DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT
FEDERAL HOUSI NG ADM NI STRATI ON
MORTGAGE AND LCAN | NSURANCE PROGRAMS
SUMVARY OF THE BUDGET REQUEST

A. Mortgage | nsurance Conmitnent Linmitations. The Budget requests an overall nortgage

insurance commtnent limtation of $181 billion on new fiscal year 2002 FHA | oan conmi tnents.
The proposed total includes $160 billion under the MM/ CVH Fund, which will exclusively support
i nsurance of hone nortgages; and $21 billion under the A/SR Fund which supports hone,

multifamly rental, and an assortnment of special purpose (hospitals, nursing hones, etc.)
nort gage i nsurance.

B. Direct Loan Linmtations. The Budget requests a direct loan limtation of $250 million
under the MM /CWMH account. A direct loan limtation of $50 mllion is requested for the G/SR
account. These direct loans will be used to facilitate the acquisition and di sposition by non-
profit internediaries of FHA single famly and nultifam |y acquired properties.

C. Appropriations for Administrative Expense. The Budget requests a total of $857 mllion
for administrative and adm ni strative contract expenses in the FHA program accounts. O this
total, $531 nmillion will be transferred to Salaries and Expenses (S&E), HUD, $22 nmillion will be
transferred to the appropriation for the Ofice of Inspector General; and $304 million for
admi nistrative contract expenses. O the total $857 million, $497 mllion would be funded in the
MM/ CVH accounts, and the remaining $360 mllion would be in the G /SR account.

D. Appropriation for Mrtgage I nsurance Credit Subsidies. The Budget requests an
appropriation of $15 mllion to support the credit subsidies associated with | oan guarantees
comm tted under the FHA's G /SRl account. The credit subsidy is based on the net cost to the
Governnent, exclusive of administrative expenses, of a direct |oan or |oan guarantee over its
full term discounted to present value at the Treasury's borrowi ng cost. |n cases where prem um
and fee income is projected to be nmore than sufficient to support full costs (i.e., there is no
net Federal cost), negative credit subsidy is generated as revenue to offset other spending or
reduce the deficit. This request has been significantly reduced as a result of a proposal
included in the prem umstructure of the Section 221(d)(4) Miltifam|ly Construction program
MM Fund insurance activity is expected to generate an estinated $2.5 billion in negative credit
subsi dy, including new business resulting froma |egislative proposal.

E. Increase in the annual premium The Departnent proposes to increase the annual prem um
on the Section 221(d)(4) nortgage insurance guarantees. This would increase premumpaid for
i nsurance on | oans originated by private, HUD approved | enders for construction or substanti al
rehabilitation of projects with 5 or nore multifamly rental units for |low to noderate-incone
and di splaced fam lies. Annual prem umwould increase from50 basis points to 80 basis points,
generate higher receipts for FHA, and inprove the financial soundness of the G/SR fund.

F. Legislative proposals.

1. Hybrid ARMs. This budget seeks |egislative authority to devel op a new hybrid ARVs
(adj ustabl e-rate nortgage) product to be added to the single fam |y nortgage products
of fered through the Miutual Mrtgage Insurance (M) fund. Using the conventional
market as a prototype, hybrid ARMs are defined as |oan products that carry an initial
fixed interest rate for longer than one year. After the initial fixed-rate period
ends, these products are subject to interest rate adjustnments, typically on an annual
basi s and i ndexed to standard financial indicators, such as the corresponding term
treasury bond yield.

2. Increase in multifamly construction loan linmts. To spur construction of nuch-
needed nmultifam |y rental housing across the country, the Departnent seeks to raise
the FHA loan limts by 25 percent. Under current |law, HUD can only provide FHA
insurance for a two-bedroom apartnment up to approxi mately $40, 248, with cost
adjustments al |l owed for various regions. A maxi num adj ustment of 240 percent maybe
allowed in certain high cost areas. Rising costs and static loan lints have driven
down the nunmber of affordable units available. A 25 percent increase, however, when
conbined with the existing ability to multiply loan limts by up to 240 percent, wll
mean that FHA rmultifamly insurance will be available to help increase production in
virtually every region of the country.

3. Extension of OWHAR s restructuring authority. The Ofice of Miltifam |y Housing
Assi stance Restructuring (OVHAR) was established by the Multifam |y Assisted Housi ng
Ref orm and Affordability Act of 1997 to administer the Mrk-to-Mrket program and
will expire Septenber 30, 2001. To facilitate efficient restructuring activity after
this date, the Admnistration intends to submt legislation in the near future to
extend and nodify the expiring restructuring authorities.
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Mort gage and Loan I nsurance Prograns (FHA Fund)

PROGRAM DESCRI PTI ON

Through nortgage insurance, FHA hel ps | enders reduce their exposure to risk of default.
Thi s assistance allows | enders to nake noney available to nore borrowers for home and hone
i mprovenent | oans, and apartnent, hospital, and nursing home |loans. FHA provides a vital link to
financing for America’ s housi ng needs.

Mort gage i nsurance has made financing avail abl e in nei ghborhoods and geographi c areas facing
econom ¢ uncertainty, and to individuals and famlies not adequately served by the conventi onal
nmort gage market. FHA has been a product innovator, and has seen the private sector follow wth
simlar products and ternms once they learn from FHA' s experience. FHA spreads and manages ri sk
t hrough geographically dispersed |oan insurance activity and a portfolio that is diverse in
borrowers and products.

