer-term needs of the chronically homeless and targets the general
homeless population. When transitional housing is not available or appropriate for homeless people, they may
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participate in HUD-funded supportive-services-only programs. More than half of people served by HUD’s homeless
assistance programs are in supportive-services-only programs.

This measure is defined as the number of adults who receive services through supportive-services-only projects that
move to permanent housing. There is significant overlap between the people counted in this indicator and the
people counted in the previous indicator (5.2.1). The overlap is a result of people who use HUD-funded transitional
housing and also participate in supportive services programs through a separate provider. As communities
implement client level reporting systems, the extent of this overlap can be more directly analyzed.

Results and analysis. In 2003, approximately 94,442 homeless
persons receiving HUD-funded supportive services moved into
permanent housing, far exceeding the goal of 34,000. This goal
was met as a result of HUD’s emphasis on permanent housing

Homeless Persons Moving to
Permanent Housings

and by encouraging local communities to use HUD funds to % 100

move homeless persons to permanent housing. § 9’4 4
— .

Data discussion. Data for this indicator are collected from g

HUD’s Annual Progress Report. Due to the varied operation § 50 L -

dates for projects, the Annual Progress Report data for all 8 '

Annual Progress Report-based indicators represent 37 percent 2

of all projects operating in 2003. The 37 percent includes all 2 0 | i |

data collected by October 23, 2003. Since the Annual Progress 2001 2002 2003

Reports are submitted from grantees across the country, this & persons moving

represents a statistically valid sampling as verified by previous —— output goal

years” Annual Progress Report database reviews.

5.2.3: At least 115,000 people move into HUD-funded transitional housing.

Background. An important steppingstone toward permanent housing for many homeless persons is the availability
of transitional housing with supportive services to stabilize their lives. Beginning in 2002, this indicator tracked the
number of persons who move into transitional housing funded through HUD’ Homeless Assistance Grants. The
measure includes persons who move into HUD McKinney-Vento funded transitional housing during 2003. These
projects are funded with several prior years’ appropriations.

Results and analysis. In 2003, an estimated 158,824 homeless
persons moved into HUD-funded transitional housing. This far Homeless Persons Becoming
exceeds the goal of 115,000. HUD continues to increase the Housed in Transitional Housings
number of HUD-funded transitional housing beds. HUD also
continues to provide the supportive services necessary to move
people who are homeless from transitional housing to permanent
housing, allowing more vacancies for homeless persons in need
of transitional housing and accompanying supportive services.

300

200

192.4 41588
100 m115
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data collected by October 23, 2003. Since the Annual Progress Reports are submitted from grantees across the
country, this represents a statistically valid sampling as verified by previous years” Annual Progress Report database
reviews.

5.2.4: The number of communities with Homeless Management Information Systems
increases to 75.

Background. Homeless Management Information Systems help homeless service providers improve services and
planning by providing the technological capacity to track the usage of homeless services by specific individuals and
families over time. This information can also help to more accurately determine the size, characteristics and needs
of the community’s homeless population and will serve to track the decline in the chronically homeless and other
homeless caseload. (See indicator 5.1.2.)

Twelve communities have been participating in a technical assistance project to collect unduplicated counts of
homeless service users. These communities are included in the study if at least 75 percent of emergency shelter beds
in the community were reported during 1999. Another four have established Homeless Management Information
Systems with at least 50 percent reporting but not yet 75 percent reporting. The Department established a baseline
of the number of communities with Homeless Management Information Systems and the proportion of emergency
shelter, transitional housing, and permanent supportive housing beds covered by the system during FY 2002.

Results and analysis. As of October 23, 2003, the 2003
homeless assistance application data elements were not
completely entered into the competition database. These

CoC Communities with HMIS

elements, which include the number of communities with an 100

Homeless Management Information Systems, will be entered m75
into the data system by the end of 2003. Early estimates based

on competition priority lists indicate that the goal of 50

75 communities with the Homeless Management Information 24

Systems will be met. The 2004 indicator goal for the o 1,2 f

Homeless Management Information Systems includes at oe : : :
least 360 functioning CoC communities with the Homeless 2000 2001 2002 2003
Management Information Systems. 44— HMIS covering 75% of beds

—@— output goal (HMIS covering 75% of beds)

Data discussion. Rated questions on the FY 2003 McKinney-

Vento community homeless application ask for information

about Homeless Management Information Systems. This is the second time HUD has collected data on local
systems for the Homeless Management Information Systems.

5.2.5: Housing Counseling is provided to 40 percent more renters and homeless
clients in FY 2004 than in FY 2003.

Background. The Department is placing more emphasis on Housing Counseling, including counseling for
homeless clients and families seeking affordable rental housing. This indicator will track the number of clients
counseled to receive decent, safe and sanitary rental housing or temporary shelter. An increase in Housing
Counseling funding in FY 2003 will not only increase the number of renters and homeless clients counseled, but
also allow the Department to provide training to improve the capacity of its Housing Counseling agencies. Due to
the spend out rate of new counseling funds, the increase in funding will not become evident programmatically until
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FY 2004. This indicator therefore will measure the percentage )

. . . Rental and Homeless Clients
increase in the number of renters and homeless clients Counseled
counseled between FY 2003 and FY 2004.

400

Results and analysis. Based on a total housing counseling 2
appropriation of $20 million for FY 2002, 125,973 renters and 5 236
homeless clients are expected to receive housing counseling 2 200 /
services in FY 2003, an anticipated increase of 5.3 percent g 1‘15 o5 130 13V "
over the 119,674 clients counseled during FY 2002, which 3 *
corresponds to an FY 2001 appropriation of $20 million. - o i | i i
Slightly more of the FY 2002 appropriation was competed than 2000 2001 2002 2003 2004
for FY 2001, which explains the slight increase in the number

) . 4 persons housed (actual)
of renters and homeless clients counseled. During FY 2003, —— client counseled (projected)
$39.7 million was appropriated for housing counseling and —&— output goal

255,665 renters and homeless clients are expected to receive

housing counseling in FY 2004. This represents an increase

of almost 103 percent over the anticipated number of clients served during FY 2003, more than two and a half
times the targeted increase of 40 percent. By comparison, $17.5 million was appropriated in FY 1999 with

115,314 clients served during FY 2000. In FY 2000, $15 million was appropriated and 95,206 renters and homeless
clients were served in FY 2001. It is important to note that the Office of Single Family Housing does not compete
the entire housing counseling appropriation, but reserves some funding for training, monitoring, operating the
housing counseling clearinghouse, etc. Competed amounts for FY 2002 and FY 2003 were $19 million and

$ 38.5 million respectively.

Data discussion. FHA collects data on renters and homeless clients counseled through Housing Counseling Agency
Fiscal Year Activity Reports (form HUD-9902). The data include the total number of clients, the type of counseling
received and the results of the counseling. For the purposes of the FY 2003 Performance and Accountability Report,
the Office of Single Family Housing will only be able to report projections for the anticipated percentage increase in
additional renters and homeless clients served between FY 2003 and FY 2004. Projections are based on actual
housing counseling data collected for the grant period 10/1/2001 — 9/30/2002. The actual percentage increase in
additional renters and homeless clients served between FY 2003 and FY 2004 will not be able to be determined until
early FY 2005, when final housing counseling activity data for FY 2004 become available. FHA monitors HUD-
approved housing counseling agencies through site visits to assure quality counseling practices.

5.2.6: At least 19,000 homeless persons become employed while in HUD’s homeless
assistance projects.

Background. Stable employment is a critical step for homeless persons to achieve greater self-sufficiency. HUD
encourages communities to provide comprehensive housing and services to homeless individuals and families. Clients
receiving HUD’s McKinney-Vento assistance receive support, which can include employment training and job search,
to help them achieve greater self-sufficiency. This indicator tracks the number of adult clients who become employed
while in HUD-funded homeless assistance projects. The measure is defined as the difference between the number of
employed adults who left a HUD-assisted project during a program year and the number of those adults who were not
employed when entering the project. One of the eligible activities under the Supportive Housing Program includes
employment assistance. This category, combined with case management, has allowed many communities to focus their
services efforts on employment activities.
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Results and analysis. In 2003, the number of homeless persons
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Homeless Persons Becoming

who became employed while in HUD’s homeless assistance Employed While Residing in HUD
projects was 50,192, exceeding the goal of 19,000. This goal Homeless Assistance Projects
was met because of HUD’s emphasis on increasing the income g 100
of people who are homeless. This will continue to be one of the §
performance areas reviewed on the Annual Progress Report. g
£ 50 450.2

Data discussion. Data for this indicator are collected from =
HUD’s Annual Progress Report. Due to the varied operation t 1635 m1i9o
dates for projects, the Annual Progress Report data for all E o i i
Annual Progress Report-based indicators represent 37 percent 2001 2002 2003
of all projects operating in 2003. The 37 percent includes all .

. 4 persons becoming employed
data collected by October 23, 2003. Since the Annual Progress —=— output goal

Reports are submitted from grantees across the country, this
represents a statistically valid sampling as verified by previous years’ Annual Progress Report database reviews.

5.2.7: Each Offfice of Native American Programs Area Office, and each participating
tribe, will jointly develop a baseline estimate of the number of tribal member
households that are overcrowded by May 30, 2003.

Background. The Office of Management and Budget expressed concern over the extent of overcrowding in
American Indian and Alaska Native households. A component of the Office of Management and Budgets Program
Assessment Rating Tool evaluation of the Native American Housing Block Grant program recommended the
development of a baseline estimate of the number of households that are currently overcrowded.

Results and analysis. This goal was achieved through the development of a baseline estimate of overcrowding
using 2000 census data and the census definition of overcrowding (more than one person per room).

Data discussion. Variances were discovered when comparisons were made between local tribal data, which comes
from actual housing authority counts, and the baseline estimate using 2000 census data. For example, on one
reservation 13 percent of all households were overcrowded according to census counts while 75 percent of
households were overcrowded according to tribal housing authority records. The Office of Native American
Programs is currently working with participating tribes to jointly address the variance issue and develop updated
estimates of overcrowding for those reservations or tribal areas.

Objective 5.3:
Expand efforts to prevent households from becoming homeless.

5.3.1: At least 110,000 households will receive emergency rental or mortgage
payment assistance through the Emergency Food and Shelter program to prevent
homelessness.

Background. The program was not transferred from the Federal Emergency Management Administration to HUD in
FY 2003. The transfer would consolidate and streamline the Administrations’ efforts to effectively address homelessness.

Results and analysis. Not applicable.
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Goal 6:
Embrace High Standards of Ethics, Management
and Accountability

Strategic Objectives
6.1 Improve HUD’s management and internal controls, including FHA’s financial
management, and resolve audit issues.
6.2 Improve accountability, service delivery and customer service of HUD and

our partners.

Performance Report Card - Goal 6

Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
6.1.1 Implementation of integrated financial system v g
6.1.2 The FHA Mutual Mortgage Insurance capital reserve ratio 3.51% 3.75% 4.52% 5.21% 2.00% v
6.1.3 Rate of recovery received on the sale of property through the
Accelerated Claim Program Demonstration a
6.1.4 Resource Estimation and Allocation Process (REAP) implementation Yes Yes v
6.1.5 Implementation of plan to reduce management layers Yes Yes v
6.1.6 Implementation of succession plan, including recruitment and
training programs and initiatives Yes Yes v
6.1.7 Increase representation of Hispanics in HUD workforce. 7.0% 7.0% 7.1% 7.2% 7.3%
6.1.7 Increase representation of white females in HUD workforce. 27.0% 26.6% 26.0% 25.8% 26.9%
6.1.8 Achievement of unqualified audit opinion. Yes Yes Yes Yes Yes v k
6.1.9.1 Number of overdue management decisions on Office of
Inspector General audit recommendations 6% 0% 0% 0% 0% v
6.1.9.2 Number of final actions on audit recommendations that are
overdue more than 12 months 124 122 107 120 54
6.1.10 Number of HUD financial management systems that the Inspector
General determines are not in compliance with Federal standards 17 17 14 v
6.1.11 Obligations through performance-based contracts as a percentage
of obligations for service contracts 17.8% 25.6% 20% v
6.1.12.1 Number of mission critical data systems assessed for data quality 7 8 8 v

6.1.12.2 Number of mission critical data systems monitored for data quality
improvement b

6.1.12.3 Number of mission critical data systems with data quality
certifications (cumulative). 2 4 12 8 v
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
6.1.13 Percentage of system performance goals achieved for automated
data systems and development projects 80% 75% 85% g
6.1.14.1 Completion of Government Information Security Reform Act report Yes Yes v
6.1.14.2 Verification of sensitive information systems Yes Yes v
6.1.14.3 Completion of review of access rights to sensitive information systems Yes Yes v
6.1.14.4 Completion of external penetration test of sensitive information systems Yes Yes v
6.1.14.5 Completion of Enterprise Security Awareness training 64% 100%
6.1.15.1 National average of Public and Indian Housing Information Center
on-time reporting rates for public housing households 89% 85% v
6.1.15.2 National average of Public and Indian Housing Information Center
on-time reporting rates for Housing Choice Voucher households 98% 85% v
6.1.16 Closure of multifamily cases referred to Departmental Enforcement Center v g
6.1.17 Real Estate Owned properties sold to owner-occupants as a percentage
of all Real Estate Owned properties sold 58.3% 54.2% 62.2% 61.5% 65.3%
6.2.1 Percentage of HUD employees satisfied overall. 59% a, b
6.2.2 Level of empowerment, capability and performance focus reported
by HUD partners. a, b, g
6.2.3 Implementation of single-family appraisal protocols through
appraisal monitoring contracts g
6.2.4 Percentage of FHA single-family loan applications processed
through Automated Underwriting Systems 45.6% 58.4% 62.9% 62.7% 72.9%
6.2.5 Percentage of key users of Policy Development and Research
work products who rate them as valuable 81% a, b
6.2.6 Number of Policy Development and Research publications
produced and disseminated through HUD USER 36 70 69 40 v
6.2.7 Number of files downloaded from Policy Development and
Research’s website (millions) 4.0 3.2 25 v
6.2.9 Number of multifamily properties with rent reductions or
mortgage restructuring under Mark-to-Market. 494 615 461 445 470
6.2.10 Percentage of existing eGovernment applications that achieve
performance goals g
6.2.11 Implementation of strategies to streamline the Consolidated Plan g
6.2.12 Share of Consolidated Plans with measurable performance goals
for housing activities and community development activities. 100% 100% v
6.2.13 Number of Consolidated Plan grantees monitored onsite 462 442 485
6.2.14.1 Number of CDBG entitlement grantees who fail regulatory
standards for 1.5 timely expenditure. 181 152 58 44 52 v
6.2.14.2 Number of CDBG entitlement grantees who fail regulatory
standards for 2.0 timely expenditure 64 44 7 4 6 v
6.2.14b Undisbursed balances of grants in Indian Housing Block Grant
for FYs 1998-2001 56% 20% v
6.2.15 Share of completed CDBG activities for which grantees report
accomplishments. 87.5% 88.7% 93.0% 90% v
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
6.2.16 Share of HOME-assisted rental units with occupancy data reported. 76% 80% 88% 90% 91% v
6.2.17 Milestones achieved by the Manufactured Housing Consensus
Committee v g

Values represent fiscal year data unless otherwise noted.)
Data not available.

No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.

Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.
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Objective 6.1: Improve HUD’s management and internal controls,
including FHA’s financial management, and resolve audit issues.

6.1.1: FHA will address financial management and system deficiencies through the
phased implementation of an integrated financial system to support FHA functions
to be completed by December 2006.

Background. This project supports HUD’s cross-cutting strategic goal to embrace high standards of ethics,
management and accountability. By addressing long-standing deficiencies of its financial management systems,
FHA will improve its ability to manage financial risk. This will improve both service to customers and
accountability to taxpayers.

The Federal Housing Administration Comptroller developed the FHA Blueprint for Financial Management Systems
in April 2001 to describe FHA’s goals and objectives for financial management systems and operations. FHA’S
Blueprint, executed in three phases, incorporates the use of a new commercial-off-the-shelf software package to
function as a subsidiary ledger that will capture and report on FHA’s financial transactions in a manner consistent
with Federal rules and regulations. This integrated core financial management system, FHA Subsidiary Ledger, is
certified Joint Financial Management Improvement Program compliant.

The FHA Subsidiary Ledger project addresses financial management and system deficiencies by addressing the
following key objectives:

* Implement U.S. Standard General Ledger and credit reform accounts in the FHA general ledger;
* Implement automated funds control processes using the FHA general ledger;
* Produce FHA financial statements and regulatory reports directly from the FHA general ledger; and

» Eliminate manual accounting processes and improve integration of FHA financial and program systems.
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Some key benefits to FHA management include:
* Improved decision making through the availability of real-time, accurate data;
» Improved ability to manage financial risk;

» Full Compliance of FHA’s financial management systems with Federal reporting requirements.

