DEPARTMENT OF HOUSI NG AND URBAN DEVELOPMENT

PUBLI C AND | NDI AN HOUSI NG

PUBLI C HOUSI NG CAPI TAL FUND

PROGRAM HI GHLI GHTS

| NCREASE +
ACTUAL ENACTED ESTI NATE DECREASE -
2001 2002 2003 2003 vs 2002
(Dol lars in Thousands)
Budget Aut hority
Enacted or Proposed ............ $3, 000, 000 $2, 843, 400 $2, 425, 900 -$417, 500
Leverage Fundi ng Fi nanci ng
Initiative ..................... [...] [...] [ $417, 500] [ +$417, 500]
Total, Resources ............. [ $3, 000, 000] [ $2, 843, 400] [ $2, 843, 400] [...]
ROSS .\ ttee [...1 [...] [ $55, 000] a/_ [ +$55, 000]
Rescission ..................... - $6, 600
Budget Authority Net ......... $2, 993, 400 $2, 843, 400 [ $2, 843, 400] [...1
Carryover
Carryover/ Recaptures ........... $1, 535,563 b/ $696, 190 L. - $696, 190
Total ....... .. . $4, 528, 963 $3, 539, 590 [ $2, 843, 400] - $696, 190
Gbligati ons
oligations .................... $3, 759, 493 $3, 539, 590 $2, 425, 900 -$1, 113,690
Qutl ays
Qutlays (net) .................. $3, 550, 475 $3, 655, 921 $3, 552, 779 -$103, 142

al Previously funded in Comunity Devel opment Fund

b/ An accounting adjustnment of $53,664 was made in the unobligated bal ance for
fiscal year 2001.

SUMVARY OF BUDGET ESTI MATES

The Budget proposes an appropriation of $2.426 billion for the Public Housing

Capital Fund in fiscal year 2003. This amunt reflects the PHA's ability to use billions
of dollars already appropriated as well as a new initiative, Public Housing Reinvestnment
and Financial Reform which will rely on private financing to address the capita

i mprovements backlog. This initiative is explained more fully under the Program
Description and Activity section of this justification. The potential |everaging will
all ow capital inprovenents to be done at a level that is considerably greater than the
level funded in fiscal year 2002. To the extent that the pilot initiative does not
generate at least $400 million in capital inprovements, HUD will seek to restore the
reduction of funds to the previous year’'s level in fiscal year 2004.

Of the total ampunt requested, $2.208 billion will assist housing authorities in
carrying out capital and managenent activities and is sufficient to cover the accrual of
addi tional capital needs which is estimated at $2.2 billion annually. O the requested

amount, up to $55 million is for Resident Opportunities and Sel f-Sufficiency (RCSS).
ROSS was previously funded in Community Devel opment Fund program OF the requested

amount, up to $54 mllion is designated for technical assistance. |In addition, up to $19
mllion will be used for the devel opment and mai nt enance of information technol ogy
systens related to public housing. O the total amount, up to $75 mllion shall be

avail able to nake grants to Public Housing Agencies for capital needs resulting from
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energenci es and natural disasters in fiscal year 2003. Also, of the ampunt provided $15
mllion shall be for the Nei ghborhood Networks initiative

EXPLANATI ON OF | NCREASES AND DECREASES

The fiscal year 2003 budget authority reflects a decrease of $418 million in
appropriations but funds secured through private financing will far exceed this cut. In
addition, this request represents a change in the way the Departnment funds the Working
Capital Fund (WCF). In fiscal year 2002, the Public Housing Capital Fund' s contribution
to the WCF was appropriated in the account and subsequently transferred to the WCF
Beginning in fiscal year 2003, the appropriation request for this programwll be reduced
by the anount of the contribution and that anount will be included in a direct
appropriation to the WCF. Estimated obligations reflect a decrease of $1.114 billion in
fiscal year 2003 resulting froma |ower request and the assunption that there will be no
carryover fromfiscal year 2002 into fiscal year 2003. OQutlays are expected to decrease
by $103 million since the backlog of pipeline projects was reduced in fiscal years 2000
and 2001.