Supporting FHA Adnministrative Costs

The Congress has enacted an anmount of funds to be transferred to the Department’s Sal ari es
and Expenses account and to the O fice of Inspector CGeneral to support the general overhead costs
associated with the adm nistration of the various insurance funds. Until fiscal year 2000, this
sumwas transferred fromthe funds of the FHA; but in 2000 these funds were directly appropriated
to FHA for the transfer. In addition to the anpunts appropriated to pay for overhead expenses,
the I nsurance Funds are appropriated funds to pay for certain programmatic contract expenses
relating to the conduct of FHA' s endorsenent, accounting and servicing, portfolio analysis, and
other activities directly related to operations of the funds.

Maj or FHA information processing systens are schedul ed to be managed i n-house under the
direction of the Ofice of Information Technology (IT); they include the Miultifam |y Accounting
and Reporting System (MARS), Single Fam |y Accounting and Managenment System (SAMS), Project
Managenent System (PMS), Conputerized Hone Underwiting Managenent System (CHUMS), Debt Center
Accounting and Managenent Systens (DCAMS), Hone Equity conversion Mrtgage System (HECM, and FHA
Managenent | nfornation Systens (FHAM S). Funding for the devel opnent and operation of the

systenms will be acconplished through rei nbursements to the Wirking Capital Fund. Reinbursenents
to the Wrrking Capital Fund are also included in the activities to be paid fromthe program

account contract funds. |In 2001, the amounts of the transfers to the Wrking Capital Fund were
appropriated. |n 2002, the Department proposes to establish a limtation of up to $160 mllion

on the total FHA transfers fromMM and fromd /SR to the Wrking Capital Fund, and to delete
the language in the 2001 Appropriations Act that set a fixed anmount for transfer from each of
these funds. This proposed limtation | anguage would allow FHA to allocate funds for infornation
systens devel opment and operations as needs are ascertained, and allocate transfer funding
authority between MM and G /SRl for the needs of those prograns. The linmitation would al so
allow FHA to bal ance the need for information systemservices with the need for outside contract
services within the tight funding available for FHA contracts.

Costs associated with acquisition, management and di sposition of specific assets,
Headquarters-directed as well as field originated, are capitalized into the costs of those
properties and notes, and affect the profit or loss realized on the disposition of the assets.
These costs are not included in the FHA contract totals in the program accounts.

STRATEG C GOALS AND OBJECTI VES

While FHA has a specific mission and defined goals, it also contributes to the I arger goals
of the Department. Through its Single Fam |y 203(k) program which provides for conbined
purchase and rehabilitation financing, FHA contributes to community revitalization and
devel opment. Through its Multifamily M xed-1ncone product, available to convert public and ot her
housi ng to m xed-i ncone devel opnents, FHA contributes to openi ng housi ng markets and encouragi ng
econom ¢ and social integration. Through FHA' s Nei ghborhood Networks initiative, residents |earn
new skills and gain access to information that can hel p them becone | ess dependent on assi stance,
and successfully nmake the transitions required by welfare reform Mltifamly' s Safe
Nei ghbor hood Action Plans inprove living conditions in neighborhoods beyond the physi cal
boundaries of FHA-insured properties. Disposition and rehabilitation of multifamly owned
property are increasingly a part of the broader community plans and efforts.

FHA' s ongoi ng objective is to continue to enhance its business capacity and to better serve
its public purpose. FHA has focused significant effort on reinventing itself to become nore
stream i ned, market-driven, and effective in furthering the Nation’s community and housi ng goal s,
i ncludi ng increasing the nati onal honeownership rate to an all time high. Mre remains to be
done to ensure that FHA is a blend of the best of public and private business worlds: a
busi ness-driven entity created to serve a public mission, and flexible enough to act quickly and
cost-effectively in rapidly changi ng markets.

The fiscal year 2002 Budget provided strategic goals for the Department, including:
. increase availability of decent, safe and affordable housing in American communities;

e« ensure equal opportunity in housing for all Anericans;
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« pronote self-sufficiency and asset devel opnent of families and individuals;

e inprove community quality of |ife and economc viability;

e ensure public trust in HUD

Est abl i shing these objectives, with appropriate indicators,

and

enabl es FHA to focus activities

on neasurable results. Specific objectives and perfornmance neasures for the MM and A/SR funds
are discussed in each of the followi ng sections.