Results and analysis. FHA achieved the first major milestone of the FHA Subsidiary Ledger project in October 2002
by implementing the new general ledger module of its commercial off-the-shelf core financial package. This Joint
Financial Management Improvement Program-compliant package by PeopleSoft uses the US Standard General
Ledger chart of accounts and classifications essential to Federal credit programs. FHA now has the capability to
record and track budgetary resources, control expenditures against available resources, and automatically produce
financial statement reports directly from the general ledger. FY 2003 key accomplishments include:

* Implementing the new FHA General Ledger on October 1, 2002;

* Implementing the US Standard General Ledger Chart of Accounts and classifications required for FHA credit
programs in the PeopleSoft general ledger module;

» Establishing automated interfaces from FHA insurance systems to the PeopleSoft general ledger and
interfaces with HUD Central Accounting and Program System;

* Enhancing FHAs legacy systems to accommodate new program initiatives, such as the implementation of the
Section 601 program, and further improve system functionality and data quality;

* Integrating the Credit Subsidy Control System with the overall budgetary and funds control functions of FHA
Subsidiary Ledger;

» Establishing short-term compensating controls for funds control and budget execution.

The FHA Subsidiary Ledger project provides:
* Improved accuracy of transactions through integration;
* Improved timeliness of transactions through the real-time update feature;
* Reduced cycle time through the real-time update feature;

» Improved efficiencies or productivity of program areas through elimination of duplicate data entry and
real-time updates;

* Increased automation through the elimination and reengineering of manual processes;
* Ability to perform daily and real-time funds control,;

* Automation of the reconciliation of fund and cash balances;

* Ability to conduct queries of detailed case-level financial data;

» Reduction in the number of legacy mainframe systems by incorporating their functionality into the
commercial off-the-shelf package.

Data discussion. This milestone goal is based on qualitative data from quarterly reports to the Secretary. The HUD
Inspector General validates progress on implementation through independent reviews for Joint Financial Management
Improvement Program certification and periodic reviews and financial audits.
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6.1.2: The FHA Mutual Mortgage Insurance Fund meets Congressionally mandated
capital reserve targets.

Background. FHA’s Mutual Mortgage Insurance Fund funds all expenses, including insurance claims, incurred
under FHA’s basic single-family mortgage insurance program. The insurance program and fund are expected to
be entirely self-financing from up-front and annual insurance premiums paid by borrowers obtaining FHA
mortgage loans as well as from earnings on fund assets. Because the Department is expected to operate the
program in an actuarially sound way, the fund is subject to an annual actuarial review. The review assesses the
fund’s current economic value, its capital ratio, and its ability to provide homeownership opportunities while
remaining self-sustaining based on current and expected future cash flows.

The capital ratio is an important indicator of the Mutual Mortgage Insurance Fund’s financial soundness and of its
continuing ability to make homeownership affordable to more renters when economic downturns increase insurance
claims. The capital ratio is defined as the sum of FHA’s capital resources plus the net present value of expected
future cash flows (resulting from premium collections, asset

earnings, and insurance claim losses) divided by the

unamortized insurance-in-force. This measure is based on the Capital Ratio for FHA Mutual
current capital ratio determined by the independent actuarial Mortgage Insurance Fund

review discussed above.
10%

Results and analysis. The Mutual Mortgage Insurance Fund’s
capital ratio was 5.21 percent for FY 2003. The ratio exceeded

the FY 2002 result of 4.52 percent by 0.69 percentage points. 5% * * .
The congressionally mandated goal of 2 percent was surpassed, * 30750/ aso oM
as it has been since FY 1995. FHA was able to achieve this 35 R 2%
performance level through improved management of its 0% | ‘ ‘ |
portfolio and insurance premiums and improved controls on 2000 2001 2002 2003

data integrity.

4 capital ratio

Data discussion. The measure is determined through the #— output goal

annual actuarial review. The results are validated through the
audit process.

6.1.3: Exceed the rate of net recovery received through the sale of property through
the Accelerated Claim Program Demonstration (Section 601).

Background. A key element of FHA’s business is the payment of claims on defaulted insured loans. Title VI,
Section 601 of the Veterans Affairs, HUD, and Independent Agencies Appropriations Act (1999) reformed the
single-family claims and property disposition process. The legislation enables HUD/FHA to: (i) pay claims upon
assignment of mortgages rather than upon conveyance of the properties; (ii) take assignment of notes and transfer
them to private parties for servicing, foreclosure avoidance, foreclosure, property management and asset disposition;
and (iii) participate as an equity partner with private entities in asset disposition. The overall goal of the Accelerated
Claim Program Demonstration is to accelerate claim disposition and increase the value of the single-family assets,
and therefore the recovery to FHA, while ensuring that FHAs public policy issues are addressed. If this methodology
proves successful, FHA can resolve a substantial percent of defaulted mortgages through the transfer of mortgage
notes instead of through property acquisitions. Currently, FHA plans to make Accelerated Claim Program
Demonstration a permanent program in FY 2004. This indicator tracks the rate of recovery on FHA claims between
FY 2002 and FY 2003.
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Results and analysis. FHA is currently unable to report progress against this performance measure. Due to the
limited amount of data pertaining to recovery on sales in FY 2003 a reliable figure for this performance measure
is not available at the present time. Constructing a reliable baseline for reporting on the net recovery rate for
Section 601 sales will not be possible until a greater amount of data on recovery is available, and FHA should be
able to provide some data in response after the end of FY 2004. The current joint venture partnership will last for a
minimum of three years, and net recovery information will be available further into the life of the partnership.

Data discussion. The progress of the Accelerated Claim Program Demonstration will be monitored through the
Single Family Insurance System — Claims Sub-system, which provides on-line update and inquiry capability to
Single Family Insurance and Claims databases and to cumulative history files. The data will be used as a part of the
overall monitoring of FHA’s portfolio and as a component of the internal controls of FHA. Data for FHA claims
and recovery are audited by the Inspector General.

6.1.4: The Resource Estimation and Allocation Process will be fully implemented and
will establish a baseline for managing resource requirements and prioritizing
staffing allocations by program and office.

Background. HUD implemented a Departmental resource management process called Resource Estimation and
Allocation Process (REAP) that was fully functioning in FY 2003. REAP is a priority investment that allows HUD
to allocate resources in a highly effective and efficient manner to improve performance and also coordinate policy,
performance and staffing-related budget resources. The REAP methodology was developed in conjunction with the
National Academy of Public Administration. The REAP process allows the Department to estimate, allocate, and
validate resources for effective and efficient program administration and management. REAP is being used as a key
tool in managing staffing resources and workload. REAP also will provide a foundation as the Department
develops a comprehensive Strategic Workforce Plan.

Results and analysis. The REAP process was fully implemented in FY 2003 and was utilized to improve the
operations of the Department across all program areas. REAP also was a key tool in developing the FY 2004
President’s Budget Request. REAP was used in the budget formulation process to match policy choices and staffing
related budget resources to maximize efficiency and performance results. REAP analyses provide a baseline for
estimating staffing requirements throughout the Department. The data from the studies have served since 2001 in
the Departmental staffing plans requested by the Congress. As required by the NAPA methodology, in FY 2003, a
refresh of the REAP data was begun and will be completed in FY 2004.

In FY 2002, the Department also implemented the Total Estimation and Allocation Mechanism (TEAM). TEAM is
an automated information system designed to validate REAP baseline data or pinpoint areas for re-evaluation. The
primary purpose of TEAM is to validate REAP data by capturing actual information on workload accomplishments
and time usage by HUD employees. TEAM will accumulate information in a central database and provide
managers and staff with the capability to query and analyze the stored data.

Data discussion. REAP/TEAM data are maintained by the Chief Financial Officer’s Office of Budget. TEAM data
are based on random sampling of work activities.
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6.1.5: HUD will continue implementing its five-year plan to reduce the number of
managers and supervisors and organizational layers in the Department.

Background. In response to OMB Bulletin No. 01-07, the Department will continue its ongoing implementation of
its five-year strategic plan to reduce the total number of managers and supervisors, eliminate unnecessary layers of
organization, increase the span of control of management, place positions closer to the customer and delegate
authority to the lowest possible level. By eliminating unnecessary layers of management and redirecting the focus
on service delivery, it is anticipated that a net decrease in average salary costs will be achieved.

Results and analysis. In March 2003, HUD successfully issued its Five-year Strategic Human Capital Management
Plan (Plan). HUD intends to take a more strategic look at the human capital issues in the department for the next
five years. A complementary performance goal for FY 2004 aims to complete a comprehensive workforce analysis
and produce a workforce plan for the core program business offices.

This five-year plan sets forth the vision, values, goals, objectives, and strategies for future human capital planning
and resource management in HUD. The Plan also will assist the Department in implementing long-range succession
planning strategies to ensure that retiring employees are succeeded by a qualified and diverse workforce.

The first critical component of the Department’s human capital strategy for more effective resource management is
to conduct a workforce analysis. In FY 2003, a workforce analysis was started for the Office of Public and Indian
Housing, and is expected to be completed by December 2003. In FY 2004, HUD will complete individual
workforce plans for the four core program areas: Housing; Public and Indian Housing; Community Planning and
Development; and Fair Housing and Equal Opportunity. In FY 2005, the Departmental workforce plan will be
updated to include HUD support offices. Once complete, this Departmental workforce plan will be used as a
resource for restructuring actions. Where relevant, restructuring actions will include reducing the number of
managers and supervisors and organizational layers.

In addition, organizational de-layering and reducing the supervisor-to-employee ratios were identified as critical
human capital factors to be addressed monthly in the program office self-scoring of human capital initiatives for the
President’s Management Agenda. HUD program offices are challenged to identify and report improvements as part
of their monthly human capital achievements.

HUD also developed a draft Strategic Human Capital Management Implementation Plan with action steps,
performance measures for success, and estimated completion dates to implement the Department’s human capital
strategies. This formalized implementation approach will result in a better-deployed workforce, mission-driven
performance, and increased efficiency and effectiveness of operations.

Data discussion. Data will be gathered from the National Finance Center payroll/personnel system, Departmental
Workforce Analysis, REAP, TEAM and, when operational, from the HUD Integrated Human Resources and
Training System.

6.1.6: HUD will pursue training and development and recruitment strategies
designed to ensure that critical positions are filled.

Background. The GAO has identified the area of succession planning as a “weakness” throughout the Government.
Consequently, HUD is implementing training and development strategies and relying on a range of recruitment
programs, including Executive Development, Emerging Leaders, and the Intern programs to fill vacancies. Guidelines
and procedures also will be developed to help offices utilize the various recruitment programs.
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Results and analysis. In FY 2003, the Department continued to successfully implement its intern programs to
maintain a constant flow of promising and talented individuals to support and ensure a productive workforce. At
the end of FY 2003, HUD retained 257 of its interns, or over 95 percent of those originally employed. More than
30 interns were hired or converted to full time positions during FY 2003. A Departmental intern program
coordinator provides guidance to participating program offices to ensure these interns are trained to fulfill mission
critical skill gaps caused by upcoming retirements. By the end of the first quarter of FY 2004, all interns will have
completed their core training.

In FY 2003, HUD developed the Emerging Leaders Program, which will be announced in FY 2004 for
30 participants. The candidates who are selected will participate in a series of classes to prepare them to
replace the many members of HUD’s current leadership ranks that are eligible to retire in the next five years.

In FY 2003, HUD completed the first technical course in its Operation Brain Trust curriculum that was attended
by approximately 700 employees nationwide. Thirty senior subject-matter employees were selected to serve as
“professors” to transfer their knowledge to others. This program is designed to capture the critical knowledge of
experienced HUD professionals and deliver that knowledge to new and less experienced employees before the
senior employees retire.

In FY 2003, HUD established a new staff for Human Capital and Recruitment to provide additional direct support
and assistance to managers and supervisors on matters pertaining to workforce planning, targeted recruitment and
overall human capital management.

Data discussion. Intern retention data covered the period from FY 2002 through the end of FY 2003. Data are
derived from the HUD Training Academy project managers and their weekly training reports.

6.1.7: Monitor and report improvements in the representation of under-represented
groups in the Department.

Background. It is the policy of HUD to prohibit discrimination in employment because of race, color, religion, sex,
national origin, age, or disability. HUD promotes the full realization of equal employment opportunity through a
continuing Affirmative Employment Program. This Program involves increasing the diversity of the applicant pool
for job openings. When an opening is posted, the Department also sends notices to organizations that represent
women and minorities, and educational institutions with a high rate of women and minority enroliment. HUD’
affirmative employment efforts do not include any hiring

preference based on race or gender. HUD’ Hispanic

representation of 7.0 percent has consistently remained below Representation of Hispanics

the Hispanic Civilian Labor Force representation of 8.1 percent among HUD Employees

for the past several years. HUD’s first diversity goal was to 10%

increase the Hispanic representation to 7.3 percent of

employees by FY 2003. Similarly, HUD hoped to reverse the - . - 8/ 3%
decline in the representation of white females by reaching 7.0% 7.0% 7.1% 7.2%
26.9 percent, in order to close the gap with the Civilian Labor 5%

Force representation of 35.5 percent.

Results and analysis. Equal Employment Opportunity 0% | i i i
Management Analysis System data revealed that neither of the 2000 2001 2002 2003
objectives was fully accomplished for the targeted groups. The & Hispanics

year-end data revealed that the number of Hispanic employees —=— output goal
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increased by 39 (from 689 to 728), and their workforce
representation increased by 0.1 percentage points to
7.2 percent. The number of White females increased by
65 (from 2,530 to 2,595), yet their workforce representation 40%
decreased by 0.2 points to 25.8 percent.

'!
>
I

I 2. PERFORMANCE INFORMATION
OF ETHICS, MANAGEMENT, AND ACCOUNTABILITY

Representation of White Females
among HUD Employees

) _ _ ’ * . n §26.9%
ODEEO will continue to monitor and report on HUD’s 27.0%  266%  26.0% 25.8%
workforce diversity on a quarterly basis. 20%
Data discussion. HUD employment data are tabulated in the
Department’s Equal Employment Opportunity Management o i i i
Analysis System. The Equal Employment Opportunity 2000 2001 2002 2003
Management Analysis System data are believed to be accurate & white females
and reliable. The Equal Employment Opportunity Management —=— output goal

Analysis System data are reviewed by the U.S. Equal
Employment Opportunity Commission.

6.1.8: HUD financial statements receive unqualified audit opinions.

Background. The Department introduced this indicator into its goal structure to maintain a focus on improving and
enhancing HUD’s financial stewardship. On January 31, 2003, the Inspector General issued an unqualified audit
opinion on HUD’s FY 2002 financial statements. The Department has received an unqualified audit opinion for
three consecutive years—an indicator of financial management discipline and stability. The issuance of HUD’
audited financial statements was accelerated by one month for FY 2002, to four months or 123 days after the end of
the fiscal year. HUD plans to further accelerate the issuance of its FY 2003 audited financial statements to 80 days
after the end of the fiscal year. The Office of Management and Budget has mandated that all agencies issue their
audited financial statements within 45 days of the end of the fiscal year, on or about November 15, for FY 2004
and thereafter. To provide more timely financial management information and support for the accelerated audit
process, HUD prepared mid-year financial statements for FY 2002, initiated the preparation of quarterly financial
statements for FY 2003. Quarterly statements were initially scheduled to be issued 45 days after the end of the
quarter and will be accelerated to 21 days after the end of the quarter beginning with the second quarter in FY 2004.

The receipt of an unqualified audit opinion for HUD’s consolidated financial statements is important in restoring
confidence in the Department’s financial statements for the Office of Management and Budget, congressional and
public users. However, HUD is very mindful of the financial management discipline and vigilance required to
maintain that confidence, and of the need for continued progress in resolving remaining material management
control weaknesses and reportable conditions still associated with HUD’s underlying financial management systems
and operations. HUD ended FY 2002 with three auditor reported material weakness and ten reportable condition
issues. The President’s Management Agenda established a goal for elimination of at least three of those 13 issues in
FY 2003.

Results and analysis. HUD met its goal of receiving an unqualified audit opinion on its FY 2003 consolidated
financial statements, as well as the related goals of accelerating the issuance of the audited statements and timely
issuance of quarterly statements during the year. HUD surpassed the related President’s Management Agenda goal
of eliminating at least 3 auditor reported material weaknesses or reportable conditions by eliminating one material
weakness and 3 reportable conditions. Elimination of these issues was indicative of improved controls over FHA’S
general and credit reform accounting and property disposition, and improved controls over the distribution of public
housing operating subsidies.
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Data discussion. HUD financial statement audits are performed by the Office of Inspector General and contracted
resources directed by the Office of Inspector General. Financial statement audits review the adequacy of data
systems and internal controls, as well as compliance with laws and regulations, and identify and recommend
corrective action on weaknesses that are material to the presentation of HUD’s financial statements. Office of
Inspector General audits are independent of HUD management, are performed in accordance with General
Accounting Office auditing standards, and adhere to the Office of Management and Budget and other guidelines
and standards governing the preparation and audit of agency financial statements.