PROGRAM DESCRI PTI ON AND ACTIVITY

Ef fective in fiscal year 2000, the Quality Housing and Work Responsibility Act of
1998 aut horized the Capital Fund, which expands the scope of the predecessor to the
Capital Fund by consolidating all public housing capital programs (except HOPE VI), and
al l owi ng greater local flexibility in decisions on nmajor capital initiatives and
managenment i nprovenents undertaken by Public Housing Agencies (PHAs).

Designed to respond to the public housing capital and managenent i nprovenent
requirements, the Capital Fund is a conprehensive, formula-driven program In
conjunction with | ocal officials and HA residents, the Capital Fund provides PHAs with
optimum |l atitude in determ ning the nost appropriate approaches to respond to local |ow
income housing needs. Patterned after the Conprehensive Grant program it consolidated
the follow ng programs: public housing nodernization; public housing devel opment; Major
Reconstructi on of Obsolete Public Housing Projects; and public housing devel opnent
amendment s.

Capital Fund grants can be used to support the follow ng activities
(1) devel oprment, financing and nodernization of public housing projects; (2) vacancy
reduction; (3) deferred maintenance; (4) planned code conpliance; (5) managenment
i mprovements, including those which support resident participation; (6) denolition and
repl acenent; (7) resident relocation; (8) capital expenditures for resident enpowernent
assi stance and sel f-sufficiency; (9) capital expenditures for drug elimnation, security
and safety, and (10) homeownership. Developnent of a locally prepared five-year and
annual plans, and inproved accountability requirements are expected to ensure that
capital inprovenent funds are utilized in a tinely and focused manner.

Provi ding a steady stream of funding through a fornula-driven system allows PHAs to
carry out realistic plans for their long-termcapital needs in a systematic and cost-
effective manner. PHAs will also be able to | everage funds with other public and private
partnership entities to neet their affordable housing goals. Non-troubled PHAs with |ess
than 250 units have conplete flexibility for the use of both capital and operating funds
anong eligible Capital Fund and Operating Fund activities. For |large non-troubled PHAs,
this flexibility is limted to 20 percent

Publ i c Housi ng Reinvestment and Financial Reform The Budget proposes to allow
housing authorities to use up to $120 mllion fromthe Capital Fund and up to $130
mllion fromthe Operating Fund for a new initiative to facilitate the financing of
capital inprovenents and to encourage devel opnment-based financial managenment and
accountability.

This initiative prom ses to inprove physical conditions for public housing residents
by enabling housing authorities to attract private capital to address the existing $20
billion backlog in public housing capital inmprovenent needs. It will also put these
devel opments on a sound managenent and financial footing by focusing on property-based
pl anni ng and managenent .
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These objectives will be achieved by authorizing HUD to approve, on a property-by-
property basis, housing authority requests to convert public housing devel opments or
portions of devel opnents to project-based voucher assistance subject to the receipt of
private financing. Such assistance could be provided on the site of an existing public
housi ng devel opment, or on other sites, provided that the nunber of public housing units
converted equals the number of units receiving project-based voucher assistance after the
conversion. Converting to project-based vouchers also would relieve housing authorities
from many of the conplex rules governing the public housing program and would give
residents of converted devel opments additional housing choices, since they could choose
to nove with their vouchers after 1 year

This initiative will make it possible for housing authorities to secure private
financing to rehabilitate or replace their aging properties by pledging the property to
secure private |l oans for capital inprovements. Wthout this infusion of private funds
housing authorities will be unable to address the existing backlog of capital needs, and
some residents will continue to live in substandard housing for years to come. The
capital needs of a substantial part of the public housing stock may be able to be
addressed through private financing, w thout significant annual subsidy increases

Conversions to project-based vouchers also will encourage housing authorities to use
the same nmarket-based “asset managenment” principles that are used in private sector rea
estate finance and managenment. This will enable themto make inportant financial and
management deci sions on a property-by-property basis, since project-based voucher
subsidies fromHUD will be provided to support a specific property, based on that
property’s individual characteristics and relative position in the market. By contrast,
in the existing public housing funding system HUD provides subsidies to a housing
authority for all of its properties on an aggregate basis. That approach often | eaves
housi ng authorities wi thout the appropriate information or incentives to make the best
long-term capital investnent and housi ng managenent decisions, taking into account the
condi tion and potential of their individual properties.