MJUTUAL MORTGAGE AND COCPERATI VE MANAGEMENT HOUSI NG | NSURANCE ACCOUNT

PROGRAM HI GHLI GATS

| NCREASE +
ACTUAL ENACTED ESTI MATE DECREASE -
2000 2001 2002 2002 vs 2001
(Dollars in MIlions)
APPROPRI ATl ON REQUEST
Insurance Conmitnment Limitation $140, 000 $160, 000 $160, 000
Use ... -$94, 161 -$127, 609 -$134, 736 -$7,127
Subtotal ................ ... ... $45, 839 $32, 391 $25, 264 -$7, 127
Direct Loan Limtation .......... $100 $250 $250
Admi ni strative Transfers (S&E,
OG &FHCO .................... $331 $331 $337 +$6
Rescission ...................... NA -$1 +$1
Non- over head adnmin. costs ....... al $160 $160 $160
Discretionary outlays (Net) bl
Negati ve Subsidy (Discretionary) -$1, 864 -$2, 246 -$2,402 -$156
Negative Subsidy (Hybrid ARMs) -$99 -$99
Program Account Discretionary
Qutlays ... $341 $578 $496 -$82
Subtotal ....................... -$1, 523 -$1, 668 -$2, 005 - $337
Mandatory Qutlays (Net):
Li qui dating Account ............ - $856 $2,732d/ -$1, 156 -$3, 888
Mort gage | nsurance Conmitnents:
(Units)
Honmes Current .................. 911, 345 1, 207, 579 1, 243, 311 +35, 732
Insurance Witten (units):
Homes Current .................. cl 873, 265 1, 046, 799 1, 152, 947 +106, 148
Insurance Witten (dollars):
Homes Current .................. cl $86, 274 $106, 016 $119, 712 +$13, 696
Insurance in-force (dollars):
Homes ........... ... ... ... ... ... cl/ $449, 805 $505, 021 $552, 684 +$47, 663
Paynent of insurance clains ..... $5, 646 $5, 532 $5, 523 -$9
al For 2000 and future years, non-overhead administrative costs (FHA contracts) of $160 nmillion are
di scretionary appropriations in the program account.
b/ FHA negative subsidy has been reclassified as discretionary starting in fiscal year 2000 by
agreenment of OVB and CBO, but are not shown in net outlays.
c/ CWH i nsurance incl uded.
/ I ncl udes net reestimates of $3,351 nillion.
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SUMVARY OF BUDGET ESTI MATES

1. Credit Limtation. The Budget requests $160 billion as linitation on new insurance
commtments for fiscal year 2002. This limtation includes standby commitnents to avoid the need
for supplenental appropriations if the denmand for insurance should exceed the projected |evel;
but standby commitnents are not reflected in the estimates for net outlays and receipts.

An estimated $120 billion of insurance will be witten in 2002, covering over
1.2 million units. The estimates include a 10 percent increase in the nunber of FHA nortgages.
About 40 percent of this anticipated increase is due to a |egislative proposal to allow FHA to
insure “hybrid” ARMs -- that is, adjustable rate nortgages with interest rates that are fixed for
an initial period greater than 1 year, and are adjustable annually thereafter.

2. Appropriation Request. An appropriation of $497 nillion is requested for administrative
expenses during fiscal year 2002. O this sum $333 mllion will be transferred to the
Departnental Sal aries and Expenses and $4 mllion to the Ofice of Inspector General. The $160
mllion remaining is needed for FHA contracts, including maintenance, operation and inprovenent
of ADP systens, financial information and reporting, and management services. The MM Fund is
expected to generate over $2.5 billion of negative subsidy on insurance witten in fiscal year
2002, which woul d offset discretionary outlays.

3. Mrtgage Note Sales. Single Family Note Sale Nunmber 6 occurred in fiscal year 2000, and
sold nost of the notes remaining in inventory. About 7,000 MM-held notes were sold out of an
inventory of about 9,900. After notes were sold, foreclosed, and paid off, less than 1,000
remained in inventory at the end of fiscal year 2000.

Budget estimates are based on the estinmates devel oped in the Actuarial Review, including
claimand prepaynent rates and the estimated nunbers of cases insured in future years. The
production of the Review for fiscal year 2000 was expedited, thus making this data available in
tinme for inclusion in the 2002 Budget. |In prior Budgets, since the Review has been released in
the spring and the Budget nust be finished in January, the rates normally used for budget
purposes are those in the Review of the year before the actual year in the Budget; thus, for the
2001 Budget, the claimrates fromthe 1998 Actuarial Review (issued March 1999) were used; for
the 2002 Budget, the 2000 Actuarial Review was used, as adjusted by OVB. Each Revi ew contains
claimand prepaynent rates for prior and future cohorts of business.

EXPLANATI ON OF | NCREASES AND DECREASES

1. Mrtgage Oigination. FHA anticipates that it will endorse nore insurance in single
famly nortgages in fiscal year 2002 ($120 billion and 1.2 nmillion hones) than in fiscal year
2001 (%106 billion and 1 mllion hones). No additional commtnent authority is requested in 2002
above the $160 billion in 2001.

2. Mortgage Assignnent, Property Acquisitions, and Property Sales. There will be no
nort gage assignments in 2002, but FHA will acquire notes under Section 601 of the 1999
Appropriations Act. One sale of notes under Section 601 is currently projected for 2001, but
more may occur then or in future years as inventory warrants. The claimcosts for acquired
properties is projected to be an estimated 4 percent below the 2001 | evels, using the claimrates
fromthe 2000 Actuarial Review, as adjusted by OVB. This reduction is due in part to increasing
use of the loss mtigation techniques on about half the clains in 2002, and in part to noving
fromproperty clainms to note clains under Section 601 of the 1999 Appropriations Act. Sales are
proj ected based on the estimated inventory at the end of fiscal year 2001 and esti mated
acqui sitions in fiscal year 2002.

3. Legislative Proposal. A legislative proposal included in the 2002 estimtes would all ow
FHA to insure “hybrid ARMs,” that is, adjustable rate nortgages which have a fixed interest rate
for an initial period of greater than 1 year, followed by annual adjustnents to the interest
rate. These nortgages are expected to appeal to potential home buyers who cannot otherw se
qualify for a fixed rate nortgage at the level they need, and are wary of annual adjustnents in
the early years of an adjustable rate nortgage. Commercial |enders have offered these nortgages,
and borrowers have found themattractive. FHA proposes to offer these nortgages with an initial
fixed rate for tine periods of 3, 5 7, and 10 years. An additional 40 thousand nortgages for
$4.8 billion would be insured in 2002 under this proposal, producing $99 nmillion of additional
negative subsidy in 2002. This |egislative proposal does not include an increase in the
limtation on the volunme of ARM nortgages, currently 30 percent of the endorsements made during
the preceding fiscal year.