6.1.9: Ensure timely management decisions and final actions on audit
recommendations by the HUD Office of Inspector General.

Background. The large body of internal and external audit work conducted by the HUD Office of Inspector General
results in a significant volume of recommendations involving recovery of disallowed and questioned costs, opportunities
to put funds to better use, and improvements to management controls to reduce the risk of fraud, waste and abuse, and
improve program performance. The Inspector General Act of 1978, as amended, establishes requirements for the timely
resolution and reporting on Office of Inspector General audit recommendations by agency managers. By statute, agency
managers have six months from the date of issuance of an audit report to reach acceptable management decisions with
Office of Inspector General on all audit recommendations. HUD’s goal is to have “no” overdue management decisions
every six-month reporting period. As part of an approved

management decision on an audit recommendation a target date is

established for completing final action on that recommendation. Percent of HUD Management Decisions
HUD management tracks the status of final actions and that are Overdue

established a FY 2003 goal for a 50 percent reduction in final 20%
actions more than 12 months overdue.

Results and analysis. For the semiannual reporting periods ending 10%
March 31, 2003 and September 30, 2003, HUD made timely - 10% A

management decisions on 858 Office of Inspector General audit *
recommendations and met its goal of no overdue management 0% 0% 0% 0% 0%

decisions for the fourth and fifth consecutive periods. o ¢ 1 1 D e S 4
9/99 3/00 9/00 3/01 9/01 3/02 9/02 3/03

However, HUD did not meet its goal for reducing overdue final & overdue management decisions
actions. The Department began the year with an inventory of

783 management decisions requiring final action, with

107 actions more than 12 months overdue. During the year, Final Actions on OIG

858 additional management decisions were made and the Audit Recommendations that are
Department completed final action on a total of Overdue More than 12 Months
831 recommendations, leaving a total of 810 audit 200
recommendations with final actions pending. Of these

810 audit recommendations, 120 were more than 12 months
overdue, a 12 percent increase compared to the balance at the
end of FY 2002. The overall heavy volume of audit resolution
activity this year, and the redirection of audit liaison staff time
to developing and implementing the new audit resolution 0 : : :
system, were contributing factors to this missed goal. HUD will 2000 2001 2002 2003
place a greater focus on analyzing and reducing the number of # overdue recommendations
final actions more than 12 months overdue in FY 2004. —— output goal

124 122 120

100

active audit recommendation
*
2
i
o
~
2
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Data source. HUD’s new Audit Resolution and Corrective Action Tracking System was implemented in FY 2003 as the

data source for this indicator. The data are reliable for these measures. The HUD Inspector General and the Departmental
Audit Liaison in the Office of the Chief Financial Officer reconcile and confirm the accuracy of the data.
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>
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6.1.10: The number of non-compliant financial management systems is reduced
from 17 to 14.

Background. The Federal Financial Management Improvement Act of 1996 requires federal agencies to implement
and maintain financial management systems that comply with federal reporting requirements and accounting
standards, and to support the U.S. Government Standard General Ledger at the transaction level. At the end of

FY 2000, HUD had 67 financial management systems, of which 17 failed criteria for compliance with Federal
requirements. By the end of FY 2002, the total number of financial systems dropped to 48 due to systems
consolidations, terminations and reclassifications, but the number of noncompliant systems remained at 17.
Fourteen of the 17 non-compliant systems were in the FHA where there was a need to replace FHA’s commercial
accounting system with a system that is fully compliant with the federal basis of budgeting and accounting. The
FHA Subsidiary Ledger Project was planned to replace the non-compliant FHA general ledger and to replace or
properly integrate and improve the other 13 non-compliant FHA program feeder systems.

Results and analysis. HUD exceeded this goal by reducing the number of non-compliant systems from 17 to four
in FY 2003. The 13 systems that were brought into compliance or eliminated were as follows:

 Office of Public and Indian Housing—Regional Operating Budget and Obligation Tracking.

» Office of Housing/Federal Housing Administration—Mortgage Insurance General Accounting; Single Family
Insurance System; Single Family Insurance Claims
Subsystem; Distributive Shares and Refund Subsystem; HUD Financial Management
Single Family Premium Collections Subsystems-Upfront Systems that are Non-Compliant
and Periodic; Home Equity Conversion Mortgages; Cash, with FEMIA
Control, Accounting Reporting System; Title | Notes 20

Servicing; Title I Insurance and Claims; Multifamily é '17 ‘17 ‘17 .
Claims System; Tenant Rental Assistance Certification P 14
System. In the case of the 11 FHA systems certified as g 10 N
compliant, 9 are still pending an independent verification g

review. While Tenant Rental Assistance Certification £ *4
System was determined to be substantially compliant, a 0 I \ \ \
business process reengineering study will be undertaken 2000 2001 2002 2003
to improve systems support for eliminating material & non-compliant systems
weaknesses in HUD’s rental assistance programs. —#— output goal

For the remaining four non-compliant systems, the Loan

Accounting System is scheduled for remediation in FY 2005, and the three remaining FHA systems will be
corrected through the continuing multi-year FHA Subsidiary Ledger Project (Single Family Mortgage Notes
Servicing; Single Family Acquired Asset Management; and Multifamily Insurance).

Data discussion. The Office of the Chief Financial Officer maintains the financial management systems inventory,
with input from systems sponsors and cyclical compliance reviews. The data are reliable for this measure. HUD
contracts for financial management systems compliance reviews on a three-year cycle, and the Inspector General
verifies compliance of HUD financial system through audits.
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6.1.11: Ensure that contractors produce results by obligating not less than
20 percent of total eligible service contract dollars using outcome or
performance-based service contracting techniques (for new contracts over $25,000).

Background. The procurement of services is essential to the accomplishment of HUD’s mission. As recommended
by the Inspector General and the General Accounting Office, HUD has made improvements to its procurement
procedures to ensure that contracts for services are timely, cost-effective, produce specified results and place a
financial incentive on the achievement of desired outcomes. These objectives are at the heart of performance-based
contracting, an initiative sponsored by the Office of Management and Budget’s Office of Federal Procurement Policy
for application throughout the Executive branch. Performance based contracting is designed to ensure that
contractors are given the freedom to determine how to meet the Government’s performance objectives, while
ensuring that appropriate levels of quality are achieved and that payment is made only for services that meet these
levels. During FY 2002, HUD increased total obligations for contracts with performance-based features to

$80.4 million. Progress in this area has steadily increased over the years, as demonstrated by the chart.

Fiscal Year Total Performance Based Service
Contract Obligations (millions)

1998 $3.4

1999 $19.3
2000 $48.7
2001 $75.3
2002 $80.4
2003 $112.1

For FY 2003, the goal is to ensure that at least 20 percent of eligible funds for new service contracts are obligated
using Performance Based Contracting.

Results and analysis. In FY 2003, 25.6 percent of total eligible service contract dollars were awarded using
Performance Based Contracting, exceeding the target by over five percentage points and $18 million. During
FY 2003, new Performance Based Contracting obligations reached $83,249,436 while new contract obligations
totaled $325,564,508. The 20 percent goal would have been met with new Performance Based Contracting
obligations of $65,112,902.

When viewed in the context of total procurement activity over $25,000 (as presented in the above table),
Performance Based Contracting obligations reached $112.1 million, an increase of 39.4 percent over the
FY 2002 total. Achievement of this goal is a function of: cooperation between program and procurement
offices in redefining HUD’s contract needs in performance-based terms; senior management emphasis and
support; and active outreach and training.

Data discussion. The data are drawn from the HUD Procurement System, a software application containing
information about all procurement contracts awarded by the Department. HUD Procurement System data are
collected in real time as procurement transactions are completed. Data are entered by procurement personnel and
validated by management during the review and approval of contract documents. Data validity is further checked
by system edits and by staff analysts during report production.
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6.1.12: HUD will assess 8 mission critical systems for data quality, monitor the
data quality improvement schedules for assessed systems that have identified
data quality deficiencies, and certify the data quality of all assessed systems
no later than 3 months after the systems become eligible for certification.

!
5
[l

Background. The Department’s growing concern with the quality of its program data, along with the Secretary’s
desire to accurately report where and how HUD dollars are being spent, led the Department to authorize the
establishment of an Enterprise Data Management Practice. The Enterprise Data Management Practice provides the
ability to manage data as a strategic resource to improve the effectiveness of HUD initiatives, to measure HUD’s
performance in the execution of its mission, and to demonstrate the Department’s effectiveness and impact on
America’s communities. In 2000, the Office of the Chief Information Officer launched an enterprise-wide initiative,
the Data Quality Improvement Program, to ensure the quality of data in HUD information systems.

Data Quality Improvement Program follows a 3-step process: 1) independent assessment, 2) data quality cleanup and
improvement, and 3) certification. Based on the results of its independent assessment, Office of the Chief Information
Officer provides findings and recommendations to the system owners, who are accountable for step 2—data quality
cleanup and improvement. Step 2 efforts correct deficiencies and ensure data quality. When data quality improvements
are completed, the system becomes eligible for an Office of the Chief Information Officer independent certification.
Step 3, certification, repeats Step 1 to verify intended improvements were made and are working.

Results and analysis. In FY 2003, the Enterprise Data Management Practice assessed eight systems, immediately
certified six of the eight systems, and certified two systems assessed in 2001 that had successfully completed Step
2 data quality improvements. HUD met its FY 2003 goal for data quality assessments and certifications. At the end
of FY 2002, seven HUD systems had been assessed and four were certified. Cumulatively, 15 systems have been
assessed and 12 certified through the end of FY 2003.

System Acronym System Name Certification Status

LOCCs Line of Credit Control System Certified 2001
PAS Program Accounting System Certified 2001
SAMS Single Family Asset Management System Certified 2002
MTCS Multifamily Tenant Characteristics System Certified 2002

HUDCAPS HUD

Central Accounting Payment System

Certified 2003

REMS Real Estate Management System Certified 2003
TRACS Tenant Rental Assistance Certification System Assessed 2001
RASS Residential Assessment Subsystem Certified 2003*
NASS Integrated Assessment Subsystem Certified 2003*
PASS Physical Assessment Subsystem Certified 2003*
FASS Financial Assessment Subsystem Certified 2003*
MFIS Multifamily Insurance System Certified 2003*
IDIS-HOME Integrated Disbursement Information System (HOME) Certified 2003*
IDIS-CDBG Integrated Disbursement Information System (CDBG) Assessed 2003
CHUMS Computerized Home Underwriting Management System Assessed 2003

*Denotes systems that were both assessed and certified in FY 2003.
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Data discussion. Each fiscal year, the Department-wide Data Control Board selects by unanimous consent the

8 systems to be assessed and approves the selection of mission-critical data proposed by each system’s Program
Area project team. The Enterprise Data Management Practice recommends the systems to be selected based on

(a) the number and relative importance of Annual Performance Plan performance indicators supported by the
system; (b) determination of whether or not the system has been the subject of recent General Accounting Office,
Office of Management and Budget or Office of the Inspector General audits; (c) percentage of performance
indicators in the current Annual Performance Plan supported by the system that have been repeated from the
previous Annual Performance Plan. Program area project teams review the assessment reports and provide feedback
to the Enterprise Data Management Practice on two occasions before the Final Report is published. Once finalized,
HUD makes assessment and certification reports available on its intranet. Reports include, in spreadsheet format,
the exact data elements assessed, standards against which the data elements were assessed, and the assessment
results. Reports also document and evaluate the system data management environment and the value chain by
which Annual Performance Plan reporting information is extracted from supporting systems and provided for
Annual Performance Plan reporting.

6.1.13: The percentage of existing automated data systems and system
development projects that achieve their performance goals increases by
5 percent from the FY 2002 baseline.

Background. The Department seeks to assess the usability, usefulness, and life-cycle costs of HUD data systems.
The Chief Information Officer has worked with program offices to develop performance measures for a number of
existing data systems and for nearly all system development projects in the Information Technology Investment
Portfolio System, HUD?s strategic capital planning tool for information systems. This results-based approach to
information technology management ensures that HUD complies with the Clinger-Cohen Act, Office of
Management and Budget guidance for capital asset planning, and General Accounting Office recommendations. It
also enables HUD management to be assured that the systems are producing reliable data that will meet user needs
and help HUD manage its business. The FY 2002 baseline was established to be 80 percent of projects meeting
performance goals based on the FY 2002, Fourth Quarter Control Review.

The Department implemented a comprehensive Capital Planning and Investment Control process to ensure that its
portfolio of information technology projects adequately address HUD’s business strategies, and are managed to
achieve expected benefits in accordance with accurate and complete cost, schedule, technical and performance
baselines. As business conditions, priorities, and technologies change, the Capital Planning and Investment Control
process allows for frequent portfolio reviews and alterations that are subsequently reflected in the architecture. By
using this approach, HUD is enabled to better serve the citizens. The performance of HUD? portfolio is reviewed
on a quarterly basis. The quarterly portfolio control reviews facilitate the realignment of the information technology
portfolio based on changes in mission, legislative, or business requirements, in addition to tracking performance
against established baselines. Each project within the portfolio is required to maintain cost and schedule objectives
to ensure that information technology funds are spent efficiently and are providing maximum benefit to HUD.

Results and analysis. This goal was not achieved. For FY 2003, 75 percent of HUD projects met their cost and
schedule goals. As a result, HUD’ overall performance decreased by 5 percent when compared to the FY 2002
baseline of 80 percent. HUD was hindered from achieving this goal because it operated under a Continuing
Resolution through February 20, which funded limited operations and maintenance. In addition, contract awards
were delayed because HUD was converting a significant number of “time-and-materials” contracts to the newer,
performance-based contracting techniques.
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Data discussion. Performance data on HUD’s entire information technology investment portfolio are maintained in
Information Technology Investment Portfolio System, which provides a self-documenting business case for
investments, a central source of cost, risk, and mission support information, and on-line access to information about
individual information technology capital planning initiatives. Information Technology Investment Portfolio System
helps focus information technology investments on HUD’s critical missions, goals, and objectives and helps reduce
the risk associated with information technology investments. Project managers are required to enter data into the
Information Technology Investment Portfolio System quarterly. HUD conducts quarterly control reviews to measure
the progress of each project. Each Program Office and the Office of the Chief Information Officer verify the
reliability and completeness of the performance data for information technology automated data systems and system
development projects. Discrepancies identified within Information Technology Investment Portfolio System are
highlighted to the appropriate Program Office, which makes corrections.

6.1.14: During FY 2003 HUD will complete five milestones in support of its
Computer Security Program.

Background. During FY 2001, GAO identified the need to improve information security as a continuing challenge
across government. HUD has detailed work plans that support its Computer Security Program. Computer security at
HUD supports the HUD mission by assuring the automated files and processes are free from unauthorized access.
This assures HUD management that the confidentiality, availability and integrity of the automated processes are
maintained. These work plans, when executed, result in orderly monitoring, deficiency detection, and deficiency
correction. The work plans provide information on the schedule of activities designed to ensure that a secure
environment exists to protect HUD’s information infrastructure. Five activities were scheduled throughout FY 2003:

* Prepare the Department’s annual Federal Information Security Management Act report;
» Verify the list of sensitive systems in the Department;

» Complete a review of access rights to sensitive data and systems to identify individuals who need background
investigations;

» Conduct an external penetration test; and

* Provide Enterprise Security Awareness training to all employees, covering Federal Information Security
Management Act requirements and all four Critical Infrastructure Protection areas—data, people, facilities
and systems.

Results and analysis. In FY 2003, HUD completed three of the five milestones in support of this critical
infrastructure protection initiative that involves managing, implementing, and maintaining an effective HUD
Information Technology security program. In FY 2003, HUD: 1) completed and submitted its Annual Federal
Information Security Management Act report to OMB; 2) completed and verified the list of sensitive systems;
and 3) conducted an external penetration test.

By December 31, 2003, HUD expects to complete its review of access rights to sensitive data and systems to
identify individuals who need background investigations. During FY 2003, approximately 6,400 individuals

received the required Enterprise Security Awareness Training, and HUD expects all remaining individuals to
complete this training by the second quarter of FY 2004.

Data discussion. Data for this measure are from five-year Security Plan Status Reports developed by the Chief
Information Officer. Data on the training program come from the Chief Information Officer administrative data,
consisting of attendance reports provided by program offices. The status reports provide accurate tracking

FISCAL YEAR 2003 2-91




Ml ||
| Perrormanice b e R

information on planned activities. Program managers regularly review the status reports to ensure that planned
actions occur. Testing of attendees receiving training will indicate depth of training and attendance records will be
compared against employee rolls. Additionally, these activities are reported in the President’s Management Agenda
process. Information Technology Security Program managers regularly review the President’s Management Agenda
status reports to ensure that planned actions occur and are reported in the President’s Management Agenda process.

