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OVERSIGHT OF THE DEPARTMENT OF
HOUSING AND URBAN DEVELOPMENT
AND ITS FISCAL YEAR 2006 BUDGET

Wednesday, March 2, 2005

U.S. HOUSE OF REPRESENTATIVES,
COMMITTEE ON FINANCIAL SERVICES,
Washington, D.C.

The committee met, pursuant to call, at 10:15 a.m., in Room
2128, Rayburn House Office Building, Hon. Michael G. Oxley
[chairman of the committee] Presiding.

Present: Representatives Oxley, Lucas, Ney, Biggert, Shays, Mil-
ler of California, Tiberi, Kennedy, Feeney, Brown-Waite, Renzi,
Pearce, Neugebauer, Fitzpatrick, Davis of Kentucky, McHenry,
Frank, Waters, Sanders, Maloney, Velazquez, Watt, Ackerman,
Sherman, Lee, Capuano, Hinojosa, Clay, Israel, McCarthy, Baca,
Matheson, Lynch, Miller of North Carolina, Scott, Davis of Ala-
bama, Green, Cleaver, Wasserman Schultz, and Moore.

The CHAIRMAN. The committee will come to order. Pursuant to
Rule 3(F)(2) of the Rules of the Committee on Financial Services
of the 109th Congress, the Chair announces that he will limit rec-
ognition of opening statements to the Chair and ranking minority
member of the full committee, and the Chair and ranking minority
member of the Subcommittee on Housing and Community Oppor-
tunity or their respective designees to a period not to exceed 16
minutes, evenly divided between the majority and minority.

Today, the Financial Services Committee welcomes Secretary of
the Housing and Urban Development Department Alphonso Jack-
son. We offer our congratulations on your successful first year as
Secretary.

Over the past few years, this committee and the administration
continue to seek bipartisan ways to extend homeownership to make
existing housing programs work better. For example, the com-
mittee passed the American Dream Down Payment Act that bene-
fits 45,000 new homeowners annually.

The committee passed the Hospital Mortgage Insurance Act of
2003, which streamlined the process for local community hospitals
to insure mortgages, thereby enhancing the quality of life and
health care, particularly in rural communities.

The committee enacted legislation to increase FHA multifamily
loan limits, which addresses the acute issue of affordable rental
housing in high-cost areas.

In rural areas, the committee passed legislation that would allow
the Government National Mortgage Association to securitize Rural
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Housing Service multifamily loans, as well as providing new home-
ownership opportunities for Native Americans.

This year the President’s fiscal year 2006 budget proposal would
strengthen the core of certain housing initiatives, including rental
housing assistance and public housing. The proposal advocates
homeownership, which endures as an important goal for most
Americans. The administration has also proposed an overhaul of
the way the Federal Government funds and administers commu-
nity and economic development. The administration has not yet of-
fered legislation describing how these 35 programs will collapse
into grant programs.

Mr. Secretary, I am looking forward to the opportunity to have
you and Secretary of Commerce Gutierrez address this committee
on the details of this proposal, and how we can reach common
ground to promote homeownership, community development and
economic opportunity.

President Bush has inspired us to make homeownership happen
for even more Americans, even at a time when our homeownership
rate is the highest ever at 68 percent. Since last year, homeowner-
ship for African Americans and Hispanic homeowners has now ex-
ceeded 50 percent.

Mr. Secretary, I also want to congratulate you on your leadership
in creating and sustaining rental housing opportunities for families
not yet ready to pursue homeownership. This year’s budget pro-
vides an increase in funding for rental housing through housing
choice vouchers.

To address another aspect of HUD’s oversight responsibility, over
the past 2 years we have learned of accounting errors at Fannie
Mae and Freddie Mac, and also discovered that Fannie Mae sold
fraudulent loans to Ginnie Mae.

Chairman Baker has been diligent in his goal of reforming the
GSEs. Many of the issues that have come to light can be directly
attributed to his efforts. As we consider proposals for the reform of
the GSEs, it is my hope that the committee can work with the ad-
ministration to craft a regulatory structure that protects the tax-
payers, ensures their safe and sound operation, and maintains
their housing mission.

Last year, your Department determined that the enterprises
were not meeting underserved markets. As mission regulator, HUD
raised the affordable housing goals that the GSEs must meet. This
committee is interested in any update you can provide related to
the progress the GSEs have made in meeting these new goals.

I would also like to mention reform of the Real Estate Settlement
Procedures Act. We will all support the goal of simplifying the
home-buying process, making it less expensive for consumers. I am
hopeful that you will address the Departments’ future intent re-
garding the development of a new proposed rule.

Let me also take this opportunity to thank Housing Sub-
committee Chairman Ney for his work on housing issues and recog-
nize the gentleman from Massachusetts for an opening statement.

Mr. FRANK. Thank you, Mr. Chairman. And the most significant
thing that has happened with regard to the budget within the ju-
risdiction of Secretary Jackson, I guess the analogy here is the
Sherlock Holmes story in which a dog did not bark. This committee
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is the dog that will not be allowed to bark or make any other sound
with regard to that budget submission.

In the past, we have had committee markups in which, under the
Rules of the House and the procedures of the House, traditionally
we have voted on our opinion of the budget and have submitted
those views to the Budget Committee. There is a procedure where-
by committees are asked to do that.

This year we are doing it in writing with no opportunity for there
to be any collective discussion, and the reason is very clear. My col-
leagues are, on the other side of the aisle, very reluctant to vote
on the budget submission you have made. My guess is that when
the time comes, many of them will vote against it, but they hope
by then some of them will have been forgotten. Because I think it
is striking that people should understand, a year ago we did vote,
and we voted in this committee by majority to disagree with the
budget submission on HOPE VI and on Section 8.

I believe that if the committee would have voted on a whole
range of issues here, it would have voted “no.” I think the major-
ity’s position was very, very clear: Better no vote than voting “no.”
So I think people should understand the absence of that.

And the reason for the unpopularity, I think, however, is not
fully understood.

There are cuts in most of the programs that HUD administers
that would help deal with inequality in our society that goes be-
yond what we ought to tolerate. Obviously, some inequality is es-
sential economically to make our system work.

And I think it is important to make this point. In this area, with
regard to a whole range of programs, housing for the disabled, com-
munity development block grants, even by the way of homeowner-
ship—and the Secretary talks about homeownership, the chairman
talked about homeownership. Last year, this committee voted on a
bill that I thought was an administration-supported proposal, zero
down payment for FHA. This committee voted it out with great bi-
partisan support, and the Congressional Budget Office killed it be-
cause they said it was going to cost money, and we need the money
for war and tax cuts and other things.

So, while we have this commitment in principle to homeowner-
ship, the FHA zero down payment bill that passed this committee
was—it passed this committee, it didn’t pass any further. The Re-
publican leadership, presumably with the cooperation of the admin-
istration, said “no” to it.

So all of these wishes about homeownership apparently weren’t
enough to overcome this, and I think what we have here is a gen-
eral position that needs to be articulated in a number of areas. Cer-
tainly here with regard to CDBG, housing for the disabled, public
housing, the FHA zero down payment, the administration is, in the
name of budget deficit reduction, asking us to make a number of
decisions which members think are unpopular.

I think people need to understand, it is not simply a series of
random decisions to do unpopular things here or there. The things
that the administration is asking Congress to do, that Congress
even on the Republican side is reluctant to do, are not accidental.
They are the products of a philosophy. They are the products, I be-
lieve, of a philosophy which the administration has tried to kind of
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make more attractive by calling it the “ownership society.” But a
lot of people in this society are going to be too poor to own a lot
or to own very much.

And I think, as we look at how this works specifically in a whole
range of areas—in Social Security, to housing, to veterans’ health,
to a number of other areas—what we are really being told is that
this is the “you-are-on-your-own society.” you are on our own; no
help is on the way. We do not have any kind of common responsi-
bility to work together.

And, unfortunately, this HUD budget reflects that you-are-on-
your-own society, and in almost every area, not every area, but in
almost every area where we felt we had some responsibility to
come together, the administration asks us to do less, asks us to do
less in the name of perpetuating its tax cuts.

You know, I will just note, the CDBG program, that will be a big
controversy. There are proposals for substantial cuts in it. One
month of the war in Iraq costs more than the entire CDBG pro-
gram for the whole country. And people can have their views on
the war in Iraq one way or the other, but it does seem to me very
odd to tell us that we cannot afford 1 month of the war in Iraq for
a program that is as important to the cities as the community de-
velopment block grant.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank the gentleman.

The chairman of the Housing Subcommittee, the gentleman from
Ohio, Mr. Ney.

Mr. NEY. Thank you, Mr. Chairman. I want to welcome the Sec-
retary here once again to the House and to the committee, and
thank Chairman Oxley for holding this very important hearing
that examines both the programs and budgets specific, of course,
to HUD.

Those of us on the committee are acutely aware of the many dif-
ficult management challenges that are inherent to the Department
and have been over the years.

I take this opportunity to pledge to obviously work with you and
members of our Housing Subcommittee to continue to create new
opportunities for families and individuals seeking to find their part
of the American dream.

I do want to mention, last Congress—and our ranking member
is here, Congresswoman Waters of California, and we surely appre-
ciate her support, Members both sides of the aisle of the sub-
committee—we passed 15 housing-related bills, I think 12 didn’t
even have a roll call. And we shared thoughts and ideas on these
bills. And I think through cooperation on a bipartisan basis with
the ranking member and members on both sides of the aisle, and
through the support of our chairman and also Mr. Frank, we were
able to enact legislation, I think, that has worked in a lot of dif-
ferent ways to make a good situation for housing. There is always
more room to grow, as we all know, in it.

I also see the President’s commitment to homeownership. I think
that is fantastic, and is something that he has pushed with the
American Dream Down Payment and other pieces of legislation
that have come through here.
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But, as far as minority households, we need to constantly realize
and state that their share of the American dream is substantially
lower. The homeownership rate among white households is about
74.2 percent, while the percent for minority households is substan-
tially less.

So lagging minority homeownership rates are, I think, a serious
problem. Obviously, we have got to deal with it; we need to con-
stantly improve the ability of people to have homeownership.

Now, I have talked about the owning of a home, but—that is a
desired goal, but of course we deal with Section 8. Not everyone
can own a home, and the housing assistance program has been the
major vehicle for providing rental assistance to low-income fami-
lies, individuals. The Section 8 program has become the largest
component of HUD’s budget.

Rising costs of providing rental assistance is due in varying de-
grees—and we are proposing something. We have run this by the
chairman’s staff, and we are working with the ranking member of
our Housing Subcommittee and our vice chairman, Mr. Miller, and
others, but some roundtables—and we discussed this with you, Mr.
Secretary, and we appreciate HUD’s input in it; and we are talking
with Mr. Knollenberg, who is the appropriator—but a series of
roundtables, so that we can really bring in people across the coun-
try. And those will take place soon and we will be able to have a
dialogue on where we are going.