4, Financial Activity. Net outlays in 2002 are estimated at -$1.3 billion for all
accounts, including the off-budget financing accounts.

The fiscal year 2002 Budget shows the negative subsidy continuing to be disbursed to the
Li qui dati ng Account through 2002 and until arrangenents can be nade so that the reserves in the
Recei pt Account will earn interest, as they currently do in the Liquidating Account. The Receipt
Account is expected to be set up in 2003.

PROGRAM DESCRI PTI ON AND ACTI VI TY
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Mort gage and Loan I nsurance Prograns (FHA Fund)

MM /CWH Funds. The Miutual Mortgage | nsurance Fund consists of the basic single famly hone
nort gage program (Section 203(b)), the largest of all the FHA prograns.

The Section 203(b) program enacted in the National Housing Act of 1934, provi des nortgage
insurance for one- to four-famly residences. This programhas contributed to expanding the
opportunities for homeownership in the United States and will continue to neet the needs of
first-tinme honebuyers, working famlies, and minority famlies, as well as underserved
communi ties, especially center city and rural areas. Under the 203(b) program any person able
to neet the cash investnent, nortgage paynents and credit requirenents nay obtain an FHA-insured
loan froma private lending institution to purchase a hone. Since its inception through
Sept enber 30, 2000, the MM Fund has insured approximately $1.1 trillion in nortgages for about
18 nmillion famlies.

The Cooperative Managenent Housing | nsurance Fund contains the Cooperative Housing | nsurance
program (Section 213) which provides nortgage i nsurance for cooperative housing projects of nore
than five units which are occupi ed by nenbers of a cooperative housing corporation. The
i nsurance program can be used for new construction, rehabilitation, acquisition, inprovenent or
repair of a project and resal e of individual menberships in the cooperative. Enacted in 1950,
only mnor programactivity has occurred in recent years.

A legislative change proposed for MM for fiscal year 2002 would allow FHA to insure
adj ustabl e rate nortgages which have a fixed initial period (hybrid ARVMs). This proposal is
di scussed in nore detail above.

The MM Fund has stabilized its financial position, exceeding its capital reserve
requirement. Thus the Departnment has thought it appropriate to reduce the anount of up-front
fees and the termof paynent of periodic premuns as of January 1, 2001, nmki ng honeowner ship
within the financial reach of nore famlies. The up-front fees were reduced froma basic fee of
2.25 percent to 1.5 percent. The periodic premuns continue at 0.5 percent per year, but are
term nated when the | oan bal ance reaches 78 percent of the original nortgage anobunt. Prior to
the change, hone buyers with |oan-to-value ratios over 95 percent were required to pay annual
fees for the life of the loan. In addition, the period over which homeowners’ nortgages were
extingui shed so that they beconme eligible to receive a partial rebate of up-front fees was
shortened from7 to 5 years, effective January 1, 2001.

The contracts now in place for managenment and marketing (M&) of HUD properties are
decreasing the turn-around tinme on sales, increasing the maintenance on vacant properties (thus,
in sone cases, helping to stem nei ghborhood blight), and increasing return to FHA on sal es.

Si nce various studies have shown that not all the M&M contractors are performng to contract, FHA
has hired additional contractors to check on property managenent and sales. These contracts
should materially increase the oversight of the M&M contractors which can be performed by the
limted nunber of HUD staff.

STRATEG C GOALS AND OBJECTI VES: RESOURCES REQUESTED ($ AND FTE) AND RESULTS

2000 2001 2002
Act ual Enact ed Estimate
Di scretionary BA ( Dollars in MIIions)
Pr ogr am Account $491 $490 $497
Negati ve Subsi dy 1, 864 2,246 2,501
FTE 1, 086 1,077 1,077
The MM fund of FHA contributes to a nunber of Strategic CGoals and Objectives: Increasing

honmeowner shi p, ensuring equal opportunity in housing for all Anmericans, inproving community
quality of life and economic vitality, and ensuring the public trust in HUD.

FHA provides a large share of loans to low to noderate-inconme famlies, and to mnorities,
yet the MM Fund has not cost the taxpayers since its initial start-up costs in 1934. Not only
is it not a cost to general government revenues, but it contributes billions of dollars in
negative subsidy, which contributes to the Federal surplus.
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SELECTED PERFORVANCE MEASURES

ACTUAL ENACTED ESTI MATE
2000 2001 2002
Strategic Goal 1: Increase the availability of decent, safe and affordable housing in

Anerican comunities.

Di scretionary BA (Dollars in Thousands)

430, 319

430, 118

434, 487

FTE

886

878

878

Strategic Objective 1.1: Homeownership is increased.

honeowner -
in 2000

Qutcone Indicator 1.1.1: The overall
ship rate increases from67.7 percent
to 68.5 percent in 2002.

67.7 percent

67.5 percent

68.5 percent

Qutput Indicator 1.1.b: The share of FHA
nortgage defaults resolved by loss mitigation
alternatives to foreclosure increases by 2
percentage points to 38.1 percent.