The initial year of any contract for project-based voucher assistance under this
proposal may be funded with amounts appropriated for the public housing capital fund or
operating fund or from other ampunts appropriated for this purpose. Any renewal of such
contracts would be funded with amunts appropriated for the renewal of Section 8
vouchers

Proj ect - based voucher assistance provided to devel opments converted from public
housi ng woul d be adm ni stered generally under the existing programfor project-based
Section 8 vouchers, with some exceptions to facilitate conversions and adm nistration of
the program For exanple, the provision in the project-based voucher programthat limts
t he number of vouchers in a building to 25 percent of the units would not apply to
conversions under this proposal

Publ i ¢ housing units converted to project-based voucher assistance generally would
be subject to use restrictions requiring the units to be nmintained as assisted housing
and provi ded project-based voucher assistance for the same length of time as they would
have been if they had remained in the public housing program subject to the availability
of appropriations to renew contracts for assistance paynments

Rents woul d not exceed project-based voucher |evels and woul d be set at a |evel that
is sufficient to cover the cost of the conversion to project-based assistance, including
debt service paynments on obligations to finance the cost of any necessary rehabilitation
contributions to a capital reserve, ampunts necessary for adequate debt service coverage
and the cost of the subsequent operation of the housing with project-based voucher
assi stance. \Where necessary for ongoing financial feasibility, housing authorities could
use the public housing Capital Fund, HOPE VI, or other sources to provide up-front wite-
downs of capital costs.

Credit enhancement for private financing would be provided through a common | oan
| oss reserve account, established by the Secretary, to which housing authorities
converting public housing to project-based vouchers nmay contribute a percentage of their
capital, operating, or other eligible grant funds. The |loan | oss reserve would be used
to rei mburse any | ender who provides financing to a housing authority for necessary
renovations if the housing authority defaults on repaynent of the |oan.
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Reserve for Disasters and Energencies. A reserve of $75 million will be nmaintained
in the Capital Fund for grants to PHAs for energency capital needs resulting from
emergenci es and natural disasters.

Nei ghbor hood Net works. Pursuant to section 9(d)(1)(E) of the United States Housing
Act of 1937, $15 million shall be for a Nei ghborhood Networks initiative for capita
management i nprovements.

Technical Assistance and Intervention Funds. Pursuant to section 9(h) of the Public
Housi ng Reform Act of 1998, the fiscal year 2003 Budget request includes $54 mllion for
public housing technical assistance, training, intervention, income integrity, nanagement
i mprovement support, and annual physical evaluations of assisted properties. During
fiscal year 2003 an increase in the number of troubled PHAs is expected based on the
i mpl ementation on an interimbasis of the Public Housing Assessnent System (PHAS). It is
estimated that up to 300 troubled PHAs will require normal servicing and focused
intervention activities by the Troubl ed Agency Recovery Centers (TARCs). This represents
an increase of approximately 600 percent over the current fiscal year nunber of troubled
and near-troubled PHAs serviced by the TARCs.

In order to reduce the incidence of agencies being designated as troubled, the
Department continues to place a high priority on the inplenentation of preventive
measures, notably training for near-troubled PHAs. The TARCs devel op and i npl enent an
intervention strategy or technical assistance option to inprove the PHA's performance to
a passing level. This is consistent with Congress’ and the Department’s enphasis that
troubl ed PHAs nust bring their operations up to standard

Funds are required to support the activities of the PIH Real Estate Assessnent
Center (REAC) and the TARCs, which include the inspection, assessment, nonitoring and
recovery of PHAs. The REAC is now a part of PIH, but will provide support for housing
rel ated assessments to the Office of Housing, as in the past.