Mr. Frank mentioned about the fact of, you know, what happens
after these situations? But I think—I notice my time has expired.
But I think these will be good ways to approach this. GSEs is a
great concern, keeping the housing goals intact.

Thank you, Mr. Chairman.

The CHAIRMAN. Thank the gentleman. The gentlelady from Cali-
fornia, Ms. Waters.

Ms. WATERS. Thank you very much, Mr. Chairman.

Good morning, Secretary Jackson. Let me just piggyback a little
bit on what Chairman Ney has shared with you.

This committee has worked very well from both sides of the aisle
to try and create more housing opportunities for people all over
this country. And I had great hopes because of the American dream
that this administration was going to really do something substan-
tial in this budget. So you have to know I am just very dis-
appointed.

And I have to tell you, I have gone through your testimony, and
I am even more disappointed with your testimony and with the
huge budget cuts and the massive program transfers away from
HUD that the administration has proposed in funding the fiscal
year 2006 budget.

The funding year 2006 HUD budget accelerates, it appears, a 4-
year effort by the administration to dismantle critical HUD pro-
grams, to make deep funding cuts in these programs and, regret-
tably, to target these cuts to our most vulnerable low-income fami-
lies, seniors and disabled persons.

Mr. Secretary, I hope to find out in the questioning whether
these are really your budget proposals, or whether you just simply
are being a good soldier and you have to defend them. In any
event, however they have happened, whoever is responsible for
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them certainly cannot take credit for caring about the poor and the
most vulnerable in our society.

Mr. Secretary, I regret to say that after reading your prepared
testimony, it appears that you have your head in the sand. It has
that kind of quality to the testimony, and it simply is stunning to
me. You lead an agency that is being decimated by this administra-
tion, an agency whose budget will fall by $3.85 billion, a 12 percent
cut, if the President’s funding year 2006 budget is enacted. This is
the largest cut of any Cabinet agency.

The President’s proposed budget would eviscerate CDBG flexible
block grants to States and localities, thereby resulting in a loss of
affordable housing investments of $1.16 billion, cut the disabled
housing budget by 50 percent, continue an assault on the rental
housing assistance safety net programs—that is, Section 8 of public
housing—eliminate future funding for the HOPE VI program, re-
scind $143 million in funding year 2005 HOPE VI funding that was
only appropriated a few months ago, and cut funding for housing
programs for Native Americans by 16 percent.

Funding for critically needed capital repair of public housing
units is cut another whopping $252 million, and operating assist-
ance is cut by 17 million. The overall funding year 2006 public
housing request is 9 percent below last year’s level, and 30 percent
below the level when the administration took office after adjusting
for inflation.

Home block grants and the housing for people with AIDS pro-
gram are also cut. The proposed CDBG cuts, if enacted, would have
a devastating impact on housing, neighborhood improvements and
social services for the elderly, the disabled, families with children
and the homeless. The proposal also would reorient CDBG away
from its traditional HUD focus of affordable housing and commu-
nity development and—I can’t understand why—stick it in Com-
merce. And I just do not now how they would administer this pro-
gram in that Commerce caters to business interests.

We are talking about taking a program that is dealing with all
that I just alluded to and putting it in a place that has no under-
standing of how to administer it. And particularly with its being
cut in the way it is, so far as I can tell, not only did you not resist
these cuts and program transfers, it appears that you encouraged
them or are at least are indifferent to them.

Mr. Secretary, you may not see it or you may not be willing to
acknowledge it, but let me tell you, we have an affordable housing
crisis in most of this country. Just 2 weeks ago, the Los Angeles
Times reported that police had to disperse a crowd of about 3,000
people who were vying for 150 income housing applications in Hol-
lywood, California, when some people rushed the line and a riot en-
sued. I think you can find a similar scene in many, many commus-
nities.

Mr. Secretary, you have an impossible task before you and I
await with interest your attempt to defend this patently inad-
equate budget.

I thank you and I yield back the balance of my time.

The CHAIRMAN. The gentlelady yields back.
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Now I am pleased to recognize the Secretary of Housing and
Urban Development, the Honorable Alphonso Jackson. Mr. Sec-
retary, welcome back.

STATEMENT OF THE HONORABLE ALPHONSO JACKSON, SEC-
RETARY, U.S. DEPARTMENT OF HOUSING AND URBAN DE-
VELOPMENT

Secretary JACKSON. Thank you, Chairman Oxley and Ranking
Member Frank and distinguished members of the committee.
Thank you for inviting me to be here this morning.

I am honored to outline the fiscal year 2006 budget proposal by
President Bush for the Department of Housing and Urban Develop-
ment. Mr. Chairman, in order to save time for questions, I would
like to focus my opening statements on HUD’s key priorities, new
initiatives, and ask that I be allowed to submit my full statement
to the committee.

The CHAIRMAN. Without objection.

Secretary JACKSON. Thank you, Mr. Chairman.

Over the past 4 years, HUD has expanded homeownership, in-
creased access to affordable housing, fought housing discrimination,
tackled homelessness, and renewed the commitment to those in
most need.

HUD’s $28.5 billion budget for fiscal year 2006 seeks to build on
our success and to lend a compassionate hand to individuals in
need, while also using taxpayers’ money more wisely through gov-
ernment reforms.

In June 2002, the President challenged the Nation to create 5.5
million new minority homeowners by 2010. In 2004, more Ameri-
cans achieved the dream of homeownership than at any time in our
Nation’s history. Today, nearly 70 percent of all American families
own their homes, an all-time record.

Since President Bush’s challenge, 2.2 million minority families
have become homeowners. This represents a 40 percent increase of
the 5.5 million goal. As a result, minority homeownership has sur-
passed 51 percent for the first time in the history of this country.

Despite this progress, we have more work to do. For many fami-
lies, high down payment and closing costs represent the greatest
barrier to homeownership. Since President Bush signed the Amer-
ican Dream Down Payment initiative into law in December of 2003,
HUD has distributed $162 million in funds to over 400 State and
local governments. These funds have already helped thousands of
families purchase their first home, and more than 50 percent of the
buyers were minorities.

The 2006 budget requests $200 million to fully fund the program
and help the estimated 40,000 families to become homeowners. The
budget also proposes a $40 million housing counseling program to
assist more than 700,000 families to become homeowners and to
avoid foreclosures on their homes.

To remove one of the largest barriers to homeownership, high
down payment costs, the fiscal year 2006 budget proposes a new
mortgage program. The zero down payment mortgage program will
allow first-time buyers with strong credit records to finance 100
percent of their home purchase price and closing costs. In 2006,
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this program could assist more than 200,000 families to achieve
homeownership.

The President is also proposing a new single family homeowner-
ship tax credit that could increase the supply of single-family af-
fordable homes by adding 50,000 homes annually. Under the Presi-
dent’s plan, builders of affordable homes for moderate-income pur-
chasers would receive a $2.5 billion tax credit over the next 5
years. If Congress approves these funds requests, HUD will be able
to help an estimated 500,000 families realize the American dream
of homeownership in fiscal year 2006.

The fiscal year 2006 budget will make government a better stew-
ard of taxpayers’ money through reform of the Section 8 housing
choice voucher program. In fiscal year 2001, the three Section 8
programs consumed 43 percent of HUD’s annual budget. That per-
centage has increased 57 percent in fiscal year 2005. The rate of
increase, combined with the extremely complex set of laws and reg-
ulations, has resulted in a program that is difficult to sustain.

In the past, funds were distributed to public housing authorities
for a specific number of vouchers based upon the number of units
leased. Congress recently converted the unit base allocation system
to a budget-based system. However, for the budget-based system to
work, program requirements must be simplified and PHAs must
have greater decision-making flexibility. Building on the changes in
the 2005 Consolidated Appropriations Act, the administration will
submit authorized legislation to this committee to implement this
reform.

The Section 8 program fulfills an important component of HUD’s
mission. I am committed to it and to its success.

Throughout our budget, HUD will strengthen its efforts to assist
those most in need—adults and children from low-income families,
the elderly, those physically or mentally disabled, victims of preda-
tory lending, and families living in housing contaminated by lead-
based paint hazards.

This administration is committed to ending chronic homelessness
and has aggressively pursued the policy to move more homeless
families and individuals into permanent housing. The budget pro-
vides for a record-level resource of permanent, supportive housing
for homeless individuals. This budget provides £1.4 billion for
homeless assistance grants; 25 million will go to the prison reentry
program.

The budget also proposes 39 million in funding for the HUD fair
housing program to ensure that everyone has accessibility to living
environments that are free from unlawful discrimination.

The President’s budget also proposes new initiatives in a consoli-
dated program such as the CDBG program into a more targeted,
unified program that sets accountability standards in exchange for
flexible background use of funds. This new initiative will be housed
within the Department of Commerce.

All of us share the goals of creating housing opportunities for
more Americans. We have done great work over the past 4 years,
and we should be proud of everything that we have accomplished
together. But we should not be satisfied because our work is far
from completed.
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I look forward to the challenge ahead and will seek to have open
communication with everyone on this committee. I would like to
thank the members of this committee for your support, and I wel-
come your guidance as we continue to work together.

[The prepared statement of Hon. Alphonso Jackson can be found
on page 72 in the appendix.]

The CHAIRMAN. Thank you, Mr. Secretary.

Mr. Secretary, let me first begin by thanking you for all of your
efforts over the last few months and cooperating with the com-
mittee on a number of issues.

Let me begin with the overall question on the CDBG and the
transfer of that program to Commerce. How do you envision that
working? That is, what kind of changes—if it was enacted, what
kind of changes would we expect other than the program itself
being moved over to Commerce?

Secretary JACKSON. I would say, Mr. Chairman, that all of the
legislation has not been worked out yet. From our perspective, the
budget was $4.2 billion that will be shifted to Commerce. We will
keep certain programs, the home programs, the shop program, the
homeless program.

What will be entailed once it comes to Commerce, right now I am
just not in a position to be able to discuss that with you. I think
that they are working out the legislation at this point.

The CHAIRMAN. Well, the figure you cited, the 4.2 billion, is that
correct?

Secretary JACKSON. Yes, that is what we are zeroing out of our
budget to go to Commerce.

Th}e CHAIRMAN. And what was the number for the last fiscal
year?

Secretary JACKSON. I think it was just about 4.2.

The CHAIRMAN. It was about the same?

Secretary JACKSON. It was 5-point something with all of the pro-
grams. But all of the programs are not going over, just the 4.2.

The CHAIRMAN. So counsel informs me it is 3.7 billion is the
number that would go to Commerce. And that would reflect, then,
some of the programs that you would retain?

Secretary JACKSON. No. We are zeroing 4.2 out of our budget. I
can’t tell you what is being sent to Commerce. We know that we
are taking 4.2 out of our budget.

The CHAIRMAN. Counsel informs me that when you add all of the
programs together and move it to Commerce, it is 3.7. So it ap-
pears to be a significant cut in the service. I just wanted to get that
clear in my mind.

Do you find, in your experience, an overlap or duplication of Fed-
eral efforts to fund community development? My sense is that the
effort by the administration to make these structural changes was
at least what appeared to be a recognition that there were some
duplicative efforts between HUD and Commerce, or at least among
the programs at HUD. Is that your sense?