34.1 percent

36.1 percent

38.1 percent

Qutput Indicator 1.1.c: The FHA Mitual Mortgage 3.51 percent Not Less Not Less
I nsurance Fund neets congressional |y nmandat ed Than 2.0 Than 2.0
capital reserve targets. per cent per cent
Qutput Indicator 1.1.f: The share of FHA- 81. 6 percent Not Less Not Less
i nsured hone-purchase nortgages for first-tine Than 80 Than 82
honebuyers remains at |east 82 percent. per cent per cent

Qutcone Indicator 1.1.3: The honeownership rate
anong househol ds with incomes | ess than nedi an
famly incone increases by 0.5 percentage point
to 53.2 percent.

52.2 percent

52.7 percent

53.2 percent

Strategi c Goal 2: Ensure equal

opportunity in housing for Anericans.

Di scretionary BA (Dollars in Thousands)

FTE

Strategic Objective 2.3: Disparities in honmeownership rates are

reduced anong

groups defined

by race, ethnicity and disability status.
Qutcone Indicator 2.3.1: The ratio of Not 75.6 percent Not
homeownership rates of minority and nonm nority Avai |l abl e Avai |l abl e

| ow and noderate-incone famlies with children
i ncreases by 0.4 percentage points to 76.0
percent by 2003.°

Qutput Indicator 2.3.a: The share of mnority
homebuyers anong FHA nortgage endorsenents
increases by 1 percentage point annually to
43.8 percent (also appears as 1.1.j).

41. 8 percent

42. 8 percent

43. 8 percent

Strategic Goal 4: Inprove comunity quality of

life and economc vitality.

Di scretionary BA (Dollars in Thousands) 1,514 1, 527 1, 563
FTE 5 5 5
Strategic Objective 4.2: Econonmc conditions in distressed conmunities inprove.

Qutcone I ndicator 4.2.3: The honeownership rate To Be Not Not
i n underserved nei ghborhoods ceases to decline Det er m ned Avai |l abl e Avai |l abl e
by 2005.

Qutput Indicator 4.2.a: Increase FHA single- 357, 059 393, 000 413, 000

fam |y nortgage |ending in underserved
communi ties by 5 percent.
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Mort gage and Loan I nsurance Prograns (FHA Fund)

ACTUAL ENACTED ESTI MATE
2000 2001 2002
Strategic Goal 5: Ensure public trust in HUD.

Di scretionary BA (Dollars in Thousands) 59, 054 59, 243 60, 650
FTE 195 194 194
Strategic Objective 5.1: HUD and HUD s partners effectively deliver results to custoners.
Qutput Indicator 5.1.1.1: During FY 2002, 8 Not 7 8
m ssion-critical data systens will be assessed Appl i cabl e

and those systens will be certified by the end

of FY 2003.

a/ Included under Strategic Goal 1.
b/ The 2001 goal is based on actual
Aneri can Housing Survey,

1999 performance of 75.2 percent.
whi ch is conducted in odd years.

GENERAL AND SPECI AL RI SK | NSURANCE ACCOUNT

PROGRAM HI GHLI GHTS

Data are fromthe
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Mort gage and Loan I nsurance Prograns (FHA Fund)
| NCREASE +
ACTUAL ENACTED ESTI MATE DECREASE -
2000 2001 2002 2002 vs 2001
(Dollars in MIIlions)
APPROPRI ATl ON REQUEST
I nsurance Commitment Linmitation $18, 100 $21, 000 $21, 000
Direct Loans Limtation ......... $50 $50 $50
Budget Aut hority
Admini strative Expenses ........ $118al $211 $216 +$5
Contract Expenses .............. $144 $144 $144
Positive Credit Subsidy ........ $101 $15 - $86
Supplenmental ................... $40 -$40
Rescission ..................... e -$1 e +$1
Subtotal ....................... $262 $496 $375 -$120
Program | evel
Use of insurance conmitnent
limtation ..................... $9, 308 $16, 678 $17, 003 +$326
Adnini strative Expenses
Use of carryover ............... $94
Appropriation, S&E Transfer $118al $211 $216 +$5
Appropriation, Contract Costs .. $144 $144 $144 P
Subtotal ....................... $355 $355 $360 +$5
Credit Subsidy Reservations:
Use of Carryover ............... $153
Appropriations ................. . $141 $15 -$126
Subtotal ............... .. ..., $153 $141 $15 -$126
Insurance Conmitnments (dollars)
Miltifamily .................... $2, 990 $5, 697 $6, 799 +$1, 102
Hospitals ...................... $17 $1, 030 $100 -$930
Homes ... $6, 033 $9, 476 $9, 877 +$401
Title I oo $268 $474 $227 -$247
Subtotal ....................... $9, 308 $16, 678 $17, 003 +$326
Insurance Witten (units):
Miltifamily .................... 72,568 144,548 159, 003 +14, 455
Hospitals ......................
Homes ... 62, 757 99, 980 102, 080 +2, 100
Title | .. 19,167 30, 396 31,034 +638
Subtotal ....................... 154, 492 274,924 292,117 +17, 193
Insurance Witten (dollars):
Miltifamily .................... $3, 869 $4, 195 $6, 894 +$2, 698
Hospitals ...................... $84 $1, 030 $100 -$930
Homes ... $8, 285 $9, 476 $9, 877 +$401
Title I oo $268 $474 $227 -$247
Subtotal ....................... $12, 507 $15, 175 $17, 098 +$1, 922
a/ Pursuant to P.L. 106-74, $118 million in new appropriations was actually utilized. This amount differs fromthe

President’s Budget, which reflects $87

SUMVARY OF BUDGET ESTI MATES

A Cedit Linmtation.
$21 billion is requested.