6.1.15: The national average Public and Indian Housing Information Center on-time
reporting rates for public housing and Housing Choice Voucher households will be
85 percent or better.

Background. Accurate and timely information about the households participating in HUD housing programs is
necessary to allow HUD to monitor the effectiveness of the programs, assess agency compliance with regulations,
and analyze the impacts of proposed program changes. Several outcome indicators in this Performance and
Accountability Report use data about public housing or voucher households that housing agencies submit to the
PIC system through electronic Form 50058 submissions.

The Public and Indian Housing Information Center provides the primary source of data on participation in these
programs, and field staff use the data to monitor housing agencies. 24 CFR 908.101 requires that housing agencies
submit the Form HUD-50058 Family Report electronically to HUD. The Office of Public and Indian Housing uses
Form 50058 reporting rates to evaluate housing agencies and as a criterion in the SEMAP assessment system.

The annual goal for this indicator was revised from 90 percent to 85 percent to be consistent with the programmatic
requirements as outlined in Notice PIH-2000-13, issued April 7, 2000. Based on that Notice, public housing
agencies are to maintain a reporting rate of at least 85 percent.

Results and analysis. Performance data for FY 2003 show that the on-time reporting rate was 89 percent

for households in the Public Housing program and 98 percent for households in the voucher programs

(Housing Choice Voucher, Certificate, and Moderate Rehabilitation programs). Thus both the public housing and
voucher programs exceeded the goal of an 85 percent on-time reporting rate. These results are based on data from
July 1, 2002 to June 30, 2003 and exclude participants in the Moving-to-Work program. The Office of Public and
Indian Housing will continue to carefully track this measure, provide training and technical assistance to Public and
Indian Housing Information Center coaches, and will continue to maintain an 85 percent reporting rate or better.

Data discussion. Late reporting is identified by automated Public and Indian Housing Information Center Form
50058 module reports that specify late re-certifications for each housing agency and flag poor reporters. The tenant
data and summary statistics are electronically available to housing agencies and field offices for verification,
validation, analysis and monitoring purposes. The data reporting period, July 1, 2002 to June 30, 2003, was adjusted
to accommodate the accelerated deadline for this report.

6.1.16: The Departmental Enforcement Center will complete three enforcement
milestones to improve management practices of multifamily housing partners and
reduce fraud, waste and abuse.

Background. The Departmental Enforcement Center under the direction of the General Counsel and in
coordination with HUD Program Offices, has central responsibility for taking enforcement action against
multifamily properties that fail to comply fully with HUD regulatory and business agreements. The Departmental
Enforcement Center working with legal support from the Office of Program Enforcement, processes suspensions
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and debarments and refers civil cases to the Department of Justice and criminal cases to HUD’s Inspector General.
The sum of these actions brings resolution to the most egregious non-compliance issues among recipients of HUD
program resources and ensures compliance with legal requirements to preserve decent, safe and sanitary housing
for low- and moderate-income households.

Mid-year, the Departmental Enforcement Center requested that multifamily referrals counting for the first
milestone goal would be restricted to referrals for physical conditions. During this fiscal year, the Departmental
Enforcement Center committed to the Office of Multi-family Housing that processing of physical referral cases
would be the Departmental Enforcement Center’s top priority in order to align the Departmental Enforcement
Center’s goals with those of Multifamily Housing. This commitment resulted in the implementation of a new
protocol that substantially increased the number of physical referrals to the Departmental Enforcement Center.

The Departmental Enforcement Center also included the Mortgagee Review Board staff responsible for making
recommendations to the Mortgagee Review Board. The Mortgagee Review Board is a statutorily created entity within
the Department responsible for the sanctioning of FHA-approved lenders. The Mortgagee Review Board enforces
program requirements for FHA-approved Title | and Title Il mortgage lenders and issues administrative sanctions and
civil money penalties in cases where lenders have committed fraud and abuse and/or violated HUD regulations.

Results and analysis. The Departmental Enforcement Center far exceeded its goals thus supporting HUD’s
objective to improve the management practices of HUD’s partners as included in the President’s Management
Agenda. These goals reflect three focuses: (1) working with owners to achieve compliance with requirements,
(2) employing administrative sanctions to purge poor practices and projects, and (3) weeding out poor lending
practices. By working efficiently to obtain compliance with legal requirements, the Departmental Enforcement
Center has been successful in helping the Department preserve decent, safe and sanitary housing for low-and
moderate-income households.

In the first goal, the Departmental Enforcement Center planned to reduce the number of Multifamily Housing
physical referrals in the Departmental Enforcement Center as of September 30, 2002 by 80 percent. The
Departmental Enforcement Center began the fiscal year with 235 physical cases. By September 30, 2003, the
Departmental Enforcement Center closed 215 of the 235 physical referrals for a completion rate of 91 percent.
In contrast, in FY 2002, the Departmental Enforcement Center closed 81 percent of its carryover inventory of
multi-family housing referrals (which had included a substantial number of financial referrals). This
accomplishment reflected a significant staff effort to implement new procedures.

The second goal was to complete actions in 75 percent of the cases referred for administrative sanctions. Of the

406 cases identified, the Departmental Enforcement Center completed 354 or 87 percent. In FY 2003, the Departmental
Enforcement Center processed a total of 833 actions (suspensions, proposed debarments and final debarments.) The
Departmental Enforcement Center processes referrals for suspensions and debarments from HUD’s program offices and
the Office of the Inspector General to ensure that the Government conducts business with responsible participants.

The third goal for FY 2003 was to close 75 percent of Mortgagee Review Board cases outstanding as of
September 30, 2002. The number of outstanding cases was 47. As of September 30, 2003, Mortgagee Review
Board had closed 38 cases, or 81 percent.

Data discussion. The Departmental Enforcement Center’s data source for the first goal is the Real Estate
Management System. Real Estate Management System is a database system that maintains data on properties in the
Multifamily Housing inventory. The Departmental Enforcement Center Management System is the Departmental
Enforcement Center’s system by which standardized reports are generated using data in Real Estate Management
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System. These reports reflect the goal accomplishments on a fiscal year-to-date basis. Most of the data are
manually entered into the Real Estate Management System and thus are subject to human error. Monthly reviews of
the goal accomplishments by Headquarters staff provide some quality control, as does the closeout process within
each field office. Before an analyst closes a referral, a supervisor must concur, and a check of the data entries is
conducted. When Headquarters performs a Quality Management Review of the field office, the Real Estate
Management System data entries are checked and compared with the paper files. The Departmental Enforcement
Center uses the Compliance Tracking System to track progress on its second goal. The Compliance Tracking
System is also a database created to track the status of referrals to the Departmental Enforcement Center for
administrative sanctions. This system is crosschecked manually against paper files and against reports submitted

by offices making referrals to the Departmental Enforcement Center. Finally, for the third goal, the Departmental
Enforcement Center draws from a database-requiring manual input to track Mortgagee Review Board cases. The
accuracy of the data is routinely checked against paper files and other HUD systems, including one of the Office of
Single Family Housing’s primary databases.

6.1.17: The share of Real Estate Owned properties that are sold to owner-occupants
will increase by 5 percent.

Background. Real estate owned properties are homes acquired by HUD as a result of mortgage foreclosures and
insurance claim conveyance payments made to lenders. Real estate owned properties held in HUD’s inventory
represent one portion of the Department’s assets and provide a resource for increasing the availability of affordable
homes to potential homebuyers. This indicator tracks one measure of the Department’s success in expanding
homeownership opportunities and helping stabilize neighborhoods. HUD intends to increase sales of its real estate
owned homes directly to families who will occupy them rather than to investors. The FY 2003 goal is to increase the
share of real estate owned properties that are sold to owner occupants by 5 percent from FY 2002 levels. This goal
reflects a projected decline in total real estate owned sales during FY 2003 resulting from the Section 601 program,
which will result in more single-family insurance claims being

sold as notes before HUD takes ownership of the properties.

Results and analysis. During FY 2003, 61.5 percent Real Estate Owned Property Sold
(43,840 out of 71,302) of real estate owned properties to Owner-Occupants

were sold to owner occupants, compared with 62.2 percent 70
(39,214 out of 63,068) during FY 2002. By comparison, the
percentage of real estate owned sales to owner occupants during
FY 2000 and FY 2001 was 58.3 and 54.2 percent respectively.
Although the targeted increase of 5 percent for FY 2003 was
not met, the actual number of sales to owner occupants
(43,840) exceeded FY 2002 results (39,214) by more than
4,600 properties. FHA will continue to work with its
Management and Marketing contractors to increase sales

of real estate owned properties to owner occupants and expand
homeownership opportunities.

65.3%
2

60 —622% g1.5%

58.3%
*

54.2%
50 | 1 1 1
2000 2001 2002 2003

percent of REO sales

4 owners-occupants
—— output goal

Data discussion. The data for this indicator are from FHA’s Single Family Acquired Asset Management System.
The data will be used as a part of the overall monitoring of FHA’s portfolio and as a component of the internal
controls of FHA. Real estate owned data are covered by the Inspector General audit.
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Objective 6.2: Improve accountability, service delivery and customer
service of HUD and our partners.

6.2.1: HUD employees become more satisfied with the Department’s performance
and work environment.

Background. HUD is shifting its focus from administrative processes to customer driven results. Research has
shown a strong correlation between employee satisfaction and customer satisfaction. In follow-up to the FY 2002
Organizational Assessment Survey, HUD will use periodic employee satisfaction surveys each fiscal year to track
performance, progress and the effects of implemented activities. Results will be analyzed and compared with
benchmarks for Federal agencies and private organizations.

Results and analysis. In an effort triggered by the baseline survey results, three major activities were completed
during FY 2003 to improve communication within the Department. HUD completed the model for developing the
Department-wide resource guide and web-page. This template is based on the employee resource guide and website
for Office of Administration employees. HUD began implementing an exit survey that is given to HUD employees
before they leave the department in order to collect information and ideas about their experience while working at
HUD. Focus groups were used to provide a deeper understanding of the Organizational Assessment Survey data by
providing organization context information, prioritizing issues, and developing potential solutions.

In FY 2003, as a result of the focus group work, HUD’s Executive Steering Committee for Human Capital
Management (the Committee) selected four dimensions as the primary Departmental focus areas out of

17 dimensions measured by the survey results. These dimensions are: (1) communications; (2) rewards and
recognition; (3) training and development; and (4) use of resources. An Organizational Assessment Survey action
plan was implemented with three Regional action teams and one Headquarters action team created to develop
recommendations for one of the four dimensions. The action team results will be analyzed and compared with
benchmarks for Federal agencies and private organizations. The baseline findings will be used to identify
performance issues and define specific performance goals. Action team recommendations are scheduled for
presentation to the Committee in January 2004, and will be implemented in FY 2004. In FY 2005, HUD will
conduct another independent survey with a goal of at least a 10 percent improvement in employee satisfaction
within the four primary Human Capital dimensions over the baseline results.

Data discussion. This measure is based on periodic Organizational Assessment Surveys. Although all employees
were surveyed, the response rate for the baseline survey was 37 percent, creating potential for non-response bias in
the results. The extensive previous use of the core Organizational Assessment Surveys instrument has demonstrated
its reliability and established performance benchmarks in the public and private sectors. Survey results will be
available to HUD managers and staff online with confidentiality protections.

6.2.2: HUD partners become more satisfied with the Department’s performance,
operations and programs.

Background. HUD partners are critical to the Department’s overall performance. These partners, which include
government, non-profit and for-profit entities, provide service delivery for a majority of HUD programs. Increasing
their satisfaction with HUD makes them more willing to support HUD and achieve common objectives. HUD’ goal
for this indicator is to observe an increase in satisfaction of partner groups when the study is replicated.
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During FY 2001, HUD conducted a baseline survey of eight partner groups to assess their satisfaction with the
Department generally and perceptions of the recent management changes at HUD. The partner groups surveyed
included: community development directors, public housing agency directors, Fair Housing Assistance Program
directors, mayors, multifamily owners, and non-profit providers. Overall satisfaction of the partners varied greatly,
with FHAP directors and mayors highly satisfied and PHA directors and multifamily owners less satisfied.
Similarly, partner assessments of the HUD 2020 management changes were mixed.

Results and analysis. The survey of current partners was not completed during FY 2003, as HUD?s intention has
been to replicate the baseline survey at three-year intervals. The research project is currently in process for
procurement during FY 2004.

Data discussion. Data for this measure consist of separate summary average satisfaction scores for each partner
group based on a Policy Development and Research survey. The forthcoming study will differ slightly from the
baseline research by focusing on particular stakeholders and particular issues. The survey instrument was pretested
to determine appropriate validation and verification procedures.

6.2.3: HUD will implement procedures to hold lenders accountable for the selection
and performance of appraisers for FHA-insured mortgages.

Background. Single-family homes that are being financed with FHA-insured loans need accurate appraisals of
property to prevent undue risk to the FHA fund. HUD’s monitoring and oversight of these appraisals have been
considered a material weakness of the Department. As part of FHA’s single-family appraisal reform efforts, FHA’s
Office of Single Family Housing planned to create new protocols for the monitoring of lenders’ appraisers. These
new protocols were expected to be implemented through appraisal monitoring contracts and fully implemented in
FY 2003. FHA believes that closer monitoring of lenders by HUD will support improved performance of appraisers.
This indicator tracks the accomplishment of implementing new protocols for the selection and monitoring of
appraisers used by FHA-approved lenders, and corresponds with the FY 2002 President’s Management Agenda,
which established the goal of eliminating most, if not all, falsely inflated appraisals by 2004.

Results and analysis. As of September 30, 2003, regulations to hold lenders accountable for the selection and
performance of appraisers for FHA-insured mortgages had not been published. FHA anticipates publication of such
regulations during the second quarter of FY 2004. However, Single Family Housing has implemented new appraiser
procedures, including Appraiser Watch, a risk-based method for targeting appraisers for review. In future years, the
Department will continue to assess the accuracy of FHA appraisals on an ongoing basis.

Data discussion. Full implementation of this milestone goal will be marked by publication of the rule in the Federal
Register, and intermediate milestones are documented in management reports. The results of appraisal sanctions are
maintained in the Computerized Homes Underwriting Management System Appraisal Sanctioning Screen. Data from
Computerized Homes Underwriting Management System are believed to be accurate and reliable for this measure.

6.2.4: The share of FHA loan applications processed through Automated
Underwriting Systems increases by 10 percentage points.

Background. (See also indicators 2.2.8 and 7.1.4.) Automated underwriting systems are used to assess borrower
eligibility for mortgage insurance through forecasting a mortgage’s future performance using consistent, accurate
statistical methods to compare against other mortgages with similar characteristics. By significantly reducing the
time required to process insurance applications, automated underwriting systems allow significant savings to
borrowers on mortgage closing costs.
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Mortgage scorecards used in conjunction with automated underwriting systems provide an objective evaluation of
default risk on a mortgage. Based on a mathematical analysis of prior loan performance, the scorecard considers the
borrower’s credit history and other application variables and allows the lender or mortgage insurer to more accurately
and objectively asses s the risk on a loan and decide whether to insure that loan. HUD currently has three approved
scorecards developed by third parties for use within the mortgage industry for FHA mortgages. The scorecards,
developed by the industry partners for their automated underwriting systems, will be replaced by the Technology
Open To Approved Lenders Scorecard which will be implemented by the end of December 2003. Automated
underwriting will benefit from the introduction of Technology Open To Approved Lenders through increased
efficiency and greater objectivity in the evaluation of borrowers’ credit worthiness, ultimately expanding
homeownership opportunities. This performance indicator measures the share of FHA loan applications processed
through automated underwriting systems. The FY 2003 goal is to increase the share of FHA loan applications that
are processed through automated underwriting systems by 10 percentage points from FY 2002 levels.

Results and analysis. During FY 2003, 62.7 percent of FHA Applications Processed

single-family mortgage applications were processed for FHA with Automated underwriting
mortgage insurance through automated underwriting systems,
compared with 62.9 percent during FY 2002, falling short of
the target of a 10 point increase over FY 2002 levels.

100%

S

72.9%
[ |
* 2 L 2

One factor affecting the shortfall was HUD’s adoption of 62.9%  62.7%

percent of SF application

. . . - L 50%  §= 58.4%
streamlined refinancing procedures. Refinanced applications do R
not require new underwriting under the streamlined procedures
so they do not need to be processed through automated v | | | |
underwriting systems. Refinancing accounted for a greater 0 o000 2001 2002 2003
share of applications in FY 2003. Thus, the combination of
market demand factors with streamlined processes may have 4 automated underwriting

contributed to the failure to meet the goal. Although the target output goal

was not met, the percentage share of insurance applications

processed remained relatively stable between FY 2002 and FY 2003. Over the same period the number of mortgage
insurance applications processed through automated underwriting systems, regardless of endorsement approval,
increased from 819,111 to 850,745.