Secretary JACKSON. If you are talking about community develop-
ment, no, there is not duplication. If you are talking about eco-
nomic development, that was the purpose for consolidation, and the
economic development programs were being shifted to Commerce to
better coordinate it.
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It is important to understand that, yes, there were duplications
in the economic development programs—some in Agriculture, some
in HUD, some in Commerce. And so, in an effort to consolidate, the
decision was made that the best place to consolidate the program
was at Commerce.

Now, it is important to understand that we made our logical ar-
gument as to why it should be at HUD, but I do agree with the
administration that the program should be consolidated in one
spot. And the decision was made to consolidate it at Commerce.

The CHAIRMAN. Let me ask you about RESPA reform. That has
been an issue that has been on and off the table at HUD for some
time. Your predecessor got inside the red zone, I think, and ran out
of time or fumbled or got sacked, but—I sound like George Allen—
it was handed off, right.

Since you are now the heir apparent, what kind of plans do you
have in terms of that RESPA reform?

Secretary JACKSON. We believe that we will be starting—we have
been doing some analysis over the last 90 days. As I committed and
promised you and Chairman Shelby, we will be coming to you with-
in the next 60 days to get your input and the input of the ranking
members as to what is the best approach. Once we get that input,
we will go back to the industry and let the industry group make
their comments on that.

I can assure you that once that is done, we will not hold the bill
in abatement as we did last time; we will get it out very quickly
with the help of—with your help and support and your input. I still
stick to that. I don’t think that we should in any way deliver your
bill in a vacuum; I think that your input is important.

My basic belief is that if we can get a consensus of 75 to 80 per-
cent of the people in the industry and your consensus, we can get
a bill that will pass and address the needs of making sure that the
closing cost is resolved very quickly.

The CHAIRMAN. I would hope so. There is clearly a need for dras-
tic reform in the closing process. Any of us who have practiced law
and been involved in closings can cite chapter and verse about the
complexity and the total confusion by the client, by the homeowner
to be a homeowner. And anything we can do to simplify it and to
make it more transparent and to have kind of apples-to-apples
comparisons on costs would be incredibly important for the con-
sumer.

And I think by your effort to work with the Congress, it improves
the chances dramatically that we can get a good proposal out there
that can pass muster and have a very, very positive influence on
the home-buying market. So we thank you for your efforts, and we
are glad that you are pursuing that in that regard.

The gentleman from Massachusetts.

Mr. FRANK. Thank you.

Mr. Secretary, on the details—not even the details, the spe-
cifics—when are we likely to get them on this moving and consoli-
dation of all of the programs?

Secretary JACKSON. I think, Mr. Ranking Member, we have—as
stated by Chairman Oxley, we are going to have a hearing with
Secretary Gutierrez. At that point, I hope we will have some of the
details as to
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Mr. FRANK. That hearing is in the middle of April, and you hope
we will have some of details. If you are serious about this, it is to
go into effect October 1st. I guess I would—if gambling were legal,
because I am very law abiding, I would have a pool. What are we
going to see first? The details on this or the specifics on Social Se-
curity?

The only problem is nobody would join the pool because nobody
would win.

Let me just also say, I think you are talking about major changes
affecting many, many departments—Health and Human Services,
Treasury, Agriculture, HUD and Commerce—and it is to be in ef-
fect by October 1st. This does not have, to me, the ring of serious-
ness when we are being told that we may have some of this spe-
cifics in the middle of April.

By the way, on the point that the chairman raised, the total of
all of the programs that the budget proposes to consolidate and
send to Commerce in the current fiscal year is 5.66 billion. They
are budgeted in Commerce at 3.7 billion, so that is a 34 percent
cut, if it were proportional.

It includes not just the CDBG, but the community service block
grant, which is generally known as the poverty program, Economic
Development Administration, so we are talking about a very, very
substantial cut.

But now, on homeownership, you talked about a plan for zero
down payment. Is that the one that we passed last year that the
Republican leadership wouldn’t let come to the floor? Do you know
something we do not know about a change of heart? Is Mr. Delay
becoming somewhat—you know, you guys get together in Texas
and chat about that?

Secretary JACKSON. Congressman Frank, no, it is the one—we
did bring it to you last year.

Mr. FRANK. We passed it last year in a bipartisan way, and the
Republican leadership—the chairman put it up and the leadership
of the House of Representatives wouldn’t let it come to the floor.
So we ought to be clear about that.

I don’t know, have you spoken to the majority leadership about
this in the House?

Secretary JACKSON. We know that last year——

Mr. FRANK. Have you spoken to them?

Secretary JACKSON. Not yet.

Mr. FRANK. I am seeing a pattern, frankly, that doesn’t impress
me with your seriousness.

We passed a bill; the Republican leadership wouldn’t even let it
come up, and you do not talk them about it.

Secretary JACKSON. I think the Congressional Budget Office had
disagreements with us, and we are speaking with them now.

Mr. FRANK. So you weren’t allowed to talk to the House leader-
ship because the Congressional—but now, this is part of the Presi-
dent’s budget?

Secretary JACKSON. Yes.

Mr. FRANK. Did it go through the Congressional Budget Office?

Secretary JACKSON. No.

Mr. FRANK. So this budget submission is not approved by the
Congressional Budget Office? Were they——



12

Secretary JACKSON. It is a proposed budget that must be ap-
proved by Congress.

Mr. FRANK. Yes, but I assume it is also submitted through the
CBO.

Are you telling me that CBO has not signed off on this particular
proposal? I would find that very odd. Is that the answer?

Secretary JACKSON. Yes.

Mr. FRANK. They have not. So you have sent us a budget submis-
sion that was not cleared with the Congressional Budget Office?

How about OMB? Have they cleared it?

Secretary JACKSON. Yes, they have.

Mr. FRANK. So your problem is still going to be CBO. And you
think they were just wrong about the number?

Secretary JACKSON. We had a disagreement. We think it is a via-
ble program. They perceive that it is not.

Mr. FRANK. But couldn’t you ask the Republican leadership to do
it anyway? I don’t understand why you didn’t talk to them——

Secretary JACKSON. I was asking all of the leadership in the
House to pass it.

Mr. FRANK. We did it. It is being blocked by the Republican lead-
ership in the House.

Let me ask you now on housing discrimination. That continues
to be a serious problem.

Secretary JACKSON. I think housing discrimination is a serious
problem, and we will continue to address it. I don’t think that
housing discrimination is as rampant as it has been in the 1940s,
1950s, 1960s; but, yes, I think it is still a problem today.

Mr. FRANK. Well, has it gone down substantially from—do you
expect it to go down substantially because you are cutting the
budget for the fair housing budget? The fair housing budget is 46
million in the current fiscal year, and you are proposing 38 million.

Now, 8 million is not a lot of money, but neither is 38 million,
to be honest with you. And I do not understand in this budget of
so much money, why you are cutting—why are you asking us to cut
the budget for fair housing? You are asking us to cut both the
amount that goes to the local groups that do these initiatives, that
work with us, and you are asking for a cut in your own budget for
administering fair housing.

What is the basis for that? Do you expect a 15 percent reduction
in discrimination? That troubles me.

Secretary JACKSON. No, Congressman Frank, we do not expect a
reduction. But I will say this to you we are prioritizing, and clearly
one of the priorities is the Section 8 voucher program. As I have
said to you before and to the chairman, it is eating away at our
budget. In 2001, it was 43 percent of the budget. It is 57 percent.

We added $1.1 billion to make sure that the Section 8

Mr. FRANK. I am asking you why you are cutting $8 million out
of fair housing. Do not blame Section 8.

Secretary JACKSON. I am not.

Mr. FRANK. Why are you cutting——

Secretary JACKSON. I am telling you the facts, if I may speak.

Mr. FRANK. You may speak to my question. What is the justifica-
tion for cutting $8 million out of fair housing?
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Secretary JACKSON. I am saying to you that you will see cuts in
a number of programs at HUD because we are in the process of
prioritizing Section 8.

Mr. FRANK. So what you are saying then is that you are cutting
the $8 million out of fair housing not because it is not needed, but
becau?se you are—it is not high enough on your priorities to get
spent?

Let me ask you a similar question about housing for the disabled;
this one troubles me. And the President talks a lot about faith-
based. Faith-based groups already are doing a lot in the housing
area.

This notion that somehow they cannot get money, only people
who do not know anything think that faith-based groups are not
terribly active in housing. One of the big programs to them is hous-
ing for the disabled. You are proposing to cut it by more than half.
What is the justification for cutting construction of disabled hous-
ing? I know people believe in the market. Do people really believe
that the market is going to be able to take care of all of the need
for disabled housing?

Secretary JACKSON. First of all, Congressman Frank, there are
40,000 people we are serving right now. Units we are serving, we
will continue to serve. There are others in the pipeline that we will
serve. We are cutting 1,500 out of this budget.

But, again, I will reiterate to you that we had to make very hard
decisions, and one of those decisions was, were we going to fund
the Section 8 program fully? Were we going to fund the operating
sukisidy more fully? And we made a decision that those were crit-
ical.

Mr. FRANK. I do have to say one last thing: But that is assuming
that the tax cuts stay in place and the money to go to Mars stays
in place, so that what you are then telling me is that the adminis-
tration gave you too little money, because of its commitment to
spending money elsewhere, send people to Mars and these major
tax cuts, and as a result—and I will close with this—I thank you
for not trying to defend these on the merits.

You are not saying on the merits that you are cutting fair hous-
ing or on the merits you are cutting housing for the disabled, but
what you are saying is that within the budget the administration
gave you, you do not have enough money to meet all of these needs.
I think that is probably true.

Secretary JACKSON. That is not what I am saying. I am saying
that the Section 8 budget is overwhelming the HUD budget.

Mr. FRaANK. That is because you got too little.

Secretary JACKSON. We could debate this all day, Congressman.
The budget is clear that

Mr. FRANK. The budget that you were given by the administra-
tion, they gave you too little money to take care of all of these
things.

The CHAIRMAN. Mr. Ney.

Mr. NEY. Thank you, Mr. Chairman.

Mr. Secretary, I wanted to see if you had a comment on why you
believe that Commerce could—this is something that is asked quite
a lot in the district I represent and across the United States—that
Commerce could provide better direction or assistance to CDBG?
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Secretary JACKSON. Mr. Chairman, as I said to the ranking mem-
ber, we made our case. We believe that clearly Housing and Urban
Development could manage the program. The decision was made,
and we agreed, that the programs must be consolidated. And the
decision was made to consolidate it at Commerce.

I think that our handling of the community development block
grant program has been good. Are there problems? Yes, there are
problems. But I think we have handled the program in economic
development very well. I am in agreement that it should be consoli-
dated, and the decision was made to consolidate it at Commerce.
And clearly I think it should be consolidated, without a doubt.