It

mul tifam |y and healthcare related products in fiscal

$100 nmillion is estimated in hospital

are projected at $10.1 billion in fiscal
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Anot her
Single famly and Title 1 comitnents
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Mort gage and Loan I nsurance Prograns (FHA Fund)

A direct loan limtation of $50 nmillion is requested. O this amunt, $30 mllion is
intended for bridge loan financing to facilitate the sale of nultifanily projects, and
$20 million is for 5-year purchase noney nortgages for non-profit and governmental agencies to
make HUD-acquired single famly properties available for resale to purchasers at or bel ow
115 percent of area nedi an i ncones.

B. Appropriations. The 2002 request includes appropriations of $15 nillion for positive
credit subsidy necessary for commtnents related to various nultifam |y programs and for the
Title | property inprovenents |oan programin the G /SR program account. Appropriations of
$216 mllion in adm nistrative expenses are requested for 2002, of which $198 mllion is
transferred to the Departnental Salaries and Expense Account and $18 nillion is transferred to
the Ofice of Inspector General. |In addition, $144 nillion for administrative contract expenses
is requested.

CURRENT | NCREASE +

ACTUAL ESTI MATE ESTI MATE DECREASE -
2000 2001 2002 2002 vs 2001
(Dollars in MI11lions)

APPRCPRI ATI ON REQUEST

| NSURANCE COVM TMENT
Limtation Enacted/ Requested......... $18, 100  $21, 000 $21, 000
Direct Loans. ............. ... 50 50 50

BUDGET AUTHORI TY

Di scretionary:

Admi ni strative Expenses (S&E)........ 118 211 216 +5
Non- over head admi n. expenses 144 144 144 ..
Posi tive Subsidy Appropriations...... [153] 101 15 -86
Supplenmental ........................ e 40 e -40
Total Discretionary Approp....... 262 496 375 -121
Ofsetting Receipts.................... -62 -103 -245 -142
Mandat ory:
Liquidating account.................. 1306 1138 1950 +812
Mortgage sales....................... -20 - 329 -226 +105
Subsidy rate reestimates (net)....... 258 NA NA -
BUDGET QUTLAYS
Di scretionary:
Admi ni strative expenses (S&E)....... 211 211 216 +5
Non- over head admi n. expenses........ 24 137 144 +7
Credit Subsidy...................... 160 115 36 -79
Ofsetting receipts................. -62 -103 - 245 -142
Supplenmental ........... ... ... ... ... . 30 10 -20
Mandat ory:
Liquidating Account................. 443 1600 1950 +350
Program Account. .................... S 46 NA S
Receipt Account..................... .. .. -200 -200
Recei pt Account Downward Reesti nate. . -304 . 304

EXPLANATI ON OF | NCREASES AND DECREASES

An energency appropriation of $40 million for fiscal year 2001 was enacted for additional
positive credit subsidy requirenents associated with several of the nultifamly risk categories
and the Title | Manufactured Housi ng program

The fiscal year 2002 request also includes estimated commtments of $17 billion in products
where the present value of projected revenues from new i nsurance exceeds the present val ue of
estimated costs, resulting in the generation of negative credit subsidy. This negative credit
subsidy of $245 nillion fromnew insurance will be a discretionary offset against the total
budget authority and outlays of the Departnent.

The reduction in positive credit subsidy requirements from$101 mllion in fiscal year 2001
to $15 mllion in fiscal year 2002 reflects a change in the annual prem um structure proposed for
221(d) (4) (Apartnments NG/ SR) of the nmultifam |y program This prem um change from50 to 80 basis
points elimnates the need for positive credit subsidy for this program Therefore, the
$15 mllion requested in fiscal year 2002 will be used in connection with the 221(d)(3) non-
profit/cooperative, 241 supplenental, operating loss |loans, and the title | property inprovenent
prograns.

PROGRAM DESCRI PTI ON AND ACTI VI TY
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G /SRl Insurance Products. The Departnment will continue to offer a range of alternative
products to address specialized nortgage financing needs. These products include
nortgage i nsurance for rehabilitating, developing, and refinancing of apartnent

bui | di ngs, nursing honme facilities, nonprofit hospitals and Title | |loans. The
Departnent will work to expand the use of new products that were introduced in fiscal
year 1997. During fiscal year 2002, the Department will offer a new insurance product,
whi ch expands the accommopdati on of mi xed commerci al and other uses in apartnent

devel opments and encourages the use of additional fund sources in conjunction wth FHA
nortgage i nsurance. These new products will enhance the ability of for-profit and
nonprofit devel opers to devel op and rehabilitate affordable housing. The Department's

i nsurance products will continue to neet the Nation's need for decent, safe and

af f or dabl e housi ng.

Hospital Prograns. The Department will continue the Section 242 Program which provides
nortgage i nsurance for |oans nmade for the construction, renovation and/or equi pping of
acute care hospitals. Since the programbegan in 1968, FHA has insured 311 hospital
nortgages totaling in excess of $9 billion. The Hospital Mrtgage |nsurance Program

al so includes: Section 241 suppl enental |oans; Section 223(a)(7) loans for refinancing
exi sting insured projects; and Section 223(e) |loans for hospitals in ol der, economcally
declining urban areas. The Hospital Mrtgage | nsurance Programis adm nistered by HUD
Headquarters, with support fromstaff at the U S. Departnent of Health and Hunan

Servi ces.

