F
Perforinance

Accounta 11ity Report




TABLE OF CONTENTS

Preface
The Secretary’s MeSSage ... o i
The Chief Financial Officer’s Message ...........cccccvvviniviiiiiiinininiiiiiiiicccccccccnccienennas ii
Management OVervIeW ... 1
HUD?’s Mission, Goals, Objectives, Components,
and Organization ChArt ... 2
Discussion And Analysis Of Operations ..................ccooccevriiiiniiiennieenniee e 9
Increase the Availability of Decent, Safe, and Affordable Housing
In American COMMUINILIES ......cceeeeiruieieieieieereie ettt se s 11
Ensure Equal Opportunity In Housing for All Americans...........ccococeevniccunininnee. 28
Promote Self-Sufficiency of and Asset Development
by Families and INdividuals ............ccccoeviiiiiiininiiniicccccccceee 33
Improve Community Quality of Life and Economic Vitality ..........ccccevviirinnnnene. 37
Ensure Public Trust In HUD ..ottt 43
Financial Management Accountability ... 55
Federal Managers’ Financial Integrity Act Reporting .........ccccoevevvvvnnnnnnnenene. 56
Departmental Financial Management Systems..........cccoceuvuvevivinvniinincnicnccicccnnes 59
Secretary’s Audit Resolution Report to Congress..........ccccevveuciviiiciciciniciccncininnas 61
Delinquent Debt COIeCtion ...........ccoviieieiiiicecc e 63
Management and Performance Challenges and Progress ................c.ccocce.c... 65
Financial Information. ... 77
Analysis of Financial Condition and ResuUlts ..., 79
Independent Auditor’s Report On the Financial Statements
and AZenNCY RESPOMNSE ...ttt ettt see 87
Financial Statements ... 97
Notes to Financial Statements ..., 105
Consolidating Financial Statements (By Major Program Area) ............... 133
Required Supplementary Stewardship Information (Unaudited) .......... 143
Investment In Non-Federal Physical Property. .........ccccooovoviniicnniccce 144
Investment In Human Capital ..........cccoeiiiiiiiiiiiiiiccccccceceeeeeceees 146
Required Supplementary Information (Unaudited) .................c.cccccevvennee. 149

Intra-Governmental BalamCes. .....oooo e eeeeeeeeeeeeeeeeeeeeee ettt e e eeseeees 150



TABLE OF CONTENTS

Performance Information................oo, 151

PerfOrMANCE OVEIVICW ...........oooeeiiieeeeeeeeeeeeeeeeee ettt eeae e e et e s et e s etessrtesssaesssaeesnes 152

Strategic Goal I:
Increase The Availability of Decent, Safe
and Affordable Housing In American Homes ..., 159

Strategic Goal 2:
Ensure Equal Opportunity in Housing for All Americans.................... 194

Strategic Goal 3:
Promote Self-Sufficiency and Asset Development

by Families and INdividUals .................c.ccccooiiiiiniiiiccecece e 203
Strategic Goal 4:

Improve Community Quality of Life and Economic Vitality ................ 215
Strategic Goal 5:

Ensure Public Trust In HUD ... 233
Summary of Recent Research for HUD’s Strategic Goals ......................... 246
APPENAICES ................oooooooeeeeeeee e Al

Systems Not In Compliance with the Federal
Financial Management System Requirements.................cccocoovevinnenene A-2

GIOSSAFY Of ACFONYIMS .......c.oocoiiiiiiiiiieiieittetetee ettt se ettt et besae e eaeebesseneeeenens A-3



MESSAGE FROM SECRETARY MARTINEZ

I am pleased to present the U.S. Department of Housing and Urban Development’s
Fiscal Year (FY) 2001 Performance and Accountability Report. The report provides
information on the program performance and management stewardship of HUD’s
vital housing and community development programs.