Mr. NEY. I just wonder, you know, if it will stay intact. I mean,
if it went from HUD as it is over, some of the philosophy of Com-
merce might be strictly in the job creation. The CDBG is used in
other areas beside the creation of a job, as you know. And some-
times people might criticize why it is used, but some communities
need a fire truck which is available, the paramedics, you know, the
units save lives.

Some people say, Well, why do they buy it? Well, some commu-
nities, that is what they need. Some communities need infrastruc-
ture, some communities need water, other things.

I just wonder, if this goes over with no detail or direction, it
might get caught in a different flavor of a different agency. That
is why I wondered if that had been talked about, if it went—if it
is a matter of consolidation or went intact. That was one concern
I wanted to raise.

Due to the limited time, I just wanted to ask about the housing
goals for the GSEs. Do you think that it provides enough flexibility
for Fannie and Freddie to be able to respond to the task, housing
goals, and to the market?

Secretary JACKSON. Yes, Mr. Chairman. I have had the oppor-
tunity to meet with the acting CEO and the chairman and CEO—
acting CEO of Fannie Mae and the chairman and CEO of Freddie
Mac. We have had extremely positive discussions, and what we
have said is that we believe that these goals are attainable.

But if it is clear that they are not, we are flexible and we will
work with them. But until it is demonstrated that they are not at-
tainable, we believe that they are; and in fact, we took input from
the industry and from professional groups. And initially we had the
goals set at a higher percentage; we lowered that percentage be-
cause clearly it was demonstrated to us by the industry group and
the professional group and Fannie and Freddie that they might be
out of line with the ability to accomplish those goals.

So we feel very comfortable that those goals can be accomplished.
But if we are wrong, we are flexible and will work with both agen-
cies.

Mr. NEY. We all know the controversy of Fannie and Freddie and
that will be twisted and bandied and thrown about this country, I
am sure. But putting that aside, as this committee eventually, you
know, takes on the job of regulators, et cetera, we have got to
watch the housing goals, make sure that the system is not all in
chaos and that people can still, you know, be able to be part of
what the Congress has supported for years, which is, you know, to
have the housing.
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So I think—as we go along the process, I think it has to be care-
fully, always watched and analyzed as to what we are doing.

Another question I had—you may not be able to answer this
maybe; with the section that handles Native Americans you could,
but last year we passed the Homeownership for Native Americans
Act. It was sponsored by Mr. Renzi of Arizona, supported by Mr.
Matheson, and also our ranking member, Congresswoman Waters.
That act made changes to Title 6 of the Native American Housing
Assistance and Self-Determination Act of 1996, and it tried to im-
prove the tribes’ access to capital by increasing the guaranteed au-
thority for the Title 6 loans.

Now, I am glad to see the President’s budget does include an in-
crease in the request for that credit subsidy for this program. I
think it is a vital program. The increase in the credit subsidy,
though, is a bit puzzling. This came as a result of a meeting with
some of the tribes that are dealing with this issue.

The increase to an already high credit subsidy rate reduces the
amount of available guaranty authority that would otherwise be
available for building desperately needed housing units.

We went out to the reservations. It is unbelievable. I don’t think
there have been any defaults, to the best of my knowledge, in the
last decade. So I wonder what the basis would be for the high and
increasing credit subsidy rate.

So, on one hand, we acted, and on the other hand, that increased
subsidy rate may not allow the program to work as good.

If you cannot answer this, I will follow up with you.

Secretary JACKSON. I will be happy to get back to you to answer
that.

Mr. NEY. Thank you.

The gentlelady from California.

Ms. WATERS. Secretary Jackson, I think you can conclude, based
on my testimony, that I am very upset about CDBG for a lot of rea-
sons. Not only is it the last standing block grant program from the
Federal Government for these 501(C)(3)s and nonprofit agencies
that are providing services for at-risk youth and seniors, et cetera,
et cetera; we have got housing money, and in a district like mine,
you have small cities who depend on this for some of their infra-
structure support.

I know that you talked about setting priorities, but why did you
allow CDBG to be consolidated in the way that you are proposing
to do it and to be transferred and cut? Was it because you had too
much money and you didn’t need any more money? I mean, they
cut you because you had more than you needed? Or was your
money mismanaged? Did you do a good job?

And can you say to this committee that there is not a need for
all that you had, plus more? I mean, explain to me this decision
to cut and transfer. And what did you do? Did you fight for CDBG?
Was this one of your priorities? What did you say to those people—
I don’t know who they are—who did this?

Secretary JACKSON. Thank you very much for the question, Con-
gresswoman.

As I said to the ranking member, we made, I think, a very strong
case as to where the economic development should be. The decision
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was made that it would be consolidated. We agreed. We think the
program should be consolidated.

Ms. WATERS. Are you talking about programs like Section 108?

Secretary JACKSON. Section 108?

Ms. WATERS. I am talking about CDBG. Are you putting that in
the category of economic development programs?

Secretary JACKSON. Yes, because if you realize, the community
development block grant money, even that 1.1 million is for hous-
ing, 1.4 million is for infrastructure, it is still always related to eco-
nomic development. That is why we tacked with the empowerment
zones, the RC zones, we felt that clearly it is there.

We believe, as I said to you before when you asked the question,
we made our case. Do we believe that consolidation of all of the
economic development programs as they relate to developing com-
munities should be in one place? Yes, we do.

Did we think that we should be the agency that administered the
program? Yes. We made our case.

But I do believe in the final analysis that the key was consolida-
tion, not that we had not done a good job, not that the program
was not working. You can ask the people in the industry; you can
ask professionals.

Are there problems with the program? Yes, there are problems,
and we were in the process of correcting those problems, but the
key to it is, I still believe

Ms. WATERS. You had problems with CDBG?

Secretary JACKSON. Of course, we had problems.

Ms. WATERS. Well, the first thing that I would differ with you
on is allowing anybody to categorize the programs as economic de-
velopment programs, because that makes it easier for them to talk
about going into Commerce that is responsible for economic devel-
opment.

But as I look at CDBG, these funds are used for a wide array
of activities, including housing rehab loans and grants to home-
owners, landlords, nonprofits and developers, new housing con-
struction, down payment assistance, other help for first-time home
buyers, lead-based paint detection and removal, the purchase of
land and buildings and construction—on and on and on.

This cannot be categorized simply as economic development,
which would make it more likely to be transferred, and that argu-
ment certainly should have been resisted.

And I don’t know why this consolidation someplace else—they
were already consolidated in HUD, were they not?

Secretary JACKSON. We had all of the programs there in HUD.

Again, Congresswoman, I understand what you are saying. I
can’t disagree with you that the programs were there, but I do be-
lieve, in the final analysis, that many of the programs, if you see
the name of the programs going over to Commerce and strength-
ening America’s economy and communities, so it is taking into ac-
count community development.

My position is still the same. We made what we thought was a
logical argument. But in the final analysis, I still believe that all
of those programs which are spread out over three or four different
agencies should be consolidated, and the decision was made to con-
solidate it at Commerce.
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The CHAIRMAN. The gentleman from California, Mr. Miller.

Mr. MILLER OF CALIFORNIA. Thank you, Chairman Oxley.

Welcome. It is good to have you here; it really is. I know you not
to be a shy man; let’s put it that way. Having had numerous con-
versations with you, you are creative. One thing I do know you un-
derstand is there is an affordable housing crisis in this country,
and I think you are doing a good job.

Secretary JACKSON. Thank you.

Mr. MILLER OF CALIFORNIA. I know you get beat up by a lot of
people, but I really think you are doing a good job. But there is a
difference between economic development and community develop-
ment. When you go talk to your cities and they talk about economic
development, they are looking for Wal-Marts and Costcos and those
types of things. When we talk about community development, we
are talking about housing. There is a difference. As far as I am
concerned, there is a huge difference.

When you talked about GSE oversight, I think you do a great
job. I don’t think you should be removed from that authority; you
should have it. If they want to do something with fiscal oversight,
we will talk about that.

But CDBG funds, I look at what my city uses them for: for home
improvement programs, rehabilitation programs, senior programs,
independent living programs. I mean, they will use them, and I
think they are really, really necessary for that.

Now I am going to ask you a serious question here, and it is not
meant to be teasing you, but do you believe in your mind you are
doing a bad job encouraging basic community development?

Secretary JACKSON. Absolutely not.

Mr. MILLER OF CALIFORNIA. I agree 100 percent. That is the
problem I have. You know, if we look at the issue, in your view
there is currently overlap. But is there currently significant overlap
or duplication of Federal efforts in community development? I am
talking about significant. There is always overlap of some form, but
do you think they are really significant?

Secretary JACKSON. No, There is not significance in community
development per se.

Mr. MILLER OF CALIFORNIA. Exactly. I think you are doing a good
job at it, and I don’t see any reason at all to send it over to Com-
merce.

Consolidating programs makes sense if there is significant over-
lap, but you are always going to have some form of overlap. The
benefits of CDBG programs is the flexibility with which the com-
munities use the money. Do you think there is going to be a change
in that flexibility if it goes over to Commerce rather than from
HUD and the oversight?

Secretary JACKSON. Congressman, I cannot honestly answer that
question. I think that the legislation is being written as we sit. The
decision, as I have said to Congresswoman Waters, was to consoli-
date. And I do believe—can you hear me?

Mr. MILLER OF CALIFORNIA. I hear you fine, sir.

Secretary JACKSON. Okay. I do believe that they were overlap-
ping in certain programs and that we should consolidate. As I said
before, we made a——
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Mr. MILLER OF CALIFORNIA. You are stuck. You are stuck on this
one, my friend. But there is not significant overlap. And the biggest
problem I am having is you are doing a great job, and I just don’t
want to look at somebody doing a good job and say we are going
to take it away from you and let somebody else mess it up. And
I know you understand the development needs of this country. I
know you do. You understand what communities are going
through, although some people beat you up like you don’t know.
You do know, and that is the real problem.

Why is the Department of Commerce more able to provide effi-
cient and effective community development assistance to our com-
munities than you are? Give me one or two reasons why they are
better able to do that?

Secretary JACKSON. I don’t think it is a matter of whether they
are better. It is a matter that a decision was made to consolidate,
and I agree that the programs must be consolidated.

Mr. MILLER OF CALIFORNIA. Okay. Let’s not use consolidate any-
more. I am going to talk to my friend. We are not going to talk
about consolidation.

But I am just having trouble here, Secretary Jackson, because
you are doing a good job, and I am particularly talking about pro-
grams that are significant for our community, CDBG. From our
community leaders, those elected city council members who are try-
ing to provide for the needs, they are the people who have to face
the community twice a month, at least, in public hearings, and
they know what the community needs. I have not heard a greater
uproar than the concept of what is happening today. And what I
don’t want to have is a perception created that you are the one
causing this problem, because you are not. I think we need to look
at this issue because there is not a better use of Federal dollars
locally than, I think, CDBG when it comes to trying to help people
who need the help out there.

So I am having a real problem understanding why we are doing
what we are doing. You are doing a real good job trying to cover
yourself so you don’t say the wrong thing because you are kind of
stuck, but we need to stop talking about consolidating and talk
about quality, and I think you are doing a quality job.