Data discussion. The number of endorsements made through automated underwriting systems is based on monthly
reports from the Computerized Homes Underwriting Management System and/or the Office of the Comptroller.
The data have no limitations affecting reliability of this measure, and will be used as part of the overall monitoring
of FHA's portfolio quality and as a component of the internal controls of FHA.

6.2.5: At least 80 percent of key users (including researchers, State and local
governments, and private industry) rate Policy Development and Research’s work
products as valuable.

Background. The Office of Policy Development and Research is charged with providing data on housing and
urban conditions to support program operations and external research, evaluating HUD programs, and preparing
studies on housing conditions, policy and technology. A FY 2001 baseline survey of stakeholders and research
users found that 81 percent rated research products as “valuable.” ¢ The stakeholders and users interviewed included

¢ HUD Office of Policy Development and Research, 2001. “Assessment of the Usefulness of the Products of the Office of Policy Development and
Research.” Available at www.huduser.org.
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academics, nonprofit researchers, building professionals, trade and manufacturing associations, financial
institutions, and housing advocacy groups.

Results and analysis. The FY 2001 baseline survey findings remain the most recent data available for this
measure. Policy Development and Research is assessing the baseline results and recommendations for opportunities
to improve service. For FY 2004, a related web-based survey of HUD USER clients has been contracted.
Components of this study include a customer satisfaction survey of members of the HUD USER listserv and a
survey of individuals who visit the website over approximately six weeks during Spring 2004.

Data discussion. The user survey component of the 2001 survey was based on informal discussions with a
convenient sample of 75 individuals who are either key users or users at the state and local levels. The web-based
survey will be a census of all listserv members and users during a six-week period, and will include features
designed to boost response rates.

6.2.6: Policy Development and Research will produce and facilitate the dissemination
of more than 40 publications through its distribution clearinghouse, HUD USER.

Background. HUD’s Office of Policy Development and Research produces a variety of documents that support
the Department’s policy priorities and help to disseminate information on national housing and community
development issues. These documents include information on housing needs and market conditions, housing
technology research, demonstrations, HUD program evaluations, and policy reports.

Results and analysis. In FY 2003, Policy Development and PD&R Research Publications
Research prepared 69 research publications, and made them
available both to specific research and policy audiences and to

the public at large. This result substantially exceeded the goal 150

of 40 publications because a new category of regular reports,

the Comprehensive Market Analysis Reports, was developed. g100

These reports provide detailed current and forecast market 8 4 *
information that directly supports the viability of new FHA 3 50 pe 0 W 40
multifamily properties. Without the addition of these new 36

reports, Policy Development and Research would still have 0 \ i ‘
achieved its goal with the production of 51 reports. All 2000 2001 2002 2003
publications are available through Policy Development and 4 publications distributed
Research’s clearinghouse at www.huduser.org. —#— output goal

Data discussion. The data are obtained through a manual count based on an internal Policy Development and
Research annual summary report on publications. This count excludes numerous publications that are not
technically research reports. Because many research products take more than one year to complete, the number of
publications in a particular year may reflect funding levels from prior years.

6.2.7: More than 2.5 million files related to housing and community development
topics will be downloaded from Policy Development and Research’s website.

Background. In 1978, Policy Development and Research established HUD USER, an information resource for
housing and community development researchers and policymakers. HUD USER is one of the principal sources for
Federal Government reports and information on housing policy and programs, building technology, economic
development, urban planning, and other housing-related topics. HUD USER also creates and distributes a wide
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variety of useful information products and services and provides research support in the form of an email- and
phone-based Help Desk. Substantial HUD USER activity is an indication of the value of Policy Development and
Research’s work, and of HUD USER’s coordination and outreach activities on behalf of HUD’s customers.

'!
>
I

Results and analysis. Preliminary estimates indicate that during

2003, users will have downloaded over 3.2 million files from the Housing and Community
HUD USER research clearinghouse: www.huduser.org. The Development Information Obtained
result exceeded the goal of 2.5 million downloads, while from the HUD USER Website
showing a decline from the 4.0 million downloads of 2002. 6

Activity in 2003 represents greater research dissemination than

was achieved during 2000 or 2001, as the similar numbers of 8, ¢\”;

those years are based on a less rigorous measure of website S ¢ * 4.0 . 32

activity. The decline from 2002 results partly reflects a S, S 2o

substantial reduction in financial resources for HUDUSER E

in FY 2003. 0 ‘ ‘ ‘
2000 2001 2002 2003

Data discussion. The data are gathered in monthly reports from _

Optimus Corporation, HUD’s contracted research clearinghouse _$ fesaccessed

for HUD USER. No counting errors are expected. The data are —#— output goal

reported for the calendar year, not the fiscal year. Preliminary
estimates reflect the assumption that the average download rate observed in available monthly reports will be
maintained for the remainder of calendar year 2003. Complete actual counts will become available in January 2004.

6.2.9: Under the Mark-to-Market program, HUD will reduce rents on and presesrve
housing on 470 eligible properties with above-market rents.

Background. The Mark-to-Market program seeks to preserve affordable housing stock by maintaining the long-
term physical and financial integrity of such housing and to reduce the Section 8 rental assistance costs and the cost
of FHA insurance claims. Under the Mark-to-Market program, the Office of Multifamily Housing Assistance
Restructuring analyzes FHA-insured multifamily properties for which Section 8 rents exceed comparable market
rents, and reduces Section 8 rents to bring them in line with comparable market rents or levels that preserve
financial viability. Properties also are eligible for full debt restructuring that involves a write-down of the
existing mortgage in conjunction with the reduced rent levels. The original FY 2003 target of completing/closing
500 projects was revised to 470 properties completed/closed, reflecting the pipeline at the beginning of the fiscal
year and performance data. The volume of properties received during FY 2002 was much less than expected and
also a significantly greater portion of the pipeline has been for full debt restructurings rather than rent
restructurings. For FY 2004, this indicator was revised to measure completions and closings as a percentage of
projects in the pipeline at the beginning of the fiscal year.

Results and analysis. During FY 2003, 445 properties were completed/closed under the Mark-to-Market program
resulting in annual Section 8 savings (non-incurrence of cost) of $35.6 million. Office of Multifamily Housing
Assistance Restructuring substantially achieved the goal, reaching 95 percent of the target of completing/closing
470 projects. Throughout FY 2003, Office of Multifamily Housing Assistance Restructuring continued efforts to
reach out and improve communication and coordination with HUD staff, Performance Based Contract
Administrators, owners, and industry groups. The purpose was to educate owners, HUD staff, and other
stakeholders about the M2M program. As a result, 459 new referrals were received into the Mark-to-Market
program, or 24 percent more than were estimated for the fiscal year. In addition, 131 properties re-entered the
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Mark-to-Market program, for a total of 590 referrals for the
fiscal year. (Under the “Once Eligible, Always Eligible” Numbsr Olf '\é'ark‘lto"\garket
provision in the statute, any property that was initially eligible eals Complete

for the Mark-to-Market program but failed to close as a full 1000
debt restructuring remains eligible to re-enter the program.) g
Office of Multifamily Housing Assistance Restructuring 3

tinues its efforts under the Mark-to-Market t : S 470
continues its efforts under the Mark-to-Market program to S50 615
preserve the affordability and availability of low-income rental g 494 461 445
housing and reducing long-term project-based Section 8 rental 5
assistance costs. Overall, an average of 37 projects per month 8 o | ‘ ‘ |
were completed/closed and an average of 38 new referrals were o000 2001 2002 2003

received per month. Over 2,000 properties, resulting in
. . . . 4 completed/cbsed deals
Section 8 savings (non-incurrence of cost) of approximately =— output goal
$142 million per year, have been completed/closed under the
Mark-to-Market program since FY 2000.

Data discussion. This measure uses data from the Mark-to-Market Management Information System. Results

are reported on a fiscal year basis. Values reflect status as of September 2003, including revisions to previously-
reported results caused by properties re-entering the Mark-to-Market program under the “Once Eligible, Always
Eligible” provision. Office of Multifamily Housing Assistance Restructuring has put into place various data quality
checks to ensure that the information stored in the Mark-to-Market Management Information System is reliable
and complete. Bi-weekly data integrity meetings are held between the Office of Multifamily Housing Assistance
Restructuring’s system manager and its Production Office staff. These meetings focus on timeliness in updating the
system as the various milestones of the properties are completed and reviewing system reports to be sure dates and
data are within established parameters. During the audits of Participating Administrative Entities the performance
dates are reviewed against three sources: dates entered into the Mark-to-Market Management Information System;
dates recorded in the their final files; and dates shown on supporting documents such as the date the appraisal was
completed. For those properties that received a full debt restructuring, staff also examine three separate data sources
to be sure all entered data are consistent. The sources include data entered into the Mark-to-Market underwriting
model, information reported in the closing dockets, and data entered into the Mark-to-Market Management
Information System. Internal reports are generated to assist staff in their reviews.

6.2.10: The percent of existing eGovernment applications that achieve their
performance goals increases by 5 percent from the FY 2002 baseline.

Background. The full integration of the capabilities of information technology into the business of the Federal
government is a central objective of the Administration. The Federal government can secure greater services at lower
cost through Electronic Government (eGovernment). HUD’s commitment to transform the way we do business using
eGovernment technology is demonstrated through the linkage of HUD’s eGovernment Program and the Information
Technology budget process. All eGovernment applications must have sound performance measures that are specific,
quantifiable, and linked to the business area programs they support. HUD has identified fifteen major eGovernment
projects that each is being measured based upon the performance goals identified in its FY 2005 OMB Exhibit 300,
Section 1-C, Performance Goals and Measures, which is submitted for all major Information Technology projects.
These eGovernment projects support HUD?s strategic goals and the President’s Management Agenda objective of
Expanding eGovernment in an effort to simplify the delivery of services to citizens, enable the agency’s business
processes to be more efficient, and reduce costs through integration and elimination of redundant systems.
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Result and Analysis. In FY 2003, HUD made significant progress establishing baselines and performance measure
targets for its eGovernment applications. All 15 major eGovernment applications have one or more performance
measures established. Of these, 11, or 73 percent, have quantifiable performance targets established. During the
second quarter of FY 2004, HUD expects to establish the remaining baselines and measurable targets for its
eGovernment applications. HUD’s major eGovernment projects will be monitored and evaluated quarterly to ensure
that they reach their performance targets. The eGovernment projects that do not meet their established performance
targets will be required to develop corrective action plans and be re-evaluated for alignment with HUD’s overall
Strategic Plan and the President’s Management Agenda objective of Expanding Electronic Government.

In FY 2002, HUD’ major eGovernment applications did not have quantifiable and meaningful targets established and
baseline data were not developed. The initial attempt to establish measurable and reportable eGovernment performance
goals was insufficient. Consequently, in FY 2003, HUD’s eGovernment performance measurement efforts were
modified to be consistent with the capital planning performance measurement process, to be less burdensome to
project owners, and to result in substantial performance goals that can be maintained and measured each year.

Data discussion. The data source is the FY 2005 OMB Exhibit 300 information developed for each eGovernment
project. The OMB Exhibit 300 data originated in the various program offices through their efforts to report on their
eGovernment projects’ progress through the Information Technology capital planning process. All eGovernment
projects are selected, controlled, and evaluated through HUD’s Information Technology capital planning process.
Each program area is responsible for tracking and reporting the performance of eGovernment projects during the
Information Technology budget process. Validation of data primarily occurs through the Information Technology
capital planning control reviews and President’s Management Agenda Scorecard for eGovernment.

6.2.11: Streamlining the Consolidated Plan consolidated planning process, making
it more results-oriented and useful to communities.

Background. Communities develop 5-year Consolidated Plans to guide their use of CDBG, HOME, Emergency
Shelter, and Housing Opportunities for Persons with AIDS grants. The President’s Management Agenda includes as a
key priority the streamlining of the Consolidated Plan to make it more results oriented and useful to communities. HUD
is working closely with local program stakeholders to streamline the Consolidated Plan requirement to make it more
results-oriented and useful to communities in assessing their own progress toward addressing the problems of low-
income areas. A stakeholders group was convened to discuss alternatives for improving the process. Working groups
were formed to work with HUD in the design of pilot projects that were tested and evaluated in FY 2003 and FY2004.

Results and analysis. The Department issued guidance clarifying consolidated planning and reporting
requirements in November 2002. The guidance identified minimum requirements that grantees must meet to be in
compliance with the statute and regulations and emphasized the plans should be concise, useful, action-oriented
management tools for States and local governments. The guidance provided greater flexibility and streamlined
submission requirements for grantees. Input from city, county and state representatives from around the country
suggested some streamlining changes that would enhance the usefulness of the consolidated planning and reporting
process. These changes included: 1) integration with existing plans and reporting documents, 2) use of standardized
templates, 3) replacement of the Community 2020 mapping software with a Web based system, 4) decreasing
narrative required, 5) receiving more guidance from HUD on reporting performance and 6) a more flexible
Integrated Disbursement and Information System that allows simple adjustments in performance measurements and
easy collection and organization of data. Three states, ten counties, and eleven cities were selected to carry out
eight pilots that were designed to test ideas developed by six stakeholder working groups.

Data discussion. Not applicable.
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6.2.12: The share of Consolidated Plans that contain measurable performance goals
for housing activities and for community development activities increases.

Background. Communities develop 5-year Consolidated Plans to guide their use of CDBG, HOME, Emergency
Shelter, and Housing Opportunities for Persons with AIDS grants. Grantees are able to choose from a wide array of
activities, so the quality of planning for self-defined objectives is critical. Consolidated Plans that contain specific
goals for housing and for community development encourage community leaders to plan more carefully and to be
more responsive and accountable to citizens over the life of the plans.

During FY 2003, the President’s Management Agenda directed HUD to work with local stakeholders to streamline
the Consolidated Plan, making it more results-oriented or outcome-based, thus making the plan more useful to
communities in assessing their own progress toward addressing the problems of low-income areas. The Office of
Community Planning and Development sought to implement this requirement through the Consolidated Plan
Improvement Initiative that hopes to support local setting and tracking of performance relative to national program
goals, integrating Integrated Disbursement and Information System and the Consolidated Plan.

Results and analysis. Field offices conducted reviews of 1,079 Consolidated/Action Plans received in FY 2003.
By the end of the FY 2002, the CPD Field Offices reviewed 1,069 Consolidated Plans, all of which were found to
have contained measurable goals. All Consolidated Plans reviewed in FY 2003 also contained measurable goals.

The Office of Community Planning and Development issued a notice on September 3, 2003 outlining criteria for state
and local performance measurement systems. This notice asked grantees to: (1) describe, in their next Consolidated
Plan or Annual Action Plan, the method they use to measure the outputs and outcomes of their Community Planning
and Development formula grant programs, or (2) provide a description of their system in the self-evaluation
component of the next Consolidated Annual Performance and Evaluation Report submitted sixty days after the

date of the notice. In such cases, grantees may simply submit a copy of the report from their system.

The performance measurement systems notice is available from the Consolidated Planning website:

http: //imww.hud.gov/offices/cpd/about/conplan/index.cfm. The Consolidated Plan Improvement Initiative is also
implementing some pilots that will try to link goals with outcomes. It is expected that the results of these pilots may
create some additional useful approaches to state and local performance measurement systems by the end of FY 2004.

Data discussion. The Consolidated/Action Plans were reviewed by Community Planning and Development field
staff. Entitlement grantees are required to submit their Consolidated/Action Plan for review and approval by
Community Planning and Development prior to receiving funds.

6.2.13: HUD will monitor 5 percent more Consolidated Plan grantees on site for
compliance with their plans.

Background. Communities develop five-year Consolidated Plans to guide their use of CDBG, HOME, Emergency
Shelter, and Housing Opportunities for Persons with AIDS formula grants. This indicator tracks the extent of
monitoring activity by HUD field staff to ensure that grantees implement their plans to help low-income families
and redevelop distressed neighborhoods.

Results and analysis. Community Planning and Development field staff monitored 442 formula grantees onsite,
4 percent less than last year’ actual of 462 onsite monitoring visits. The result missed the goal of a 5 percent increase.
Due to a limited travel budget, field staff were not able to conduct as many onsite-monitoring visits in FY 2003.
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Data discussion. Data on the number of monitoring trips taken were provided by field offices through the HUD
Integrated Performance Reporting System, the Department’s internal tracking system.

6.2.14: The number of CDBG entitlement grantees that fail to meet regulatory
standards for timeliness of expenditure decreases by 10 percent to 132, and the
number that carry balances above 2.0 times their most recent grant decreases by
15 percent.

Background. Entitlement communities have extensive flexibility to use CDBG funds for locally defined purposes.
However, they must use funds for eligible activities that meet the CDBG program’s national objectives and
implement their activities in fiscally responsible ways. To meet timeliness standards, grantees may not have funds
in their line of credit exceeding 1.5 times the value of the most recent grant, as measured 60 days before the next
subsequent grant. This measure is important because it is the best overall indicator of whether a grantee has overall
capacity to implement its program. A CDBG entitlement grantee’s failure to timely implement its program denies
low- and moderate-income persons from assistance that improves their quality of life.