Multifam ly Credit Subsidy Rates. The Departnent continuously devotes significant
efforts in fine tuning credit subsidy estimates. The credit subsidy estimtes were
devel oped after extensive consultation with OB by FHA and refl ect substanti al

addi ti onal analysis by the Departrment. The rates applicable for multifam |y nortgages
were substantially reduced by identifying the offsetting effect of all recoveries

recei ved on defaulted properties, including revenues generated for the FHA Fund during
periods in which these | oan assets are held in the formof notes prior to foreclosure.
The Departnment and OVMB continue to exam ne the data, assunptions, and cal cul ati ons,

whi ch are used to estimate | oan program cash flows and subsidy rates. The rates used in
the fiscal year 2002 budget incorporate historic performance data on the basis of dollar
vol ume which is heavily weighted toward the experience of the past ten years. This
reflects the substantial inprovenents nmade in recent years in underwiting, program
nmoni toring, and asset management. The fiscal year 2002 rate for 221(d)(4) also includes
an annual prem umincrease.

Title | Program Subsidy Rates. The fiscal year 2002 estimates for the Title | Prograns
reflect the loan characteristics of the property inprovenent and the nmanufactured

housi ng program whi ch are incorporated into the cash flows, which are used to calculate
the subsidy rate for |oan progranms in accordance with the Federal Credit Reform Act of
1990. The subsidy rates reflect programreforns and a premumincrease to reduce

subsi dy costs. These changes to the Title | program are being proposed as final rule
during fiscal year 2001.

Title Il ProgramSingle Famly Subsidy Rates. The G /SRl single famly credit subsidy
estimates also reflect review of |oan performance. This includes updated | oan
performance data and assunptions of the major G/SRl single famly prograns that are
currently active. Those nortgage insurance prograns are 234(c) Condom ni um Housi ng;
203(k) Purchase/ Rehabilitation; and 221(d)(2) Honmeownership Assistance. FHA is
proposing to discontinue the 221(d)(2) programin fiscal year 2001 because of high claim

rates, |ow volunes, and the availability of alternative financing. |In addition FHA is
al so proposing to require an upfront nortgage insurance prem um and ot her program
changes which will result in negative subsidy rates for the 234(c) program
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The follow ng table displays the estimated allocation of conmmtment authority and subsidy by

program for fiscal year 2002.

G /SR PROGRAMS

Miltifamly & Heal thcare
Apartnents NC/ SC (i ncludes M xed Use)
221 d3 NP coop owned apts.

Tax Credit Projects

M xed | ncome d4 (Hope V)

Apartnents Refinance

241a Suppl enental |oans for Apts.
Operating Loss Loans for Apts

HFA Ri sksharing

GSE Ri skshari ng

FHA Ful | | nsurance for
Facilities

Heal th Care Refinance
232 Operating Loss Loans
Hospitals (includes refi.,

Miltifam |y & Heal thcare Subtotal
Single Family Prograns
Title |
Property | nprovenents
Manuf act ured Housi ng
Title | Subtotal

Title |
234 Condomi ni um Housi ng & O her
203(k) Rehabi l i tati on Mortgage
Title Il Subtotal

Health Care

& Suppl . Loan)

Single Fam |y Subtotal

St and-by Authority

G /SR TOTAL

Conmmi t ment
Aut hority
FY 2002

$3, 000, 000, 000
$67, 125, 000
$500, 000, 000
$9, 342, 966
$951, 078, 791
$17, 900, 000
$1, 790, 000
$650, 000, 001
$100, 000, 000
$1, 000, 000, 000

$500, 000, 000
$1, 790, 000
$100, 000, 000

$6, 899, 026, 758

$216, 300, 000
$10, 747, 986
$227, 047, 986

$8, 482, 000, 000
$1, 395, 000, 000
$9, 877, 000, 000

$10, 104, 047, 986

$3, 996, 925, 256

$21, 000, 000, 000

Subsi dy Rate

FY

-1
-1

2002

. 14%
. 30%
. 50%
. 14%
. 97%
. 31%
. 05%
. 55%
.57%
.21%

. 54%
. 05%
. 36%

. 96%
. 84%

. 99%
. 53%

Positive
Subsi dy BA
FY 2002

$6, 913, 875

$5, 246, 490
$376, 795

$376, 795

$12, 913, 955

$2, 076, 480

$2, 076, 480

$2, 076, 480

$14, 990, 435
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F. FHA Multifamily Portfolio Reengineering. The Miltifanmly Assisted Housing Reform and
Affordability Act of 1997 was enacted in the 1998 Appropriations Act. The |legislative
authority establishing OVHAR sunsets at the end of fiscal 2001. To facilitate efficient
restructuring activity after this date, the Admnistration intends to subnmit |egislation
in the near future to extend and nodify the expiring restructuring authorities. This
budget assunes that the portfolio reengineering for the pipeline itself will continue at
| east through fiscal year 2002.