I am glad you are the Secretary. I think you are very capable.
Looking at your history and having talked to you and under-
standing your expertise, you are doing a tremendous job. I think
we need to seriously look at retaining the current oversight that we
have and not throw the baby out with the bath water because
somebody thinks it might be a good idea.

I yield back. Thank you, Mr. Chairman.

Mr. CHAIRMAN. The gentleman yield backs.

The gentleman from Vermont, Mr. Sanders.

Mr. SANDERS. Thank you, Mr. Chairman; and, Secretary Jackson,
thanks for being with us today.

Mr. Secretary, in my view, my view, we have a major housing
crisis in this country. More than 14 million Americans are paying
over 50 percent of their limited incomes in housing; 3.5 million peo-
ple in this country will experience homelessness this year, includ-
ing 1.3 million kids and a half a million veterans. One-third of the
entire country lacks safe, decent or affordable housing. On average,
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families across the country must earn more than $15 an hour—al-
most 3 times the national minimal wage—to afford a two-bedroom
apartment. So my first question to you: In your judgment, do we
have a housing crisis?

Secretary JACKSON. I will say this to you, Congressman, I think
that reasonably in certain areas we have a housing crisis. If we
talk about the east coast, where you are from, or the west coast,
where Congresswoman Waters—we do have a serious crisis. I think
if we talk about middle America, southwest, southeast:

Mr. SANDERS. Fair enough, thank you. And I would agree with
you. Certainly there are some parts of this country where there is
not a housing crisis. But given the fact that in the west coast, in
the east coast, in many parts of our country there is a major hous-
ing crisis, why, in your judgment, will the President of the United
States give hundreds of billions of dollars in tax breaks to the
wealthiest 1 percent and yet slash the overall housing budget by
more than 11 percent?

Secretary JACKSON. Congressman, if you look at the budget, tak-
ing into consideration the shifting of the $4.2 billion to Commerce,
we are up $800 million in this budget overall. We have increased
the Section 8 program by $1.1 billion, the operating subsidy by $1
billion. And, yes, we have had to cut in other areas, but overall the
program is up. So the President is very, very concerned, and he has
demonstrated that by adding additional money to the——

Mr. SANDERS. Well, Mr. Secretary, in all due respect, I don’t be-
lieve that is accurate. My understanding is the CDBG program will
be reduced by 35 percent, resulting at a $1.16 billion cut in funding
for low-income housing, including a $9 million cut from my own
small State of Vermont. Is that true or is that not true?

Secretary JACKSON. What I know is that we zeroed out of our
budget, Congressman, $4.2 billion, from my perspective, to be sent
over to Commerce to work with Community Development Block
Grant Economic Development. I cannot comment on what is in the
present Commerce budget. I don’t know.

Mr. SANDERS. My understanding is the Public Housing budget
would receive a $270 million cut. I don’t want to say anything that
is inaccurate.That is my understanding.

Secretary JACKSON. Well, that is the capital budget, but the over-
all operating subsidy is up by a billion dollars.

Mr. SANDERS. Well, the capital budget is—I think we have a dis-
agreement of fact here. I would yield to Mr. Frank if he has some
Lnformation that I don’t have. We need to get our facts straight

ere.

Mr. FRANK. Let me just ask you, on the operating budget, what
are the numbers—Ms. Schecter, could you tell us, what is the oper-
ating budget in the current fiscal year and what is your proposal?
You said it is up a billion, the operating budget for

Secretary JACKSON. It is $2.4 billion at this present time, and it
goes up $1 billion.

Mr. FrRANK. Well, yeah, our understanding is the calendar is
shifting for public housing funding, isn’t that correct?

Secretary JACKSON. Yes.

Mr. FRANK. Now when you say there is a billion dollar increase,
does that correct for the shift in the calendar?
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Secretary JACKSON. Yes, it does.

Mr. FRANK. Not according to our figures.

Well, I guess we will put this out later, but our sense is that the
increase you are claiming is based largely on the effect of the shift
in the calendar, and when you correct for that, we do not have that
increase. But I think we will ask that that be made public. We will
put the documents out.

Mr. SANDERS. Well, I do think it is important that we under-
stand we are talking apples to apples here. But my understanding
is that in my own small State President Bush’s proposal to block
grant and cut the Section 8 program, if enacted, would result in a
thousand fewer families in the State of Vermont who would receive
affordable housing assistance through Section 8. That is a heck of
a lot of families in a small State.

So let me conclude by asking you this, Mr. Secretary. Last year,
along with Barbara Lee, among others, many others, we introduced
the National Affordable Housing Trust Fund, which ended up with
215 co-sponsors and the endorsement of over 5,000 organizations.
That program would build, preserve and rehabilitate at least one
and a half million affordable housing rental units over the next
decade. How do you feel about an effort like that?

Secretary JACKSON. My position is that if Congress so desires to
have a program and it is in HUD, I would be happy to implement
it.

The CHAIRMAN. The gentleman’s time has expired.

Mr. SANDERS. Thank you.

The CHAIRMAN. The gentlelady from Illinois, Mrs. Biggert.

Mrs. BIGGERT. Thank you, Mr. Chairman.

Welcome, Mr. Secretary, and thank you so much for the delivery
last week to the City of Chicago and its surrounding suburbs of a
good news flat package. We really appreciate all that it will be
used for in housing in that area.

I wanted to address the question of Section 811 being singled out
for a 50 percent cut in this budget. I have an organization in my
district, Trinity Services—it is only one of many wonderful organi-
zations that I have—but it has operated since 1950 and provided
housing and other vital services to disabled residents in the com-
munity. I am concerned that—I know that for the past 8 years
Congress has allowed HUD the discretion to direct up to 25 percent
of section 811 funding for tenant-based rental assistance, as op-
posed to capital advanced grants and budget-based assistance
being administered by non-profits. But my concern is, with the pro-
grams like this that really have provided services for those that are
disabled, that are not quite ready to be off on their own, I am con-
cerned that the only availability will be the vouchers. Does that
mean that these vouchers will only go to the tenants and not to or-
ganizations such as Trinity who really have constructed units and
group housing for these groups—for these people?

Secretary JACKSON. I am sorry, Congresswoman. No, we will con-
tinue to support all of the units that are in place today and to
honor the Section 811 vouchers that already exist.

What we did is in this budget, it was 1,500 units that we zeroed
out of this budget, but it will in no way affect the ongoing of the
program.
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Mrs. BIGGERT. But does that mean just the 1,500 that were being
proposed for this year?

Secretary JACKSON. Yes, the 1,500 of new construction.

Mrs. BIGGERT. Okay. And does that mean that when money be-
comes available, the next budget, that you would put that back in?
You know, I think this is a high priority, the group housing and
particularly the services, and maybe those are given by other, you
know, agencies, but still it is like a one-stop shopping where some
of these—it goes from, you know, the seniors down to children that
are really taken care of under these

Secretary JACKSON. Yes, ma’am.

Mrs. BiGGERT. Well, I would hope that, you know, you would re-
consider that, to look at those houses.

Secretary JACKSON. I would be happy to.

Mrs. BIGGERT. All right. Thank you. And I would yield back.

The CHAIRMAN. The gentlelady yields back.

The gentlelady from New York, Ms. Maloney.

Mrs. MALONEY. Mr. Secretary, I first would like to compliment
HUD for the really caring job they have done in the city and State
that I represent in the past.

I recall when I served on the City Council after the Carter years,
with monies put in the budget, and HUD rebuilt 7,000 new units
of affordable housing in 4 years in my councilmanic district alone—
but looking at this budget, I just don’t see how we can survive in
New York, and I am sure my colleagues feel the same across the
country. In looking at what has been put forward, all of the city
programs in HUD have been reduced by 5 to 10 percent in New
York City; and since 2001 the funding for public housing has been
cut 30 percent.

HUD now provides many, many valuable programs, code enforce-
ment and lead abatement and other functions in New York City.
So my first question to you about the Strengthening America’s
Communities proposal which you have put forth, can you offer any
assurance that the housing code enforcement, lead abatement and
other functions that my home city of New York currently uses the
Community Development Block Grants for will be continued or per-
missible under this new program? These were vital housing assist-
ance programs.

Secretary JACKSON. Congresswoman, you ask me, can I make an
assurance? No. I would hope that all of these programs would con-
tinue to be enforced, and I do believe that they will be, but I cannot
guarantee something from another department.

We zeroed out $4.2 billion in our budget to be transferred to the
Department of Commerce. The legislation is yet to be written, but
it is my belief and hope that, yes, it would continue.

Mrs. MALONEY. Well, hoping isn’t good enough. What we have
heard is that some of these programs are going to Commerce, but
there is absolutely no assurance that they will continue. They are
still being worked out. Your proposal reminds me of the Social Se-
curity proposal we have before Congress. The Bush administration
is sgying trust us, but their proposal—you know, how can we trust
you?

You are saying trust me, I hope, but there is no assurance. You
really need to be more responsible and consistent with this Con-
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gress, and you have got to assure us that the housing goals that
are currently being served by CDBG will continue to be served.
And to sit here and say I hope is certainly not good enough.

It is just—to me—Newt Gingrich, when he came to power, came
out and said, I want to abolish HUD. At least he came out and said
what he was going to do. With this budget you are almost like ter-
mites eating away at the foundation of HUD, which has been an
incredibly valuable program in so many ways to the communities
that we serve.

I tell you, housing is so important, and you cannot build afford-
able housing or public housing without a Federal commitment. Lo-
calities and States cannot do it. And I don’t see it in this budget.
Even in the Section 8 that you talk about that you have main-
tained at the approximate levels, it is still $50 million short of
what was expended for Section 8 in 2004 in New York City alone.
So I find this budget tremendously problematic.

I would like to also ask you about your Strengthening America’s
Communities proposal. You consolidate the community develop-
ment financial institutions and the national community develop-
ment initiatives. You put those two together. These are the two
main ways that local governments attract and leverage private cap-
ital into their communities. How do you suggest that these private
funds be replaced?

Secretary JACKSON. Congresswoman, I cannot, today, discuss the
intricate details of the Strengthening America’s Communities pro-
posal. That is over at Commerce being developed at this time.
What I can tell you is what we have done in the past with the com-
munity development program, which you know and that in the
final analysis, as I said before, for consolidation purposes the pro-
gram is going to Commerce, and we zeroed out $4.2 billion out of
our budget.

Mrs. MALONEY. Well, also, you said in your testimony that you
were going to consolidate these programs and provide more, quote,
economic development programs over at Commerce. So can you ex-
plain what administrative changes and what realignment of funds
will be great enough to account for the tremendous decrease in
funding by $1.6 billion? I mean, I am flabbergasted by this budget;
not only do you flat out cut public housing code enforcement, the
programs that we use to leverage to get private investment into
housing—how do you expect that we are going to meet the needs
of the local communities?

The CHAIRMAN. The gentlelady’s time has expired.

Mrs. MALONEY. And you have no proof. It is a disaster.

The CHAIRMAN. The Secretary may respond.