This measure uses data provided by the Integrated Disbursement Information System. HUD also began, in FY 2002, to
track the number of grantees with undrawn funds of more than 2.0 times the value of the most recent grant.

Results and a_nalysis. The goal for FY 2003 was to reduce the CDBG Grantees Failing the 1.5
number of untimely entitlement grantees by 10 percent. At the Timeliness Standard
beginning of FY 2003, the number of untimely entitlement

grantees was 58. By the end of FY 2003, the number of 200 el81

untimely entitlement grantees was reduced to 44. HUD has 152

exceeded its goals for this indicator. The 44 untimely grantees
are significant because 42 of those grantees became untimely 100

for the first time during this fiscal year. Under current policy, 38 5,2
these grantees must become timely during their current A

program year or risk losing those funds that exceed the 0 1 1 1
standard. 2000 2001 2002 2003

grantees

. i 4 failing 1.5x expenditure standard
In November 2001, the Assistant Secretary for Community —=— output goal

Planning and Development established an aggressive policy

in dealing with untimely grantees. Simply stated, an untimely

grantee that failed to make substantial progress in its rate of CDBG Grantees Failing the 2.0
expenditure by its next measure in FY 2002 (or FY 2003 for Timeliness Standard
January — March grantees) would have its CDBG entitlement
grant reduced by a proportion of the amount exceeding the
1.5 threshold. Further, beginning with FY 2003, any grantee o5

100

that exceeded the 1.5 ratio for a second year in a row would 8 a4

have its next grant reduced to the 1.5 ratio. The policy also 5 >0 A4

established that any grantee that was not previously untimely, 2

but became untimely during the fiscal year, would have until Z 6
the next measure to become timely or face a grant reduction 0 20‘00 20‘01 20‘02 2(:);
to the 1.5 level. The policy has had a direct bearing on the

achievement of the goals. 4 failing 2x expenditure standard

—— output goal
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The FY 2003 goal for the number of grantees that exceeded a 2.0 level of untimeliness was to reduce the number
by 15 percent from the FY 2002 baseline. This goal was also surpassed. In FY 2002, there were 7 entitlement
grantees whose drawdown ratios exceeded 2.0. As of October 2003, that number was 4 grantees. Under current
policy all of these grantees will meet the timeliness standard by their next measure or will have their grants reduced
by the amount that exceeds the standard.

Data discussion. All figures are based upon the actual drawdown of CDBG funds in each grantee’s letter of credit
and balances remaining. HUD develops monthly timeliness reports showing which grantees are not timely that
month. HUD’s source for this data is Community Planning and Development’s Integrated Disbursement
Information System.

6.2.14b: Reduce the undisbursed balances of grants in the Indian Housing Block
Grant program by 20 percent for Fiscal Years 1998 - 2001.

Background. This indicator measures the amount of undisbursed Indian Housing Block Grant funds remaining as
of September 30, 2003, from the total amount allocated beginning with FY 1998 through 2001. The reduction is
measured as a comparison to the undisbursed balance as of September 30, 2002. The undisbursed balances
represent funds that have not been drawn-down by grant recipients.

Results and analysis. As of September 30, 2003, the aggregate reduction to the undisbursed balance from the
September 30, 2002 level was approximately 56 percent. The stated goal was a 20 percent reduction; however,
through better coordination with, and cooperation from, the grant recipients the final actual accomplishment
exceeded the goal by 36 percentage points.

Data discussion. The data on undisbursed funds are derived from the Line of Credit Control System data provided
by the Public and Indian Housing Office of Administration and Budget.

6.2.15: The share of completed CDBG activities for which grantees satisfactorily
report accomplishments increases to 90 percent.

Background. This indicator tracks the level of reporting of CDBG activity accomplishments in the Integrated
Disbursement Information System. Integrated Disbursement Information System collects data for HUD’s formula
grant programs that serve local jurisdictions. The CDBG reporting rate is measured by the proportion of completed
activities for which grantees have provided accomplishment data for activities that qualify under three of the criteria
for the national objective of principally benefiting persons of low- and moderate-incomes: jobs, housing and
limited clientele. To meet the threshold for satisfactory reporting, each grantee must report accomplishments for

at least 90 percent of its activities funded under these criteria after an activity’s reported completion. Typical
accomplishments reported for the three areas are numbers of jobs created, housing units assisted, and persons or
households served. Activities under the remaining national objectives categories are not included in this indicator.
This indicator is important because it reflects a benchmark of the overall quality of the information grantees
provide in the Integrated Disbursement Information System.

Results and analysis. During FY 2003, reported accomplishments for 92.97 percent of all covered activities were
reported as completed. This exceeds the goal by 2.97 percentage points. During FY 2003, CDBG grantees reported
39,281 completed activities covered by this indicator. Of these, approximately 36,520 had reported
accomplishments. For FY 2002, grantees reported 44,476 completed activities of which approximately 39,470 had
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reported accomplishments. The FY 2003 reporting rate of Reporting Rate
92.97 percent rate is a 4.77 percent improvement over the for Completed CDBG Activities
FY 2002 reporting rate of 88.74 percent and is a continued

e}
improvement over previous years’ reported rates. 3 100%
g & 93%
. . . Q P'S B 90%
These improved reporting rates are due largely to Community 2 p—_—y 88.7%
Planning and Development’s data clean-up efforts over the last E gom =7
fiscal year. Data clean-up efforts will continue during FY 2004. 8
o
Continued improvement in reporting rates may occur as HUD E
. . . o 60% | i i
improves the Integrated Disbursement and Information System a 2001 2002 2003

to include more edits as well as improved data entry methods.
The overall improvement of Integrated Disbursement
Information System is scheduled over the next several years.

4 activities reported
—@— output goal

Data discussion. Integrated Disbursement and Information System. HUD relies on grantees to enter data into
Integrated Disbursement Information System. Completeness of reporting is only one criterion of data quality.
Community Planning and Development field staff will monitor grantees on a random-sample basis.

6.2.16: The share of HOME-assisted rental units for which occupancy information
Is reported increases by 3 percentage points.

Background. This indicator tracks the reporting by HOME participating jurisdictions into HUD’s Integrated
Disbursement and Information System of data describing the households who occupy HOME-assisted rental units.
This information helps HUD assess compliance with HOME-assisted tenant income limits, as well as determine
who is benefiting from the HOME program.

Results and analysis. During FY 2003, 90 percent of rental
units had occupancy information reported in the Integrated
Disbursement Information System. This is a 2 percentage point
increase over the FY 2002 level of 88 percent, and substantially 100
meets the FY 2003 the goal of a 3 point increase.

HOME-assisted Rental Units with
Occupancy Information Reported

91%

_ R - —
HUD relies on HOME participating jurisdictions to enter data 5 50 * 88%
into the Integrated Disbursement Information System. HUD 5 82%
will continue to use ongoing data clean-up, intensive follow-up § 76%
with participating jurisdictions, and a new individualized g | | | |
Part|C|!oat!ng Jurlsdlctlor] performance “SNAPSHO'T." discussed 60 2000 2001 2002 2003
under indicator 2.3.4 to improve grantee accountability and
encourage more complete data entry. @ units with occupancy reported

—— output goal

Data discussion. Data entered by participating jurisdictions in
HUD?s Integrated Disbursement and Information System are used to track performance. Future annual performance
plans will continue to track the share of HOME-assisted rental units for which occupancy information is reported.

FISCAL YEAR 2003 2-105




Ml ||
| Perrormanice b e R

6.2.17: Through the Administering Organization, HUD will support the
Manufactured Housing Consensus Committee in meeting the milestones
provided in the Manufactured Housing Improvement Act of 2000.

Background. The Manufactured Housing Improvement Act of 2000 (the Act) establishes responsibilities and
procedures for the Federal Manufactured Housing Program. These responsibilities and procedures include procuring
the services of an Administering Organization, and monitoring the performance of the Manufactured Housing
Consensus Committee. Ensuring the performance of the Consensus Committee makes it accountable for its
statutory responsibilities. These include the development of standards for installing manufactured housing, and

the review and updating of current design and construction standards for manufactured housing — a primary source
of homeownership for first-time homebuyers. As mandated by the statute, HUD procured the services of an
Administering Organization. The Department monitors the performance of this organization in supporting the
Manufactured Housing Consensus Committee, also established by statute.

At least once in each 2-year period, the Consensus Committee must consider revisions to the Federal Manufactured
Housing Construction and Safety Standards. The Department, through the AO, will assist in this process as
necessary. The Act requires the Department to publish standards and regulations for the installation of
manufactured homes and regulations for dispute resolution, within five years of the date of the Act, following
receipt of proposals by the Consensus Committee. In FY 2003, the Consensus Committee was required to submit to
HUD proposed regulations and standards for the development of these two initiatives. HUD’ FY 2003 performance
goal was to ensure that these milestones were achieved. While the Department will work closely with the
Administering Organization and the Consensus Committee to monitor their progress, these partner organizations
operate largely outside HUD’s control.

Results and analysis. HUD’s FY 2003 performance goal was to support the Consensus Committee in its efforts to
develop proposed regulations for installation standards. The Department has fully met this target by facilitating
through the Administering Organization three Consensus Committee meetings of approximately 2 */> days each;

twenty-two teleconferences of the Manufactured Housing Consensus Committee subcommittees resulting in the
receipt of two sets of recommended changes to the Manufactured Housing Construction and Safety Standards; and
two recommended changes to the Manufactured Housing Procedural and Enforcement Regulations.

In addition, the Administering Organization provided technical and administrative support to the Consensus
Committee by maintaining and providing updates to the Manufactured Housing Consensus Committee website,
and subcontracting support from Danner & Associates to provide regulatory drafting support.

The efforts of the Department have allowed the Consensus Committee to foster better communications within the
Committee and with HUD. This process has also resulted in the itemization of revised installation standards and the
development of a voting ballot for those items to be included in the proposed regulations.

Data discussion. Accomplishments are assessed through periodic progress reports submitted by the Administrating
Organization to HUD’s Office of Manufactured Housing and Construction Standards, and the Department’
participation in the Manufactured Housing Consensus Committee and subcommittee meetings.
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Goal 7:
Ensure Equal Opportunity and Access to Housing

Strategic Objectives
7.1 Reduce housing discrimination.
7.2 Improve the accessibility of housing to persons with disabilities.

7.3 Improve housing options for the elderly.

Performance Report Card - Goal 7

Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met

7.1.1 The rate of housing discrimination. g
7.1.2 Share of the population with adequate awareness of fair housing law. 51% b, f
7.1.3 Number of fair housing conciliation/settlement agreements completed

by Fair Housing Equal Opportunity staff 906 859 1,010 1,060 1,000 v
7.1.4 Percentage of FHA single-family loan applications processed through

Automated Underwriting Systems. See 6.2.4
7.1.5 Number of FHIP groups funded in underserved areas. 2 0 7 2 2 v
7.1.6 Number of agencies rated as substantially equivalent. 89 94 96 98 98 v
7.1.7 Number of fair housing conciliation/settlement agreements

completed by FHAP grantees 1,397 1,390 1,635 1,876 2,044
7.1.8 Share of fair housing complaints that age in HUD inventory. 82% 37% 29% 19% 25% v
7.1.9 Share of fair housing complaints that age over 100 days in

FHAP inventory. 68.4% 69.3% 45% 43% 35%
7.1.10 Baseline number of fair housing complaints in counties bordering

Mexico that are identified by FHIP grantees a
7.1.11 Number of HUD grantees that Fair Housing Equal Opportunity

reviews for compliance with accessibility requirements 50 60
7.2.1 Share of new multifamily buildings accessible to persons with

disabilities. a
7.2.2 Section 504 compliance reviews of HUD recipients. 47 68 80 75 90
7.3.1 Number of assisted living units in Section 202 projects

completing conversion. 2,618 v a, h
7.3.2 Number of elderly households in public or multifamily projects served

by service coordinator (1000s). 63 88 111.2 96.8 v
7.3.3 The share of elderly households in assisted multifamily housing satisfied

with housing (service-enriched vs. non-service-enriched). a, g
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met

7.3.4 Number of Section 202 and 811 projects reaching initial closing. 278 301 307 334 250 v

7.3.5 Cumulative number of Section 202 projects converted to assisted living. 2 13 10 v

Values represent fiscal year data unless otherwise noted.)
Data not available.

No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.

Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.

x— - TQ "0 Qo0 oT®

Objective 7.1: Reduce housing discrimination

7.1.1: Housing discrimination declines 2 percentage points from 1989 national levels
by 2001.

Background. Reducing housing discrimination is more important than ever as the share of the population that

is minority continues to increase and as much of that growth comes from a large influx of diverse immigrant
groups. Census data shows that, between 1990 and 2000, geographical concentration of poverty and isolation of
low-income households worsened. Studies continue to show that discrimination against minorities seeking to buy
or rent homes is very common.

HUD is committed to vigorous enforcement of the fair housing laws to help ensure that all households have equal
access to rental housing and homeownership opportunities. HUD also is committed to a strategy of encouraging
local creativity in promoting housing choice.

Results and analysis. Phase | of the four-phased Housing Discrimination Study (HDS 2000) documents and
analyzes housing discrimination in the United States for both the rental and sales markets. Key products from this
study include an estimate of the change in discrimination against blacks and Hispanics since 1989; current national
estimates of discrimination against blacks, Hispanics, and Asian Americans and Pacific Islanders; and report cards
for selected states and metropolitan areas. The final report was released on November 7, 2002.

As reported in the FY 2002 Performance and Accountability Report, HDS 2000 shows African Americans and
Hispanics receive adverse treatment relative to non-Hispanic whites in over 20 percent of initial rental search
inquiries and over 15 percent of initial home purchase inquiries. This represents a large decrease between 1989
and 2000 in the level of discrimination experienced by Hispanics and African Americans seeking to a buy a home.
There has also been a modest decrease in discrimination toward African Americans seeking to rent a unit. This
downward trend, however, has not been seen for Hispanic renters who now are more likely to experience
discrimination in their housing search than African American renters.

Phase Il of HDS 2000, released in FY 2003, shows the results of HUDs first nationwide study of housing
discrimination against Asians and Pacific Islanders. The study showed that in approximately one in every five rental
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or sales transactions whites are consistently favored over Asians and Pacific Islanders.

Phase I11 of HDS 2000, also released in FY 2003, provides the first-ever metropolitan estimates of the level of
housing discrimination against Native Americans who do not live on reservations. In one of the metropolitan areas
studied, whites were consistently favored over Native Americans in 33 percent of rental transactions.

Phase IV of HDS 2000, measuring levels of discrimination against persons with disabilities, is now in the data
gathering stage. Publication of results is not expected until 2006.

The most troubling finding of HDS 2000 is that since 1989 discrimination against Hispanic renters has not declined
but rather remains unchanged.

Data discussion. Consistency measures are reported here as the Urban Institute’s best estimate of discrimination.
While alternative methods exist for calculating the overall level of discrimination, the alternative methods generally
show the same pattern of change. Sensitivity analysis showed that some differences in treatment are attributable to
different agents. Results for multiple measures are presented in HUD? “Discrimination in Metropolitan Housing
Markets: National Results from Phase | HDS 2000,” conducted by the Urban Institute. The HDS 2000 was based on
4,600-paired tests conducted in 23 metropolitan areas during FY 2000. The research is representative of experiences
of qualified home seekers, who are basing their search on newspaper advertisements in major metropolitan markets,
during their initial encounters with rental or sales agents. The report is available at http:
Ilwww.huduser.org/publications/hsgfin/phasel.html.

7.1.2: The share of the population with adequate awareness of fair housing law
increases from the 2001 baseline by 2004.

Background. Increased public awareness of fair housing laws reduces discriminatory actions. Prior to a study
begun in FY 2000, no nationally available data existed to estimate the extent of awareness. The findings of the
study support the conclusion that there is relatively widespread, if not universal, knowledge of certain fair housing
protections and prohibitions, yet the public understands some areas of the law such as protections for families with
children much less well than others.

The survey was designed to represent all adults in the nation. The survey’s questionnaire includes 10 brief scenarios
describing decisions or actions taken by landlords, home sellers, real estate agents, or mortgage lenders. Eight of
the scenarios involve conduct that is illegal under federal housing law. One-half (51 percent) of the general public
can correctly identify as unlawful six or more of the eight scenarios describing illegal conduct. Conversely, less
than one-fourth (23 percent) knows the law in only two or fewer of the eight cases. The average person can
correctly identify five instances of unlawful conduct. Looked at on a scenario-by-scenario basis, a majority of the
public can accurately identify illegal conduct in seven of the eight scenarios.