Helping more Americans reach the dream of homeownership, ensuring affordable
housing opportunities, strengthening and renewing our communities, and offering
a compassionate hand to individuals in need — are the principles that guide our work
each day at HUD. I am proud to report that our nation’s homeownership reached

an all-time high of 68.1 percent at the end of FY 2001. HUD has a variety of programs
that contribute to homeownership with a focus on populations and geographic areas
that are underserved by the conventional market. HUD will continue to expand its
efforts to increase minority homeownership in FY 2002 and beyond. My administra-
tion is also expanding HUD's existing strategic goals and objectives to place greater
emphasis on HUD’s regulatory role, which will help simplify the homebuying
process and take necessary steps to eliminate predatory lending.

We recognize that homeownership is not an option for everyone, and HUD has
increased its commitment to those Americans who depend upon affordable rental
housing. HUD's public and assisted housing programs provided affordable housing
to nearly 4.8 million households in FY 2001. Working with our public housing agency
and private owner partners, great strides were made in improving the physical
conditions at HUD-assisted rental housing projects in the past year. Other HUD
housing grant program funds were utilized by local government entities and
housing sponsors to provide affordable rental housing for additional households.
HUD programs provided housing and other essential support to a wide range of
populations with special needs, including the elderly, persons with disabilities,
homeless persons, and individuals with HIV/AIDS. HUD's core community and
economic development programs continued to play an essential role in helping
communities address locally determined community and economic development
priorities, to establish and maintain long-term prosperity.

As presented in the “Management and Performance Challenges” section of the
report, HUD initiatives under the President’s Management Agenda are addressing
the major management challenges facing the Department, by providing a needed
focus on the strategic management of human capital, competitive sourcing of
services, improved financial performance, expanded electronic government, and
increased budget and performance integration. We look forward to a continued
successful working relationship with our program partners, and the Congress,

to improve both the performance and the financial accountability of HUD's vital
housing and community development programs, which will ultimately better serve

the American people.

Mel Martinez
Secretary



THE CHIEF FINANCIAL OFFICER’S MESSAGE

In my first year as the Chief Financial Officer for the U.S. Department of Housing
and Urban Development, I have worked closely with the Department’s program and
administrative components to better understand and address the many significant
financial management and program performance challenges facing the Department.
I am pleased to report that the Department’s collective management team is rising
up to meet those challenges, with significant accomplishments reflected in this report
on FY 2001, and viable plans in place for further necessary management improvements.

I am further pleased to report the Office of Inspector General’s (OIG) issuance of an
unqualified or clean audit opinion on the Department’s fiscal year 2001 consolidated
financial statements. While this is just the third time HUD has received a clean
opinion, it is also the first time a clean opinion was received for two consecutive
years. Consecutive clean audit opinions is both an indicator of financial management
stability and a reflection of the considerable efforts and collaboration — by staff from
the Office of the Chief Financial Officer (OCFO), HUD program and administrative
offices at headquarters and in the field, and the OIG - to timely prepare auditable
financial statements and complete the independent audit process. A contributing
factor to this stability was the OCFO’s successful efforts to correct two prior year
reportable conditions pertaining to the reliability and security of HUD's critical
financial systems, and controls over fund balance with Treasury reconciliations.

The Federal Housing Administration and Government National Mortgage
Association components of HUD also received unqualified audit opinions on

their separate FY 2001 financial statements.

While receipt of a clean audit opinion is important in sustaining confidence in
HUD’s consolidated financial statements for Office of Management and Budget
(OMB), Congressional and public users, we are 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 our underlying
financial management operations. Corrective action plans have been put in place
and are progressing to address the Department’s remaining high risk and material
weakness issues associated with the rental housing assistance and single family
mortgage insurance programs, as well as improved compliance with federal
financial management systems requirements.

I'look forward to continuing a close working relationship with HUD’s management
team, OMB and the Congress, to meet HUD's future financial management and
program performance challenges.

Very respectfully,

—

W lnmmel b

Angela M. Antonelli
Chief Financial Officer
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