Secretary JACKSON. Yes. Congresswoman, as I said, you asked
for assurance. I cannot give you assurance of what another depart-
ment will do because I am the Secretary of Housing and Urban De-
velopment. What we did was agreed that consolidation is a nec-
essary occurrence, and the decision was made to consolidate at
Commerce. The legislation is presently being written, and I am
convinced that it will address many of the issues that you have just
enunciated.

The CHAIRMAN. Gentleman from Florida, Mr. Feeney.
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Mr. FEENEY. Thank you. And thank you very much, Mr. Sec-
retary.

I tried to follow the lines of the argument very carefully here,
and I am afraid I have lost the forest for the trees. Some people
are very concerned that you are consolidating things, that budgets
aren’t increasing rapidly enough, that the burden on the American
taxpayer is not expanding fast enough in housing-related issues.

As I recall your testimony, American ownership is at all-time his-
toric high. Not just for America, but is there any other nation in
the history of the earth where as high a percentage of people have
owned the house they live in or the land that they live on that you
are aware of?

Secretary JACKSON. I think that the ownership rate in this coun-
try is the highest. There might be another, I think in Singapore.
Butidother than that, we are far ahead of everybody else in the
world.

Mr. FEENEY. Well, based on the big picture forest which I am
very concerned about, that you and your predecessor and the Bush
administration ought to be very, very proud of what you have ac-
complished.

We know that there is more to be done. I work with homeless
coalitions, for example, in my neighborhood.

But related to that issue, I recognize you may not be an econo-
mist, but I am noticing today in the Washington Post that there
is concern that in California last year property values increased 27
percent, 20 percent in my home State, some 36 percent in Nevada.
Some economists are concerned, actually, about a pricing bubble.

Do you think if we added some enormous subsidies, handouts
and other programs that may have been advocated that we do a
lot more for, that we may actually be inadvertently incentivizing or
encouraging speculative investment and perhaps a pricing bubble
that as the Washington Post, in a column by Mr. Samuelson, points
out traditionally has been the precursor—these are housing price
bubbles—to serious consequences that ultimately lead to recession,
perhaps even depression on a global nature? Do you have some
concern that overly generous subsidies in some areas may have
that possible effect?

Secretary JACKSON. Actually, Congressman Feeney, no. Because
I really believe that we have a prime opportunity, and so does the
President, to create more little-market housing—some people will
say affordable housing—in this country; and I think we can do that
by the American Home Ownership Low-income Tax Credit Act by
helping developers develop in the urban areas.

Also, I think, too, that probably within the next 5 to 10 years
there is still going to be a growing need. What we have seen, since
we have seen the increase of home ownership in this country, espe-
cially with minorities, is that it is so pervasive, as the Congress-
man said a few minutes ago, that many people are paying over 50
percent of their income just for rent. So if they can get into a home
or we can provide ways of getting them into a home, they are used
to paying 30 to 35 percent, that is usually a 15 to 20 percent reduc-
tion from a rental unit.

Now that does not mean that in any way HUD is getting out of
the rental business or that rental units will not be used, but I
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think if we can give incentives to first-time homebuyers, not only
do we create good citizens, we create stable environments. We have
learned, also, that a child coming up in a home reads 9 percent bet-
ter, does math 7 percent better.

So if we can, in essence, give a helping hand to those families,
we effectively keep them from entering the market of maybe the
homeless or public housing. So we will not need as much public
housing or as many Section 8 vouchers that we have today. So I
think it is important to stress that. Now that in no way diminishes
HUD’s commitment to subsidize apartment complexes or homes.

Mr. FEENEY. I have got a lot more on this area. We may have
some disagreements about the potential risk of overly generous
subsidies.

But, finally, while I am into economics, is it your opinion—and
I realize it is not your expertise—some urban areas’ rent control,
enormous regulatory burdens imposed by the locals, and other rea-
sons that are self-inflicted ruins—have contributed to the high cost
of affordable or, as you put it, middle cost housing?.

Secretary JACKSON. You are absolutely correct, and I have asked
a person on our team to do nothing but look at ways of removing
those regulatory barriers.

If you take an example, Congresswoman Waters out of Los Ange-
les, California, before a home comes out of the ground in California
through regulatory barriers you are looking at somewhere between
a hundred and $109,000. My position is that clearly moves it out
of the middle-market-housing market for fire people, police people,
teachers, nurses. So our position is that let’s try to remove those
regulatory barriers, but the first step—and we are about 60 percent
through—the first step of removing regulatory barriers is we need
to remove them at HUD; and we are in the process of doing that
before we insist that cities and counties and States move theirs.

The CHAIRMAN. The gentleman’s time is expired.

The gentlelady from New York.

Ms. VELAZQUEZ. Thank you, Mr. Chairman.

Mr. Secretary, do you think that $1.3 trillion in tax cut is too
much of a handout? But that is not my question. My question is
about the present budget.

The President’s budget, he proposed cutting funding for public
housing by 9 percent, bringing the total cost, since the President
took office, to $1.5 billion. There is currently a backlog of $21 bil-
lion worth of physical improvements needed in public housing, in-
cluding the repair and replacement of roofs, boilers, windows, and
doors that are jeopardizing the health and safety of residents. With
cuts to these funds, PHAS will be forced to make extremely dif-
ficult budget choices, pitting important priorities against one an-
other while building conditions worsen.

How does the administration expect PHAS to meet quality and
safety standards without the adequate resources to maintain their
properties and make necessary repairs?

Secretary JACKSON. Well, Congresswoman, as I said before, we
have added one billion to the operating subsidy of the public hous-
ing budget.
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Ms. VELAZQUEZ. Yeah, but that doesn’t address the issue that we
have $21 billion worth of physical improvements. And when was
the last time that you visited a public housing development?

Secretary JACKSON. Probably 2 months ago.

Ms. VELAZQUEZ. And you saw the needs for repairs.

Secretary JACKSON. No, I did not.

Ms. VELAZQUEZ. You did not. I welcome you to come to my dis-
trict in New York City.

Secretary JACKSON. Well, the public housing development that I
visited was in excellent shape.

Ms. VELAZQUEZ. So you think that $1 billion is enough?

Secretary JACKSON. No. That is for the operating subsidy. I truly
believe that we have enough in the Capital Fund budget to address
the needs of many of the issues that you just said.

Ms. VELAZQUEZ. According to Assistant Secretary Liu, the budget
only provides 89 percent of what is needed for full cost reimburse-
ment for public housing operating expenses. My question to you is,
are PHAs supposed to perform only 89 percent of the repairs need-
ed in their developments?

Secretary JACKSON. Well, Congresswoman, I will tell you that the
backlog of capital improvements in public housing developments
are down by about $18 billion over the last 4 years, so I am not
sure where your figures are coming from. I know, having ran three
public housing agencies, that the issues that we faced in the 1970s
and the 1980s and the 1990s are not the issues that we are facing
today. And my position is that we are doing everything to make
sure that we address the capital needs of public housing agencies
in this country.

And you asked a question. The last time that I can remember
public housing being funded at a hundred percent, I can’t. Out of
the three agencies I ran, I can’t ever remember it being funded
really over 95 percent. So I am not sure, when you ask can they
operate off of 90 percent, yes, I operated an agency off of 90 per-
cent.

Ms. VELAZQUEZ. Ninety percent. It is 89 percent.

A crucial element of the success of the Section 8 program is the
participating landlords

Secretary JACKSON. I am sorry. I didn’t understand you.

Ms. VELAZQUEZ. A crucial element of the success in the Section
8 program is the participating landlords. With increasingly more
Section 8 buildings reaching the end of their 20 year contracts, it
is imperative that landlords feel confident in the program so that
they will continue to participate and provide a much-needed source
of affordable housing. New York City alone is short $50 million of
what is needed to fund all vouchers this year, with expiring con-
tracts for nearly 2,000 units in my district. HUD’s misguided shift
from unit-based funding to an inadequately funded dollar-based
system has jeopardized private sector confidence in the Section 8
program, removing critical incentives for landlords to participate in
the program.

Secretary Jackson, what concrete steps is the Department going
to take to restore landlord confidence in the Section 8 program and
ensure their participation moving forward?
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Secretary JACKSON. Congresswoman, I think we have. We added
$1.1 billion to the present Section 8 voucher program. I don’t think
there is anything more resolute than giving monies to carry out the
program. But the question becomes, can we continue to increase
the program at its present rate? I do not believe so——

Ms. VELAZQUEZ. My question is about the confidence coming from
landlords regarding the program. Every time I go back to my dis-
trict, we have to deal with HUD and landlords who do not want
to continue in the program because of lack of confidence in the pro-
gram. And isn’t it true that Judith Kennedy, president of the Na-
tional Association of Affordable Housing Lenders, was quoted last
May in a Bond Buyer article saying, and I quote, “Because HUD’s
announcement at least partially validated the concerns of rating
agencies and landlords about the appropriations risks associated
with the voucher tenants, some of the harm may be irreversible.”
and that HUD, and I quote, “just in essence validated rating agen-
cies and underwriters’ fears that you cannot trust government sub-
sidies.” Irreversible, Mr. Secretary.

I ask you again, how will HUD attempt to rectify the harmful ef-
fects of its poor management decisions?

Mr. NEY. [Presiding] I should note the time of the gentlelady is
expired, but if you would like to wrap up.

Secretary JACKSON. Sure. Congresswoman, I will say this. If it is
irreversible, you cannot prove it by the number of bond-issuing
companies coming to public housing agencies today wanting to do
their bonds, or the number who are willing to underwrite the Sec-
tion 8 program in many housing authorities.

Ms. VELAZQUEZ. And there are a number of landlords who do not
want to continue in the program.

Secretary JACKSON. Well, I can tell you, in your city alone, you
have got people at your housing agencies willing to do it tomorrow,
and I am not telling you what I think, I am telling you what I
know.

Mr. NEY. The time has expired.

The gentleman from Ohio, Mr. Tiberi.

Mr. TiBERI. Thank you, Mr. Chairman.

Mr. Secretary, thank you for your leadership. Thank you for your
support of Columbus, Ohio’s unique approach to dealing with
chronic homelessness. It has been great to see your leadership
there. And thanks for your support on the Zero Down legislation
as well. As a realtor, it has been great to see people react the way
they do in home ownership. It helps communities, and you know
that, and thanks for your support there. And thanks for your com-
mitment on dealing with an FHA issue in Columbus, Ohio, dealing
with first-time homebuyers as well. I look forward to working with
your staff.

About a year and a half ago, Chairman Ney and I had a field
hearing in Columbus, Ohio, and out of that we requested a GAO
report on CDBG, which has gotten a lot of attention here for an-
other reason. Our concern stems from the fact that in Columbus,
Ohio, the Mayor and City Council testified at that hearing that Co-
lumbus was the largest city in Ohio—is the largest city in Ohio and
was not getting as much CDBG money as some of the other cities
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in Ohio that are older cities than Columbus. Columbus has seen
exceptional growth in the last two decades.