Using this information as a baseline, HUD will perform a similar survey in FY 2004 to ascertain whether public
awareness has increased during this time period.

Results and analysis. This indicator tracks the effect of prior fair housing enforcement activities and public
information campaigns funded by FHIP Education and Outreach grants on the level of public understanding of
rights and responsibilities under the Fair Housing Act. Results of these surveys will be released beginning in

FY 2006. The FY 2004 follow-up survey results will guide future policies and programs beginning with FY 2006
to educate the public about rights and responsibilities under the Fair Housing Act.
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Data discussion. Data source is a Policy Development and Research survey, “How Much Do We Know? Public
Awareness of the Nation’s Fair Housing Laws,” released in the fall of 2001. Data from this survey constitute a
baseline for follow-up surveys that will begin in the fourth quarter of 2004. The research was designed to produce
statistically valid and reproducible estimates.

7.1.3: Provide protected classes under the Federal Fair Housing Act with increased
access to sale and rental housing without discrimination by completing at least
1,000 fair housing conciliation/settlement agreements in FY 2003.

Background. HUD investigates and resolves complaints of alleged housing discrimination from private citizens and
interest groups throughout the nation. Through vigilant enforcement efforts HUD is transmitting the message that
fair housing laws are a key priority and must be obeyed. HUD has worked diligently to increase public awareness of
laws prohibiting discrimination in order to ensure that persons victimized by discrimination know how and where to
file fair housing complaints. It is the Department’s goal to motivate persons who experience this kind of harm to act
in order that discrimination can be identified and eliminated. In addition, HUD and its partners have worked to
increase capacity to effectively investigate a wide variety of civil rights complaints and to enforce the Federal Fair
Housing Act and equivalent laws.

Results and analysis. In FY 2003, HUD’s Office of Fair Fair Housing Conciliation/Settlement
Housing and Equal Opportunity completed 1,060 conciliation Agreements Completed by HUD Staff
or settlement agreements, an increase from the FY 2002 level

of 1,010 and exceeding the goal of 1,000 conciliation or ; 100 1,060
settlement agreements. The result of these actions has 5 1000 . t
helped to increase homeownership among racial minorities. < 0906 7S 1010 1000
Homeownership helps to improve a family’s asset accumulation & 859 '
by building equity. It also helps to strengthen and stabilize g =00
neighborhoods. ©

0 | i i i
Data discussion. Resolutions of each complaint are recorded in 2000 2001 2002 2003
Office of Fair Housing and Equal Opportunity’s Title VIII & conciliation/settlements
Automated Paperless Office and Tracking System. The number —&— output goal

of conciliation/settlement agreements completed by the

Department is a valid measure of Office of Fair Housing and

Equal Opportunity’s success in reaching members of the public who have experienced discrimination and
effectively processing their cases.

7.1.4: The share of FHA loan applications processed through Automated
Underwriting Systems increases by 10 percentage points.

This indicator appears here because it supports the Strategic Objective of reducing housing discrimination. It
discussed more fully as indicator 6.2.4 where it supports strategic objective 6.2: Improve accountability, service
delivery and customer service of HUD and our partners.
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7.1.5: At least two new fair housing groups are funded by Fair Housing Initiatives
Program (FHIP) through collaborative efforts between fair housing and community
or faith-based organizations.

Background. Many communities do not have strong State or local legal protections from housing discrimination.
HUD’s FHIP addresses this shortfall by helping independent fair housing groups to educate, to reach out, and to
ensure compliance with the Fair Housing Act and the Americans with Disabilities Act. Although the number of
agencies funded depends on the level of appropriations, HUD intends to increase the impact of FHIP by improving
collaboration with community and faith-based organizations.

Results and analysis. During FY 2003, the Office of Fair Housing Equal Opportunity met its goal of funding

two new fair housing groups through collaborative efforts between fair housing and community or faith-based
organizations. Awards to these new organizations were completed before the end of FY 2003. The two newly
funded grantees represent an increase in the nation’s capacity to provide coordinated enforcement of fair housing
laws. The two newly funded FHIP grantees are National Community Reinvestment Coalition and Jacksonville Area
Legal Aid, Inc. The Fair Housing Assistance Program also funded two new agencies in FY 2003, Lancaster, PA and
the State of Arkansas.

Data discussion. The Office of Fair Housing Equal Opportunity staff independently verifies the status of new agencies.

7.1.6: The number of enforcement agencies rated as substantially equivalent under
the Fair Housing Act increases by two to total 98 agencies.

Background. HUD provides FHAP grants to “substantially equivalent” fair housing agencies to support fair
housing enforcement. Substantially equivalent agencies are those that enforce State fair housing laws or local
ordinances that are substantially equivalent to the Fair Housing Act. This indicator tracks the number of
enforcement agencies that have been certified as substantially equivalent.

Results and analysis. During FY 2003, the number of agencies
that are certified increased by two, from 96 to 98. Working
with state and local partners — as well as the private sector —
the Department is involved in a cooperative effort to increase 100 98
access to the nation’s housing stock so that more Americans e ;3
can afford to live where they choose and can afford. This

effort supports the strategic goal of expanding national
homeownership and minority homeownership. The newly
certified agencies — located in Lancaster, Pennsylvania and
the State of Arkansas — represent an increase in the nation’s 80 | i i i
capacity to provide coordinated enforcement of fair housing 2000 2001 2002 2003
laws.

Number of Substantially Equivalent Fair
Housing Enforcement Agencies

94
90 &
89

certified agencies

4 substantially equivalent agencies

. . .. . . . ) —— output goal
Data discussion. FHAP administrative data are maintained in

the Office of Fair Housing Equal Opportunity’s Title V11

Automated Paperless Office Tracking System. This indicator uses a straightforward and easily verifiable count of
FHAP agencies. Determinations of substantial equivalency are made by the Assistant Secretary for Fair Housing
and Equal Opportunity in accordance with the regulations at 24 CFR Part 115.
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7.1.7: FHAP grantees increase the number of fair housing conciliation/settlement
agreements processed by 25 percent.

Background. Increasing the number of conciliation/settlement agreements processed by fair housing agencies
boosts the visibility of fair housing laws, forces potential violators to stop discriminating, and reduces HUD’s
enforcement workload. HUD is committed to vigorous enforcement of the fair housing laws to help ensure that all
households have an equal access to rental housing and homeownership opportunities. HUD is also committed to a
strategy of encouraging local creativity in promoting housing choice. This effort supports the strategic goal of
expanding national homeownership and minority homeownership. This indicator tracks the number of “substantially
equivalent” grantees funded by the Fair Housing Assistance Program that post significant increases in enforcement
activity. The FY 2003 goal was to increase by 25 percent the aggregate number of complaints that FHAP grantees
investigate and close during the fiscal year.

Results and analysis. During FY 2003, FHAP conciliation or Fair Housing Conciliation/Settlement
settlement agreements were 1,876, compared with a FY 2002 Agreements Completed by FHAP-
baseline of 1,635. The 14.7 percent increase fell short of the Funded Agencies

goal of a 25 percent increase in effort but represents strong 3000

continuous progress. In FY 2004 HUD will continue to assist ” 2,044
FHAP organizations in reducing their aged case backlog for é 2000 s
FY 2003. This will be accomplished further through % . . 4 1.876
monitoring, training, and technical assistance that HUD 000 1397 1300 °%°

will provide to the substantially equivalent agencies. This 5

effort will reassure the public that when a complaint is filed ° o | i i i
action will be taken. 2000 2001 2002 2003
Data discussion. FHAP data are maintained in the Title V111 & conciliators/settlements

Automated Paperless Office and Tracking System. Although the ouput goal

data are self-reported by FHAP agencies, Title V111 Automated
Paperless Office and Tracking System controls quality by tracking the progress of cases from receipt through closure.

7.1.8: The percentage of fair housing complaints aged over 100 days will
decrease by 4 percentage points from the FY 2002 level of the HUD inventory.

Background. The efficiency of enforcement processing is an

important dimension of the fair housing performance of HUD Percentage of Fair Housing Complaints
and of substantially equivalent agencies. Speedy processing in HUD Inventory that are Aged
encourages victims of discrimination to file complaints and 2
increases the likelihood that violators will be punished. This § 100
indicator tracks processing time for fair housing complaints = * 82%
handled by HUD, including time for determination of 2
jurisdiction and for conducting investigations and conciliation. g 50

5] *
Results and analysis. At the end of FY 2003, aged cases - 37% 2‘9(y : 250
constituted 19 percent of HUD’s open cases, compared ) ’ 19%
with 29 percent at the end of FY 2002. The decrease of % 0 20*00 20*01 20*02 20*03
10 percentage points exceeded the goal. The Office of Fair g

Housing Equal Opportunity staff will continue to work 49— aged complainis (HUD)
—— output goal
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diligently to complete these cases while ensuring fair and impartial judgment to parties involved. The result of this
accomplishment played a key role in reassuring the public that if a complaint is filed action will be taken.

Data discussion. Data are maintained in the Title VIII Automated Paperless Office and Tracking System. The data
represent a “snapshot” of the fair housing case inventory carried by HUD as of the last date of each fiscal year.
The year-end snapshot measures overall efficiency in handling complaints, without being unduly affected by a few
complex or far-reaching cases requiring investigative periods extending far beyond 100 days.

7.1.9: The percentage of fair housing complaints aged over 100 days will decrease
by 10 percentage points from the FY 2002 level of the inventory of substantially
equivalent agencies.

Background. Effective and efficient enforcement processing by substantially equivalent agencies is an important
dimension of fair housing enforcement. This indicator tracks processing time for fair housing complaints, including
time for determination of jurisdiction and for conducting investigations and conciliations.

Results and analysis. During FY 2003, cases aged over

100 days were 43 percent of open FHAP cases, compared with Percentage of Fair Housing Complaints
45 percent in FY 2002. The decrease of 2 percentage points for in FHAP Inventory that are Aged
FHAPs fell short of their goal of a 10-point decrease. HUD will 100%

. . . . . . . > 0
continue to assist FHAP organizations in reducing their aged S
case backlog. This will be accomplished through closer g P
monitoring, extensive training and technical assistance that = 45%
HUD will provide to the substantially equivalent agencies. This 5 S0% . * 43%
effort will reassure the public that if a complaint is filed action g # 35%
will be taken. 8

g  ow | i i |

Data discussion. The data are maintained in the Title VIII 2000 2001 2002 2003
Automated Paperless Office and Tracking System. Title V111 & aged complaints (subst. equiv. agencies)
Automated Paperless Office and Tracking System incorporates —#— output goal

controls to ensure data quality.

7.1.10: The baseline number of fair housing
complaints identified by FHIP partners in the Southwest border region is established.

Background. Colonias are rural communities and neighborhoods located within 150 miles of the U.S.-Mexican border
that lack adequate infrastructure and other basic services such as water and sewer systems, paved roads, and safe and
sanitary housing. Many colonias have emerged in rural areas without formally sanctioned local governance and the
collective services that local government customarily provides. These conditions make the Colonias vulnerable to both
common and unique forms of housing discrimination. Local organizations that receive FHIP grants investigate and
build enforceable fair housing cases and submit the claims to HUD for investigation.

Results and analysis. During FY 2003, the available data, along with the discrimination patterns they reveal, are
being assessed to verify their reliability and validate their suitability for this measure. Border counties may not include
all underserved areas commonly considered colonias. HUD has not yet verified the reliability of data from FHIP
enforcement logs. FHIP has funded several non-profit agencies that are working in the Colonias. In addition, FHIP
funded a contract to a minority Small Business Administration 8(a) contractor to undertake enforcement activities in
the Colonias for FY 2003.
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Data discussion. Data source is the FHIP grantee enforcement logs. Available data, along with the discrimination
patterns they reveal, are being assessed to verify their reliability and validate their suitability for this measure. A
baseline will be developed utilizing FY 2003 data.

7.1.11: Increase the number of Title VI/Section 109 compliance reviews conducted
of HUD recipients by 5 percent.

Background. The Office of Fair Housing Equal Opportunity reviews recipients of HUD federal financial assistance
to ensure that their housing and non-housing programs and activities comply with the non-discrimination
requirements of Title VI of the Civil Rights Act of 1964 and Section 109 of Title I of the Housing Community and
Development Act of 1974. This effort helps ensure that the $30 billion in HUD assistance is conducted and prevents
discrimination. Title VI prohibits discrimination based on race, color, or national origin, whereas Section 109 also
forbids discrimination on the basis of sex and religion. Compliance reviews determine whether there are any
violations of these statutes and HUD’s implementing

regulations. If non-compliance is found, it is resolved through Title VI & Section 109 Fair Housing
voluntary compliance agreements. Compliance Reviews Completed
by FHEO

Results and analysis. During FY 2003, 50 reviews were

completed, compared with 58 in FY 2002. The result fell short 100
of the goal of a 5 percent increase. This responds to the 5
identified need to further address enforcement and compliance g . m61
issues as disclosed in the National Council on Disability Report g0 58 ¢ 50
issued November 6, 2001. 2 .

S 24
Data discussion. The data are maintained in the Title V11 0 i i i
Automated Paperless Office and Tracking System. It provides 2000 2001 2002 2003
qualitative information about results of the reviews as well as & compliance reviews
quantitative data. Managers provide quality assurance by —&— output goal

reviewing the results on an intermittent basis.

Objective 7.2: Improve the accessibility of housing to persons with
disabilities.

7.2.1: The share of newly constructed buildings that conform to selected accessibility
requirements increases from the 2001 baseline.

Background. The Fair Housing Act requires public areas and some apartments in newly constructed multifamily
housing to be accessible to persons with disabilities. Congress directed HUD to develop a plan in FY 2000 to
educate users and providers of multifamily housing (planners, builder, developers, sellers, renters, architects and
building code officials) about the requirements of the Fair Housing Act regarding accessible housing.

Results and analysis. Approximately 300,000 multifamily projects have been built annually since the Fair Housing
Act accessibility requirements went into effect on March 13, 1991. In January, HUD launched Fair Housing
Accessibility FIRST to provide training and technical guidance to architects, builders and others on how to design
and construct accessible multifamily housing in accordance with the requirements of the Fair Housing Act.
Following a needs assessment, development of the training curriculum, and establishment of a technical guidance
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clearinghouse, the program provided six months of training in 25 locations with a total attendance to date of 1,555.
To date, all training sessions have been full and the interest that housing organizations have shown for future
training events evidence a strong need and growing demand for this training. In FY 2003, a total of $1.5 million
was committed to carry out the training and technical guidance program.

Data discussion. From the Policy Development and Research study done under contract by Steven Winter and
Associates, the Office of Fair Housing Equal Opportunity evaluated 14 key accessibility features, such as an
accessible route to and into a multifamily building, in 729 buildings with valid responses. The evaluation showed
that 33 percent of buildings were completely accessible and 67 percent were not accessible for one or more of the
14 key features. Using this result as a baseline, the Office of Fair Housing Equal Opportunity and Policy
Development and Research will create a design in FY 2004 for a follow-up study to be completed in FY 2005
that will measure levels of conformance with these key accessibility features and others.

It is important to note that the Winter and follow-up studies do not measure compliance with law. They are not
designed to determine levels of compliance, generally or in any individual instance, with the Fair Housing Act or
any other law. Only a full-scale review by a HUD investigator on a specific multifamily building in the context of a
formal allegation of noncompliance can determine legal compliance.

7.2.2: HUD will conduct 90 Section 504 disability compliance reviews of HUD recipients.

Background. The Office of Fair Housing Equal Opportunity reviews recipients of HUD federal financial assistance
to ensure that their housing and non-housing programs and activities comply with the non-discrimination
requirements of Section 504 of the Rehabilitation Act of 1973 and the uniform Federal Accessibility standards.
Section 504 prohibits discrimination based on disability in federally assisted programs and activities. Compliance
reviews determine whether persons with disabilities are being denied an opportunity to participate fully in housing
and non-housing programs. If non-compliance is found, it is usually resolved through a Voluntary Compliance
Agreement. Enforcement through compliance reviews is a means to improve the availability of affordable
accessible housing. For example, in FY 2002, HUD successfully negotiated Voluntary Compliance Agreements with
the Boston Housing Authority and the District of Columbia Housing authority that will result in the creation of
1,200 units of newly constructed or retrofitted accessible housing.

Results and analysis. During FY 2003, HUD completed _ _ _ _
75 Section 504 compliance reviews, falling short of the Sec“gn 504 Fca'r H?US'S% ngg’game
goal of 90. This is 15 fewer reviews than projected. eview Completed by

The decrease was caused by travel restrictions during the last 200
quarter of FY 2003. HUD plans to meet its goal in FY 2004 2
predicated upon a sufficient travel budget. There is still a need 2
to further address enforcement and compliance issues as 3 100 90
disclosed in the National Council On Disability Report. HUD £ . . .
is committed to performing compliance reviews of assisted =3 * 68 80 75
housing providers as well as PHAs. 8 47

0 | \ i \
In FY 2003, HUD negotiated a Voluntary Compliance 2000 2001 2002 2003
Agreement with the nation’s second largest housing authority, & compliance reviews
Puerto Rico Public Housing Administration, which will result —&— output goal

in the provision of more than 2,800 fully accessible public
housing units to residents with disabilities.
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Data discussion. This measure uses data from the Title VIl Paperless Office and Tracking System. The database
counts the various compliance reviews conducted, but does not track the various stages or provide qualitative
information about results of the reviews. Managers provide quality assurance by reviewing the results on an
intermittent basis.