HUD and contractors of troubled PHAs, under the new Section 8 Management Assessnent
Program (SEMAP) will use, up to $10 million of avail able budget authority for assessnent
These funds also will be used to provide technical assistance, training, nmanagement
i mprovement support, and other intervention activities to inprove the performance of PHAs
that are rated troubled under SEMAP

In addition, up to $3 mllion will be used to fund the Random Digit Dialing surveys
that are used to calculate |ocal Fair Market Rent (FMR) |levels for the Housing Choice
Voucher Program This represents an increase from previous years’ funding levels for this

purpose that have generally anpunted to approximately $1.5 million annually. The
increased funding will allow HUD to conduct nore frequent regional and |ocal surveys to
ensure the FMRs are accurately cal cul ated throughout the nation, particularly in |ight of
recent fluctuations in housing costs as a result of rising energy and other costs. It is
also critical to establish a permanent, stable source of funding for these critica
functions. Up to $1.2 mllion will be used for HUD s annual, conprehensive custoner
survey of Housing Choice Voucher programrecipients as to the living and housing

condi tions of their hones. The survey will allow HUD to better target nonitoring and

techni cal assistance where inprovenents nmay be needed. HUD is greatly encouraged by the
prelimnary results of its first conprehensive nationw de Custoner Survey.

Funds are also required for the provision of contract expertise, training, technica
assi stance and supportive systens required by the Departnent to support and enhance the
oversi ght and managenent of public housing or tenant-based assistance, as authorized by
Section 9(h) of the United States Housing Act of 1937. Anpbng the activities included are
the follow ng: inspections and technical assistance for capital prograns; resident
surveys; data collection and analysis; training and technical assistance for PHA
enpl oyees and residents; and the devel opnent of conmputer, managenent and financia
systens to facilitate the fulfillment of Headquarters responsibilities relative to the
managenment, review and oversight of information pertaining to the status or the provision
of support for PHAs.

Resi dent Opportunities and Sel f-Sufficiency. This Budget proposes $55 million for
the Resident Opportunities and Self Sufficiency (ROSS) program Section 34 of the United
St at es Housing Act of 1937 and for residents of housing assistance under the Native
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Anmerican Housing Assistance and Sel f-Determ nation Act

for a linkage of public housing resident
The program provides a vital
ot her services that
resi dents.

The programis intended to inprove |inkages to assisted housing residents by:
i mpl ementing supportive services and resident

residents to becone economically self-suffici

agenci es,
management corporations, resident councils
profit entities supported by residents.

El i gible activities include, but are not
skills training, resident nanagement activit

housing, mcro enterprises, small
will
consistent with the Departnent’s goa
i ndependent living for the elderly and disabl

and resident

busi ness devel opnment
Sufficiency and Welfare to Work initiative and soci al

be awarded conpetitively through a Notice of Funding Availability (NOFA).
to focus resources on

enmpower ment
ent . Grants

limted to:
es, health care for
and
serv

ed.

physi ca

of 1996 ( NAHASDA)
services to pronpote econom c self-sufficiency.
connection between the delivery of housing assistance and
are necessary to inprove the quality of

life for

activities;
will

start-ups,

i mprovenents,
seniors in public
enhanced Sel f -

aut hori zes funds

publ i c housi ng

(1)

and (2) assisting
be nmade to public housing
Indian tribes and Tribally Designated Housing Entities (TDHEs),
organi zati ons including non-

resi dent

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

The Capital Fund is essential

7: Ensure equa

SELCECTED PERFORMANCE MEASURES

to achieve HUD' s Strategic Goal
Quality of Public Housing and Provide More Choices for
opportunity and access to housing

its

ice support programs. Grants
ROSS i s
“wel fare to work” and
3: Inprove the
Resi dents, and Strategic Goal