G Mrtgage Note Sales. The Departnment executed G /SRl Single Famly Note Sales in fiscal
year 2000. Single Famly anticipates note sales in fiscal year 2002. The Depart ment
did not conduct any multifamly nortgage sales for 2000, however the Department is
planning to sell nultifam |y unsubsidized notes in fiscal year 2001 with an estimated
UPB of $753 nmillion. Ongoing note sale activity in the future will be driven by the
amount of sal able notes entering the inventory. Currently |large proportions of the
remaining nultifam |y notes are subsidized. The Departnment is continuing to reviewits
options for marketing the subsidized inventory.

H Miltifamily Enforcenent. The Departrment’s nultifam |y housing enforcenent strategy
reflects the integrated and coordinated efforts of the Real Estate Assessnment Center
(REAC) and the Departmental Enforcement Center (DEC). REAC is conpleting a
conprehensive and uniformportfolio w de assessnment of the physical and financial
condition of all the properties. Results are being forwarded to Housing’s Multifamly
Hubs for additional actions. The Miltifanm |y Hubs are responsible for servicing the
| oans and overseeing subsidy contracts. |n those cases where there appear to be severe
performance problens, cases are referred to the DEC. The DEC eval uates each case it
receives and, where the DEC deci des that severe problens exist, the DEC provides an
action plan to be inplenmented by the Hubs to address the problenm(s). Qualitative
i mprovenment in the assessnment and enforcement effort is being realized through the
centralization and specialization of these staff. The ultimte goal, however, is
improved living conditions for residents, inproved nei ghborhoods and conmunities, and
i mproved financial performance for FHA because performance standards for participants
are raised.

STRATEG C GOALS AND OBJECTI VES: RESOURCES REQUESTED ($ AND FTE) AND RESULTS

The strategi c objectives established for the Department are to: (1) Increase the
Avail ability of Decent, Safe, and Affordable Housing in Anerican comunities; (2) Ensure Equal
OQpportunity in Housing for All Americans; (3) Pronote housing stability, self-sufficiency and
asset devel opment of famlies and individuals; (4) Inmprove Community Quality of Life and Econom c
Vitality; and (5) Ensure public trust in HUD.

SELECTED PERFORVANCE MEASURES

ACTUAL ENACTED ESTI VATE
2000 2001 2002

Strategic Goal 1: Increase the availability of decent safe and affordable housing in
Arerican Communities

Di scretionary BA (Dollars in Thousands) 261, 756 455,768 375, 100

FTE 531 555 644

Strategic Objective 1.2: Affordable rental housing is available for |owincone househol ds.

Qut conme Indicator 1.2.1: The nunber of Not 1.739 Not
househol ds with worst case housing needs Avai |l abl e mllion Avai |l abl e
decreases 3 percent between 2001 and 2003 anopng famlies;

famlies with children, the elderly and persons El derly 997

with disabilities. ® t housand

Qutcone Indicator 1.2.5: The ratio of units Not Very-1ow 70% Not
avail abl e and affordable to extrenely- and Avai |l abl e Ext renel y- Avai |l abl e
very-low incone famlies increases to 43 | ow Not

percent and 72 percent, respectively, in 2003." Avai |l abl e

Qutput Indicator 1.2.1: FHA endorses at |east 579 700 800
800 nmul tifam |y nortgages.

Qutput Indicator 1.2.m Anong nultifamly Not Basel i ne Baseline + 2
devel opments newly insured by the FHA, the Avai |l abl e To Be per cent
share that have units affordable to househol ds Det er mi ned

bel ow 60 percent of area nedian increases by 2
per cent age points.

B-12



Mort gage and Loan I nsurance Prograns (FHA Fund)

ACTUAL ENACTED ESTI MATE
2000 2001 2002

Strategic Objective 1.3: America's housing is safer, of higher quality, and disaster
resi stant.
Qutcone Indicator 1.3.1: The share of very-Ilow Not Omers 7.8 Not
i ncome households living in units with noderate Avai | abl e per cent Avai | abl e
or severe physical problens decreases to 6.6 Renters 13.8
percent for owners and 12. 3 percent for per cent
renters by 2003.¢
Strategi c Goal 2: Ensure equal opportunity in housing for Anericans.
Di scretionary BA (Dollars in Thousands)
FTE 55 54 54
Strategic Goal 3: Pronote housing stability, self-sufficiency and asset devel opment of
fam |lies and individuals.
Di scretionary BA (Dollars in Thousands)
FTE 55 54 54
Strategic Goal 4: Inprove comunity quality of life and econonmic vitality.
Di scretionary BA (Dollars in Thousands)
FTE 26 26 26
Strategic Objective 4.2: Economc conditions in distressed conmunities inprove.
Qutcone I ndicator 4.2.3: The honeownership rate Not Not Not
i n underserved nei ghborhoods ceases to decline Avai |l abl e Avai |l abl e Avai |l abl e
by 2005.
Strategic Goal 5: Ensure public trust in HUD.
Di scretionary BA (Dollars in Thousands)
FTE 523 518 518
Strategic Objective 5.1: HUD and HUD s partners effectively deliver results to custoners.
Qutput Indicator 5.1.1.1: During FY 2002, 8 Not 7 8
m ssion-critical data systenms will be assessed Avai |l abl e

and those systens w |

of FY 2003.

be certified by the end

al

b/

2001 goal
the American Housing Survey,

based on a 3 percent

Data are fromthe Anerican Housing Survey,

reduction from 1999 | evel
avail able in odd years.

avail able in odd years.

of 1.87 million.

Data are from
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