I will give you an example. St. Louis, Missouri, with a population
of around 350,000, is the 49th largest city in the U.S. In fiscal year
2001, St. Louis received over $28 million in CDBG money. Colum-
bus is the 15th largest city in the Nation, population of over
700,000, double, received about $$8.8 million in CDBG. Similar dis-
crepancies can be found in other cities who are smaller than Co-
lumbus and whose funding is greater than Columbus with respect
to CDBG.

Why do you think cities that are significantly smaller than Co-
lumbus are receiving much more, when Columbus’ poverty statis-
tics are similar to these cities that are half the size?

Secretary JACKSON. I understand, Congressman Tiberi, your con-
cern, and let me say this. It is because of the formula that was set
by Congress; and in this formula it is based on poverty, growth and
age of housing in the communities. When you look at a city like St.
Louis pre-1940 housing, you have a substantial large number of
that in that city. If you look at Columbus—which I used to visit
frequently when I ran the utility company—it is basically a brand
new city in the sense that you have a very growing market now
and clearly a very viable—and if I remember distinctly, it is the
largest city in Ohio.

Mr. TiBERL It is.

Secretary JACKSON. That is why we did an in-depth analysis and
study—that we have submitted to the public now and to you all—
looking at four different alternates to be able to address the com-
munity development needs of each of these cities to be more equi-
tably distributed between the cities. Right now, you are absolutely
correct. It is just based on poverty, age of housing and the growth
of the city.

So there are a number of iniquities that exist in cities, but we
think that with the study and the proposal that we have submitted
to you all and at the request of Chairman Ney, I think we have—
the four alternates that we have given will address that issue.

Mr. TiBERI. That is great.

One other question, Mr. Chairman.

The issue of Section 8 has come up, and I don’t know if the sta-
tistics are on the top of your head or not, but one of the things that
we have seen is that, over the last several years that I have been
here, is the amount of money spent on Section 8 has increased sig-
nificantly. Can you, off the top of your head, tell us, since you have
been at HUD how significantly Section 8 has taken a bigger piece
of your budget?

Secretary JACKSON. Sure. Congressman, we have gone from fund-
ing Section 8 at about 42 to 43 percent to 56 percent; and if we
include the project-based subsidy, it is about 60 percent. So it is
taking about 60 percent of our budget, and that is at the perils of
other programs. I know people have said, well, it shouldn’t be. You
are underfunded. No, it is not that. The program could not continue
to grow at the rate that it is growing. That is the real issue.

Secondly—which some people refuse to deal with—is that we are
not serving more people on this program. We have an imaginary
cap that 75 percent of the recipients must be 30 percent or less the
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median, which means we are not only paying their rent, we are
paying all of the additives to that, utilities and others. So we are
not serving more people. Landlords are consistently going up in the
rent, and what we found out is that in many of the urban areas
there is a great disparity between what landlords are charging and
what the median rent is for that specific area.

So I am saying, let us go back to where I was the last time that
I ran a housing authority in 1995, back to budget base. I was given
a budget, and I had the flexibility of serving as many people as I
could. That is, some people were at 30 percent of median, some
were at 50 percent of median, some were at 60 percent of median.
Now we are over 80 percent. And clearly what we had——

Mr. NEY. The gentleman’s time has expired.

Secretary JACKSON.—which I think it important, is we had a
turnover in Section 8 at that point, pre-1998, at about 3 years, 3
and a half years. Today it is about 8 years, and we are serving less
people.

Mr. TiBERI. Thank you.

Mr. NEY. The gentleman’s time has expired.

The gentleman from North Carolina, Mr. Watt.

Mr. WATT. Thank you, Mr. Chairman.

Thank you for being here, Mr. Secretary.

You referred to some legislation that is being drawn at Com-
merce on several occasions, and I will just express my hope that
you are involved in putting HUD and the prior programs of HUD
in play as part of those discussions and that it is just not Com-
merce that is doing this. I assume that you are involved in that?

Secretary JACKSON. Yes, Congressman Watts.

Mr. WATT. Thanks. Okay. And I would also express my hope that
that process moves quicker than the process that—you all told me

a couple of years ago the process was going to lead to some suc-
cessor legislation that was going to replace Hope VI, which I still
have not seen. And I am—you know, I am beginning to turn blue
here, if I keep holding my breath for it. So I hope you all are still
working on that. Are you still working on legislation that would
come up with a program that would replace Hope VI and do that,
or was that going to Commerce, too?

Secretary JACKSON. No, that is not going to Commerce. We are
still working on it.

Mr. WATT. Okay. So I am glad to know you all consider that com-
munity development rather than economic development.

In the meantime, according to the information I have, in 2001
HUD issued the Hope VI notice of funding availability approxi-
mately 4 months after Congress appropriated the funds; and, un-
fortunately, in 2002, 2003, 2004, the NOFA didn’t come out until
8 or 9 months after the funds were available, so I am a little wor-
ried about what the status of the Hope VI funds appropriated for
fiscal year 2005 is.

Is there going to be a NOFA for the funds that were appro-
priated, even though you all—even though the President’s budget
proposal confiscates those funds back? Or are you just going to as-
sume that that is going to happen? Can you tell me the status of
the NOFA for 2005 funding?
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Secretary JACKSON. We expect the NOFA to be out in March.
Clearly, it was allocated in the 2005 budget, and so I intend to put
the NOFA out and to get responses and to evaluate those re-
sponses.

Mr. WATT. Now what impact will that have, then, on the Presi-
dent’s proposal to reclaim those? I mean, he has rescinded those
funds in his proposed budget. If you put a NOFA out, will that
trump his rescission, or will his budget proposal trump your
NOFA?

Secretary JACKSON. Congressman, that is a proposed budget——

Mr. WATT. I understand that, but I am just trying to figure out
which ones—you are putting out your NOFA. I assume if people
submit proposals in response to that NOFA, that will be funded,
is that correct?

Secretary JACKSON. That is correct, until you rescind it, until
Congress rescinds it.

Mr. WATT. All right. That is all I want to be assured of.

Now there was some language, as I recall, in that bill about re-
capturing some prior money that was in HOPE VI. What is the sta-
tus of that? How much money is still out there in HOPE VI that
has not been committed?

Secretary JACKSON. All of the money has been committed——

Mr. WATT. Except the 2005 funds.

Secretary JACKSON. Right. But the other part—if I were to an-
swer your question a different way, how much money is out there
that is not obligated, it is about $3 billion, but all of it has been
committed to different authorities.

Mr. WaTT. Okay. Obligated and committed being—give me the
distinction that you are drawing.

Secretary JACKSON. Committed is that—we have monies now
that has gone to all those housing authorities—I can give you the
best example, and I won’t use a city. One authority has the money,
but they have not drawn down on it for the last 4 years. So the
commitment is there, but they have not obligated the funds, and,
unless they obligate it, they are not in a spending mode.

Mr. WaTT. What is going to happen with that? You take that
money back at some point?

Secretary JACKSON. No. We send them a notice. We are working
with a number of cities in that process, trying to get them to spend
their money.

One of the things we have done is said, why don’t you get a de-
veloper who can leverage the money and develop the project?

Mr. NEY. The time of the gentleman has expired.

Secretary JACKSON. In many cases, when the money has not been
expended it is because they do not have a developer who can come
in and leverage the money, so we are working with them.

Mr. WATT. Thank you, Mr. Secretary.

Mr. NEY. Thank you.

Mr. Pearce from New Mexico.

Mr. PEARCE. Thank you, Mr. Jackson. I appreciate your service,
and I thank you for your willingness to come in today.

If I am understanding correctly, in the administration of your
program you have decreased the fraudulent payments by $1.6 bil-
lion.
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Secretary JACKSON. Yes, we have.

Mr. PEARCE. So we have got a certain number of people off the
program that were there fraudulently.

Secretary JACKSON. That is correct.

Mr. PEARCE. Also, then you have increased home ownership by
2.2 million people, so you have got 2.2 million people less.

Secretary JACKSON. Right.

Mr. PEARCE. And you are not asking for less money in this budg-
et, you are asking for more, which means that we have the capa-
bility to really expand services significantly.

Secretary JACKSON. Yes, we do.

Let me say this to you. We have a backlog now of less than $18
billion in public housing capital funds, but we have, to date, 80,000
fewer public housing units than we had just 10 years ago. We are
working with a number of private developers and private investors
with the vouchers to make accommodations for low- and moderate-
income people. The best example I can give you is Chicago, where
Mayor Daley, from my perspective, is doing an excellent job of
leveraging private monies with our housing monies to create hous-
ing that is integrated both socially and economically, rather than
the humongous high-rises that you saw going down the Dan Ryan
Freeway. And that is what we are looking at. We don’t have the
same number of units when they say, well, the budget is cut; we
have 80,000 fewer units in this country.

Mr. PEARCE. I appreciate that. I guess my point is that when you
tell me that we are not serving more people, that the landlords are
going up to above-market rates, that those landlords could be per-
ceived as special interests. And much of the arguments here today
could be special interests kicking back against a system that is try-
ing to cut housing rental subsidies that are going up faster than
the market rate, which will represent large blocks of landowners,
rather than creating an ownership society.

Secretary JACKSON. I agree with that, but I won’t say it is special
interests. What I will say is this, is that what I found in running
three housing authorities, unless you clearly state and make land-
lords compete, there is no need for them to compete, so they can
raise the rates at their will. And that is what we are seeing in this
country.

I can tell you firsthand. I made a sincere effort, the last housing
authority that I ran in Dallas, that I had landlords competing to
make sure that I got the best value for my dollar because I was
allocated only so much money and I wanted to serve as many peo-
ple as I could serve.

Today, based on the unit-base cost, there is really no incentives
to do that. I think that if you give them budget base and flexibility,
many of the housing authorities are capable and will do it, will
make landlords compete, but until then there is no reason.

So that is why I said that the money is going up that we are allo-
cating, but the number of people who we are serving has not in-
creased any. And you will get debate and they will say that is not
true. Well, you know, I ran three housing authorities, I think I am
a pretty good expert, and all three of them were high performance,
so I know exactly what I am talking about. When you are on budg-
et base, you have to operate flexibly; unit base, it is not required.
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Mr. PEARCE. Well, I read in here at one point that you serve 4.8
million households under one program. Do you have the total num-
ber of households that you are serving right now through all the
programs, just approximately?

Secretary JACKSON. I know it is 2.2 in Section 8, and it is 4 point
something in public housing—2 million in Section 8 and about 1.2
in public housing. I am sorry.

Mr. PEARCE. So about 4 million.

Secretary JACKSON. And then the other programs, right.

Mr. PEARCE. So when you set a goal of 5.5 million by 2006, is
it 2006?

Secretary JACKSON. No. That was the home ownership goal set
by the President.

Mr. PEARCE. I understand. But home ownership, you are sup-
posedly taking people out of the program, the rental subsidies, and
putting them over into a program where they never are going to
have to have a subsidy again——

Secretary JACKSON. Not necessarily so. A lot of people are coming
out of the program, but a lot of these are just first-time home-
owners, period. They are middle-income people, fire people, police,
nurses, teachers. They are not necessarily either on a voucher or
in public housing.