NOTE: Targets are prelimnary and may be revised with the subm ssion of the full APP
docunent .
STRATEG C GOAL/ OBJECTI VE ACTUAL ENACTED ESTI MATE
2001 2002 2003
Strategic Goal 3: Inprove the quality of public housing and provide nmore choices for
its residents.
Di scretionary BA (Dollars in Thousands) $2, 993, 400 $2, 843, 400 $2, 370, 900
FTE
Headquarters 390 368 360
Field 183 268 262
Subt ot al 573 636 622
Strategic Objective 3.2: Inprove the managenment accountability for public and
assi sted housing
I ndi cator: Anopng households living in 8.8% 3.8% 1.3%
public housing and subsidized nmultifam |y
properties, the share living in
devel opnents that have substandard
financi al managenent decreases by 2.5
percent age points.
I ndicator: The utilization of Housing Dat a Not 94% 95%
Choi ce Vouchers increases by 1 percentage Avai | abl e
point fromthe fiscal year 2002 level to 95
percent.

acadeni c
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STRATEGI C GOAL/ OBJECTI VE

ACTUAL
2001

ENACTED
2002

ESTI MATE
2003

I ndi cator: The share of the Housing Choice
Voucher program adm ni stered by housing
agencies with substandard | ease-up rates
decreases by 10 percent

39. 9%
antici pated

35. 9%

32. 3%

The nunber of public housing units managed
by troubl ed housi ng agencies that are
assigned to TARC as of October 1, 2002
decreases by 15 percent by Septenber 30
2003.

15%

15%

The share of public housing residents who
feel that housing agency nanagers take
action when residents in the devel opnent
break rul es increases by 5 percentage

poi nts.

71%

76%

The share of Housing Choice Voucher units
managed by troubl ed housi ng agencies
decreases by 5 percentage points.

25. 1%

20. 1%

15. 1%

Strategic Objective 3.3:
assi sted housing

| mprove physica

and related conditions in public and

I ndi cator: The share of public housing and
assisted nultifamly units that nmeet HUD-
establ i shed physical standards increases by
1.5 percentage points.

88. 2%

91. 2%

92. 7%

I ndicator: The share of HUD- Assi sted
Properties observed with Exigent Health and
Safety or Fire Safety Deficiencies
decreases by 1.0 percentage point for
public housing and by 0.6 percentage points
for assisted nultifam |y housing

48. 3%
anticipated

47. 3%

46. 3%

I ndicator: As part of the efforts to
elimnate 100,000 units of the worst public
housi ng, demolish 13,000 units during
fiscal year 2003

13,513

13, 000

13, 000

The average satisfaction of assisted
renters and public housing tenants with
their overall conditions increases by 1
percent age point.

71%

72%

73%

The share of public housing residents who
feel safe or very safe increases by 1
percent age point.

68. 7%

69. 7%

70. 7%

I ndicator: The share of units that have
functioning snmoke detectors and are in
bui Il dings with functioni ng snoke detectors
increases by 1.2 percentage points for
public housing and by 0.7 percentage points
for assisted nultifam |y housing

90. 1%

91. 3%

92. 5%

Strategic Goal 7: Ensure equa

opportunity and access to housing
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Di scretionary BA (Dollars in Thousands) $0 $0 $55, 000
FTE
Headquarters 0 0 8
Field 0 0 6
Subt ot al 14
Strategic Objective 7.3: |Inprove housing options for the elderly.
I ndi cator: The nunber of elderly househol ds Baseline to Basel i ne Basel i ne
living in private assisted housing be +10% +20%
devel opments served by a service Det erm ned
coordinator for the elderly increase by 10
percent.
FTE Tot al 573 636 636
NA = Not Applicable
NOTE: The fiscal year 2001 FTE figure includes 268 FTEs from Real Estate Assessnent
Center, which was not a part of Public and Indian Housing in fiscal year 2001.