Objective 7.3: Improve housing options for the elderly.

7.3.1: The number of assisted-living units that HUD supports through FHA insurance
and conversion of Section 202 elderly units increases.

Background. HUD has several programs that work together to provide housing for the elderly who need assistance
with health needs or daily living. FHA’s mortgage insurance under Section 232 ensures that capital funding is
available for Assisted-Living and Board and Care developments. HUD also funds the conversion of units in
Section 202 properties (multifamily housing for the elderly) to assisted living units, which include basic medical
care. HUD also is developing a third category of support for assisted living: the provision of Section 8 rental
assistance vouchers that can be used to pay for the housing component of assisted living, and that can be linked
with Medicaid funding for health services to create a completely affordable assisted living package.

Results and analysis. During FY 2003, HUD and the owners of 12 properties completed the conversion process
under the 202 program, providing an additional 401 units of beds of assisted living and meeting the goal. In
addition, HUD initially endorsed 28 assisted living properties and two board and care facilities. These projects
added 2,618 units or beds to the estimated 18,000 assisted living units/beds in 325 Section 232 developments
operating in FY 2002.

Data discussion. These data are reported by grantees and there is a data definition issue of grantees reporting both
“beds” and “units,” which are not always comparable. HUD will continue to probe the data quality issues relating to
the definition of “units” versus “beds,” including potentially re-specifying this measure in a manner that enhances
data reliability while still capturing its substantive intent.

7.3.2: The number of elderly households living in private assisted housing
developments served by a service coordinator for the elderly increases by
10 percent.

Background. Service coordinators improve the quality of life Units in Elderly Projects
of elders by helping them remain as active and independent as with Service Coordinators
their health permits. Service coordinators for assisted housing

projects are funded in a number of ways: through grants made 150
by the Office of Housing, and from assisted housing project 11‘1-2
budgets and reserves & 100 n
8 o 96.8

. . g . . . . ) * 88 ’
HUD received a significant increase in funding for service £ 50 63
coordinators in assisted multifamily housing, from =
$13 million in FY 1999 to $50 million in FY 2000, to help o | i i
meet the needs of a growing population that is aging in place. 2001 2002 2003
The Service Coordinator program was funded at $50 million — units wi . : .

T units with service coordinators (cumulative)

again in FY 2001, FY 2002, and FY 2003. —=— output goal
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Results and analysis. During FY 2003, Service Coordinator grants funded service coordinators for 23,180
additional units in elderly projects. The new grants increased the total number of units in elderly developments
with service coordinators by 26 percent to over 111,000, substantially exceeding the 10 percent target.

The total includes currently funded developments that were first funded in FY 1998 and following years. A small
additional number of units in developments funded prior to FY 1998 have not been determined. Elderly households
are defined as families or individuals with a head or spouse aged 62 or older.

Of the $50 million appropriation for 2003, $31 million was used for 200 grants to fund service coordinators in new
properties. The balance was used to renew existing properties. The number of units with service coordinators is
dependent on appropriation levels and the quality of applications submitted. To increase the number of service-
enhanced units, HUD will continue to encourage owners to use residual receipts to leverage federal resources. The
Department also will enhance the Service Coordinator program as appropriate on the basis of ongoing program
reviews, grantee operations and NOFA responses

Data discussion. This measure uses data for elderly private multifamily projects with service coordinators from the
Office of Housing service coordinator grants database.

7.3.3: Service-enriched housing increases the satisfaction of elderly families and
individuals with their units, developments and neighborhoods.

Background. The Service Coordinator program funds service coordinators in assisted multifamily housing
developments. Service coordinators may provide personal assistance with daily activities, provide transportation to
medical appointments or shopping, establish health and wellness programs in the community, and make physical
improvements to provide space for support services. Frail elderly residents report higher quality of life and
increased independence in developments that have service coordinators on staff, as shown by two demonstration
programs, the HOPE for Elderly Independence Demonstration and the Congregate Housing Services Program, and
an evaluation of the Service Coordinator program. Even elderly persons who are not “frail”—defined as needing
help with three activities of daily living—will have greater ability to age in place when service coordinators provide
appropriate support for independent living.

This indicator tracks the satisfaction of elderly residents (62 and older) in privately-owned assisted housing,
comparing the satisfaction of elderly households in developments with and without service coordinators. Resident
satisfaction is measured using a survey conducted by the Real Estate Assessment Center.

Results and analysis. The survey of assisted multifamily renters was not conducted during FY 2003. To develop a
baseline in FY 2001, HUD compared resident survey results for 114 elderly projects that had service coordinator
grants with 1,210 elderly projects that did not have a coordinator. The preliminary results showed that during
Spring 2001, residents in service coordinator projects were slightly more satisfied overall. Of residents in service
coordinator projects, 86.0 percent expressed overall satisfaction, compared with 85.1 percent in unfunded elderly
projects. However, the difference was not statistically significant. Some resources were made available late in

FY 2003 for a resident survey that will be combined with FY 2004 resources for a new resident survey in FY 2004.

Data discussion. Resources were not available for the FY 2003 survey needed to report this measure.
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7.3.4: Increase the availability of affordable housing for the elderly and persons with
disabilities by bringing 250 projects to initial closing under Sections 202 and 811.

Background. HUD provides a substantial number of housing units for populations with special needs each year.
Project sponsors can receive grants for multifamily development under the Supportive Housing for the Elderly
(Section 202) program and the Supportive Housing for the Disabled (Section 811) program. This indicator tracks
the number of projects each year that reach the closing stage (when the project design has been approved and all
of the local community requirements have been met).

Results and analysis. During FY 2003, HUD reached initial

closing on 334 Section 202 and 811 projects resulting in an Initial Closing of Developments under
additional 7,500 Section 202 units and 1,721 units for persons Sections 202 and 811

with disabilities. The performance exceeded the closings goal

by 34 percent. 400

In recent years HUD has increased the emphasis on timely .

closings. Section 202 and 811 projects can be difficult to bring '08; 300 . ¢ 334

to closing because sponsors usually must find other sources of ) 02 s 301 307

funding to supplement the Section 202 or Section 811 capital u

advances. Some project features are not fundable by the 200 o0
i i i i

program but are necessary to meet the needs of the population.
Sponsors may experience cost increases between the time of
application and the projected time for construction. Other 4 initial closings
delays are encountered because neighborhoods sometimes —#— output goal
oppose the developments. As a result of recent progress, the

pipeline of fund reservations over two years old has been declining.

2000 2001 2002 2003

To address these issues, strategies have been implemented to expedite processing. One strategy was to delegate
more authority to field staff. Another was to conduct classroom training of field staff for the first time in over a
decade to reinforce the requirements of Notice 96-103, which streamlined the processing for 202/811 projects.

Other strategies are addressing the issue of external sources of funding. Beginning in FY 2001, non-profit owners
of Section 202 and Section 811 developments could indicate their intention to form limited partnerships with
for-profit entities. The partnerships will help them compete for low-income housing tax credits for the purpose

of increasing the number of affordable housing units available to meet the needs of the elderly and persons with
disabilities. Also, in 1999 the Department signed a Memorandum of Understanding with the Federal Housing
Finance Board.

The memorandum established a policy for how the Federal Home Loan Banks could use Affordable Housing
Program funds for subordinate financing of Section 202 and Section 811 projects. The policy streamlined the
approval process and decreased the time it takes to initially close these projects. Finally, in FY 2004, HUD will
conduct a study of the costs of developing Section 202 and Section 811 projects. This should result in a revision
of the development cost limits to reflect more accurately the actual cost of developing these projects.

Data discussion. This measure uses data from the Development Applications Processing system. HUD’s central office
receives copies of the closing documents that are used to verify data system entries. Development Process data also
are used to track management plan goals and accomplishments, which helps ensure that data are accurate.
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7.3.5: At least 10 Section 202 developments will complete conversion of units to
assisted living by FY 2003.

Background. HUD’s FY 2002 appropriations included funds to convert Section 202 multifamily projects for the
elderly to assisted living. The conversions may involve entire projects or a subset of their units. This funding
responds to the projected increase in demand for assisted living accommodations caused by the aging of the baby
boom generation. Initial closings of conversions will be subject to state licensing requirements, creating potentially
lengthy conversion timetables. This indicator tracks the number of Section 202 developments that complete their
modifications under the Section 202 conversion program within a reasonable period. The goal was to convert, by
the end of FY 2003, 10 developments to assisted living.

Results and analysis. During FY 2003, HUD and the owners of 13 properties completed the conversion process
under the 202 program, providing an additional 407 units of beds and meeting the target of assisted living. Of these
developments, one had been converted by the end of FY 2002.

Data discussion. This measure is based on the Section 202 conversion grant database, consisting of annual
progress reports submitted by grantees. The Office of Housing verifies grantee reports by monitoring.
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Goal 8:
Support Community and Economic Development Efforts

Strategic Objectives
8.1 Provide capital to create and retain jobs and improve economic conditions in
distressed communities.

8.2 Help communities more readily access revitalization resources to become

more livable.
Performance Report Card - Goal 8
Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met

8.1.1.1 Percent of Enterprise Zone (EZ) and Enterprise Community (EC) projects

achieve local goals in promoting homeownership by residents. 81% 88% 77% 80% 90%
8.1.1.2 Percentage of EZ/EC projects achieving goals for new affordable units. 91% 88% 79% 73% 90%
8.1.1.3 Percentage of EZ/EC projects achieving goals for rehabilitated

affordable units. 88% 86% 74% 66% 87% v
8.1.1.4 Percentage of EZ/EC projects achieving goals for homeless assistance. 83% 89% 71% 70% 90%
8.1.1.5 Percentage of EZ/EC projects achieving goals for social services. 73% 83% 78% 74% 87%
8.1.1.6 Percentage of EZ/EC projects achieving goals for resident employment. 69% 61% 69% 72% 75%
8.1.1.7 Percentage of EZ/EC projects achieving goals for public safety. 91% 84% 88% 88% 85% v
8.1.2 Number of on-site Section 3 monitoring reviews of PHAs. 25 46 30 v
8.1.3 Percentage of Section 3 complaints aged over 120 days. 48% 57% 24% 32%
8.2.1.1 Jobs created or retained through CDBG. 90,263 108,684 87,555 v
8.2.1.2 Jobs created or retained through Section 108. 10,092 11,730 15,000
8.2.2 Number of jobs created through Brownfields Economic Development

Initiatives/108. 4,968 7,000 5,400 v
8.2.3 Youth trained through Youthbuild. 2,897 3,762 3,729 4,123 3,774 v
8.24 Share of Entitlement CDBG funds benefiting low/mod persons. 93.7% 94.9% 94.4% 94.8% 92.0% v
8.2.5 Share of State CDBG funds benefiting low/ mod persons. 97.4% 96.4% 96.4% 96.7% 98.0 v
8.2.6 Number of units made lead safe. 7,969 8,212 8,040 9,098 7,600 v
8.2.7 Number of children under age of six who have elevated blood

lead in 2004. a, b, f
8.2.8.1 Number of agreements operational under Healthy Homes Initiative. 8 20 35 41 26 v
8.2.8.2 Number of agreements awarded under Healthy Homes Initiative. 14 5 11 4 v
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Performance Indicators 2000 2001 2002 2003 2003 Substantially Notes
Target Met
8.2.9 Ratio of funds leveraged by Community Outreach Partnership
Center grantees above planned amount. 26% 36% 31% 34% 20% v
8.2.10 Number of Multifamily units in underserved areas newly insured
by FHA (1,000s) 19.0 17.8 25.8 53.2 27.1 v
8.2.11 (a) Fannie Mae meets special affordable multifamily targets (billion $). 4.06 3.79 7.36 7.57 2.85 v d
8.2.11 (b) Freddie Mac meet special affordable multifamily targets (billion $). 2.26 2.40 4.65 5.22 211 v d

8.2.12 (a) Fannie Mae surpasses HUD-defined geographic targets for mortgage
purchases in underserved areas (% of eligible dwelling units). 26.8% 31.0% 32.6% 32.8% 31.0% v d

8.2.12 (b) Freddie Mac surpasses HUD-defined geographic targets for mortgage
purchases in underserved areas (% of eligible dwelling units). 27.5% 29.2% 31.7% 31.9% 31.0% v d

Values represent fiscal year data unless otherwise noted.)
Data not available.

No performance goal for this fiscal year.

Third quarter of calendar year (last quarter of fiscal year; not the entire fiscal year).
Calendar year ending in the current fiscal year.
Calendar year ending the previous fiscal year.

Other reporting period.

Result too complex to summarize. See indicator.
Baseline newly established.

Authorizing legislation under consideration by Congress.
Overall goal established rather than subgoals.

Result is estimated.

~— - TQ +*0o Qo0 oW

Objective 8.1: Provide capital to create and retain jobs and improve
economic conditions in distressed communities.

8.1.1: Enterprise Zone (EZ) and Enterprise Community (EC) projects achieve local
goals in seven activities.

Background. HUD designates census tract based areas to receive tax incentives for businesses, competitive
grant preferences and in some cases grants to leverage funds to implement the strategic plan developed with
community participation. Renewal Communities, EZ and EC are important because they represent a model of
inter-governmental strategic planning that leverage private partnerships for participatory community renewal.
This indicator measures the progress toward locally defined goals. Data for this indicator represent the number
of designees that achieved at least 95 percent of their projected outputs divided by the total number of designees
with applicable completed projects. Beginning next year, HUD will report on four simplified indicators that track
actual outputs rather than percentages in order simplify and focus indicators toward HUD’s strategic goals.
Indicators relating to social services, homeless, public safety and jobs support HUD’s strategic goal to strengthen
communities. Two indicators support decent affordable housing and one indicator supports homeownership.
Currently 79 EZ/ECs report in the Performance Measurement System.

Results and analysis. EZ/ECs met or exceeded targets in one of seven goals. The reporting year is July 1st
through June 30th with reports due on July 31st. In the past, HUD has observed that EZ/ECs overestimate their
goals as a result of the complexity of administering a comprehensive strategic plan with leveraged partnerships. In
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order to improve performance, HUD is conducting ongoing technical assistance workshops with increased
emphasis on improving management, monitoring and performance measurement. EZ/ECs utilize HUD?s staff and
information technology resources to improve planning and implementation of projects and programs.

Percent of EZ/EC Designees Meeting their Project Goals

Goals Identified in 1999 2000 2001 2002 2003 2003
Implementation Plans (corrected) (corrected) (final) (prelim.) (prelim.) goal

Residents receiving

homeownership assistance 80% 81% 88% 77% 80% 90%
New affordable housing completed 93% 91% 88% 79% 73% 90%
Rehabilitated affordable

housing completed 71% 88% 86% 74% 66% 87%
Homeless residents served by

homeless assistance programs 84% 83% 89% 71% 70% 90%
Residents served by social

service programs 80% 73% 83% 78% 74% 87%
Residents find gainful employment 82% 69% 61% 69% 2% 75%

Residents served by public safety
and crime prevention programs 74% 91% 84% 88% 88% 85%

2002 has been corrected with 79 of 79 reporting. 2003 is with 63 of 79 reporting. 2003 values will be recalculated for next year’s report.

Data discussion. Community Planning and Development’ online Performance Measurement System allows
EZ/ECs to submit annual progress reports. HUD aggregates the data to calculate the indicator. To date 63 of 79 EZs
and ECs have reported. Full reporting is expected by December 31. HUD designated Round | ECs for a ten year
period that will end at the close of 2004, eliminating eligibility for certain Federal tax incentives and initiating close
out for the Health and Human Services’ Social Services Block Grant. In order to verify accuracy of information in
Performance Measurement System, HUD field staff review a sample of all EZ/EC reported implementation plans
each year, but will not be able to finish their work before this report is finalized. In 2002, the HUD Office of
Inspector General has independently reviewed the accuracy of the data in Performance Measurement System and
recommended that HUD improve systems for ensuring data accuracy. HUD’s proposed improvements include a
headquarters desk officer guidebook, repeated monitoring of Round Il EZs with an expanded field-monitoring
guide that contains increased attention to sub recipient monitoring and continued technical assistance. Finally, the
Government Accounting Office opened a seven-year evaluation of the program that will include an assessment of
Performance Measurement System. The first status report will be published in January 2004.
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8.1.2: HUD will conduct monitoring and compliance reviews or provide techni