Mr. PEARCE. All right. Well, I appreciate, Mr. Jackson, the efforts
to change the whole culture, the culture of paying high rents with
non-competitive leases, the culture of having subsidies rather than
home ownership. I appreciate those attempts on the part of your
Department to sort through a very difficult, difficult problem. I
know it takes a lot of focus, and you are open to criticism from us,
and we appreciate that.

Secretary JACKSON. Thank you.

Mr. NEY. The gentleman’s time has expired.

The gentlelady from California.

Ms. LEE. Thank you very much. Thank you, Mr. Chairman.

First of all, Secretary Jackson, let me just say I believe that this
proposed HUD budget really does reflect the values of an agency
which has decided that it no longer takes on responsibility for car-
ing for the least of these. It reflects priorities that you acknowledge
rob Peter to pay Paul. Yet—we keep hearing about the religious
values of the President and this administration. Yet this budget, if
you ask me, does not reflect any sense of morality. It does just the
opposite.

It is really, quite frankly, immoral to shatter the hope out of
HOPE VI and accept housing that really is subhuman in our coun-
try. I can’t figure out what is moral about cutting 15 percent from
the housing account for Native Americans, allowing, also, families
to live with lead paint or brown fields. It is my understanding
there is about a 28 percent cut in lead paint grants. Of course, this
will lead to sicker children.

I guess I have got to ask you, where is the morality in a budget
that leaves those living with HIV and AIDS in a position where
they have to choose between their healthcare and their housing? A
5 percent cut is unacceptable.

So, Mr. Secretary, I can’t figure out how the administration can
honestly cut these and other essential healthy community pro-
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grams and really say that it cares about the poor and the elderly
and the disabled. What you are doing is creating blighted neighbor-
hoods which will wreak havoc on the most vulnerable people.

So I guess I have to ask you, given this—and I call it an uneth-
ical budget, what standards of morality did you use in putting it
together, or was it strictly the accounting kinds of maneuvers that
you had to do? Did you vigorously fight for additional funds so that
the priorities wouldn’t have to be what you are dealing with now
or did you accept this as sort of a fait accompli?

Secretary JACKSON. I guess, Congresswoman, I am not going to
debate you about ethics and morality. I think that——

Ms. LEE. Well, I think we should, because——

Secretary JACKSON. No, I don’t think we should.

Ms. LEE.—your agency is the one that protects, hopefully, the
most vulnerable of people in our country

Secretary JACKSON. Well, you have your beliefs, and that is fine.
I respect your:

Ms. LEE. You don’t believe that?

Secretary JACKSON. I respect your belief.

Ms. LEE. You don’t believe it.

Secretary JACKSON. I believe the budget does address the issue.

Ms. LEg. Well, how do you do that by cutting all the funds out
of housing initiatives for, for instance, people living with HIV and
AIDS? Five percent is terrible, 50 percent cut on the disabled. I
mean, how do you justify? That is all I am asking.

Secretary JACKSON. Well, I will say this to you again. You have
to make choices and priorities, and in this budget I made priorities.
The priority was to make sure that we fund the Section 8 program
fully and the public housing operating subsidy, and that meant
that some areas would be cut. We looked at those areas that would
be cut and looked around and realized that other people were serv-
ing many of those areas, too, and that our service would be aug-
mented by other agencies. So I would——

Ms. LEE. Then can you tell me what agencies are going to aug-
ment, for instance, the cuts that address people living with HIV
and AIDS and the disabled?

Secretary JACKSON. Health and Human Services addresses it
every day.

Ms. LEE. So they are going to get an increase——

Secretary JACKSON. I can’t speak for them, but

Ms. LEE. But you chose to cut this because of the priorities and
you didn’t have enough money.

Secretary JACKSON. I didn’t say we didn’t have enough money. It
was clear that we have programs that are eating into our budget,
and until we address the issues of Section 8 we are going to con-
tinue to have to look very strongly at other programs.

I will say this to you in response. I have no great pleasure in cut-
ting any program. It is a matter of looking at where we can best
serve the people most in need, and clearly those people under the
Section 8 program are in need, and that is a decision that had to
be made.

Ms. LEE. But, Mr. Secretary, what I am saying to you is often-
times secretaries make a fight within the administration for addi-
tional resources because they don’t want to cut these programs. So
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I am asking you—you say you didn’t want to cut it. So if you did
not want to cut it, did you go to the administration and say, look,
we need not—we don’t want to cut the disabled, we don’t want to
cut out Native American housing initiatives, we want to increase
the efforts for cleaning up lead and lead-base grants? I mean, did
you make that argument internally? And maybe perhaps you could
have at least maintained some of these initiatives that the most
vulnerable people need in our country.

Secretary JACKSON. Well, I think we have maintained those
issues that the most vulnerable people need. And I am clearly

Ms. LEE. But Native American housing has been cut by 15 per-
cent. You are cutting the grants to the disabled by, what, about 50
percent. You are cutting housing for those living with HIV and
AIDS by about 5 percent. So explain this. That is what I asked you
earlier, the kind of standard that you used to do that.

Secretary JACKSON. I think I have said that you have your belief
and I have my belief. My belief is that we have
Mr. NEY. The gentlelady’s time has expired.

Secretary JACKSON. The Section 8 program consistently eating
into our budget, and I made some very hard and difficult decisions.

Ms. LEE. So you didn’t fight to protect the others.

Mr. NEY. Time has expired.

Mr. Fitzpatrick of Pennsylvania.

Mr. FrrzpATRICK. Thank you, Mr. Chairman.

Secretary Jackson, thanks for taking the time to come before the
committee today. I know that I can say that, as a new member,
your testimony has given me a greater appreciation and under-
standing for your budgetary issues at HUD.

I represent a district in southeastern Pennsylvania, Pennsyl-
vania AID. It is some urban but mostly suburban, and we have had
great experiences in working with your Department, especially in
economic fields, economic development initiative. There is a lot of
pressure for businesses to expand and develop in some of the open
spaces in the county and in our communities, and the ability to
take those BETI funds and redevelop older, abandoned industrial
sites. That has been important to us, and I just want to sort of put
in a plug for the BETI program.

Secretary JACKSON. Thank you.

Mr. FirzrATRICK. But I want to talk a little bit about the Com-
munity Development Block Grant.

As a local elected official, county official for 10 years, we really
appreciate the Block Grant for a couple of reasons, not only for the
cash assistance to the local community but, just as importantly, for
the flexibility that it gives to a local governing official to be creative
and to use those dollars in ways that local communities and local
governments see them to be the most effective and the most effi-
cient.

One of the things that we did in Bucks County, Pennsylvania,
our little spot of the United States, was recognize that it is impor-
tant for community development programs and economic develop-
ment programs to work together to understand each other. We took
our community development office that was in charge of imple-
menting the CDBG program and we created a new department, es-
sentially, a more efficient department called the Office of Commu-
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nity and Business Development, because we wanted those two
sides of the equation to be talking to each other.

So my question is, the CDBG program goes to the Department
of Commerce, business side. Would you have any comments for
Commerce on maintaining that level of flexibility for local gov-
erning officials? I know that you don’t control the Department of
Commerce, but what kind of message might you give the Depart-
ment so they maintain that flexibility so local government can con-
tinue to do their job?

Secretary JACKSON. That the program works, and that if you look
at the majority of the cities who receive the Community Develop-
ment Block Grant Program, they are doing a very excellent job in
being able to juxtapose both the community side and the economic
development side, as you just said in Bucks County, and that we
should look very seriously at maintaining a number of the ingredi-
ents within that program because they have been successful.

As T said to the Congresswoman from California, there are some
issues, but, overall, the program, from my perspective, works very
well. And I would hope that it would continue to work well be-
cause, clearly, it addresses the needs of many of the urban areas—
well, not only the urban areas, many of the county areas, too.

Mr. FrrzpATRICK. I think it goes without saying that, you know,
when you send dollars to a local community there is always the ca-
pacity, always the ability to use those dollars more effectively and
to get greater benefit by stretching the dollars. Doing more with
less sometimes is possible. I know that working in the local govern-
ment sector.

Secretary JACKSON. I think most of the cities have done a very
excellent job of leveraging the block grant monies that have been
sent to the cities. I have seen it.

One is—there is a commercial development within I think either
yours or Congresswoman Waters’ district where they built a Home
Depot and a whole shopping center, and that was leveraged with
Community Development Block Grant money. So I am a believer
that it served a very, very excellent purpose.

Mr. FITZPATRICK. And you do you believe the Department of
Commerce will maintain that level of flexibility for local governing
officials?

Secretary JACKSON. I would hope so. As I said to Congressman
Watts, they will have our input because we believe that they are
valuable and good programs.

Mr. FrrzpATRICK. Thank you, Mr. Secretary. I yield back.

Mr. NEY. The gentleman yields back the balance of his time.

Mr. Green of Texas.

Mr. GREEN. Thank you, Mr. Chairman. I want to thank the rank-
ing member, Mr. Frank, and I would like to thank you, Mr. Sec-
retary, for appearing today.

Mr. Secretary, when I ran for Congress I indicated that I would
be a representative for the least, the last and the lost. Reverend
Kirby John Caldwell referenced the least, the last and the lost
when he gave the prayer at the State of the Union Address. The
least, in my opinion, are those who have not. They cannot afford
affordable housing. The last—many times those who are the last to
be hired, first to be fired. The lost, those who are victims of AIDS,
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the mentally ill. And, Mr. Secretary, it is my belief that this budget
adversely impacts the least, the last, and the lost.

And, Mr. Secretary, my comments are not addressed to you, but
rather they are addressed to us, because we live in a world where
it is not enough for things to be right, they must also look right.
And while it may be right to grant trillions in tax cuts to the
wealthiest, depending on who is counting, about 3.4 trillion, while
we are cutting AIDS housing 5 percent, $14 million, lead paint
abatement 29 percent, $48 million, disabled 50 percent, fair hous-
ing 16 percent. Now, while that may be right to do that, it doesn’t
look right. And history is not going to be kind to us as it evaluates
us. Not you, Mr. Secretary, but us. Because it is not enough for
things to be right, they must also look right.

It may be right to cut community development block grants and
yet spend enough in 1 month to cover those cuts; it may be right,
but it doesn’t look right. And history is not going to be kind when
it evaluates us.

Mr. Chairman, Mr. Secretary, I am very concerned as a person
who comes out of the human rights civil rights movement, about
the cuts in fair housing, approximately $7.3 million, 20 percent in
the fair housing initiatives program, 15 percent in the fair housing
assistance program. And I am concerned because every time we
have tested, we have found that discrimination still exists when
persons are seeking housing opportunities.

And for us to have complaints that average more than 3 million
annually in housing violations, and to cut these programs that can
b}? slo beneficial, I think it is going to hurt the least, the last, and
the lost.

And I want to make one more comment. And I am really not beg-
ging for a response, Mr. Secretary. As I said, my comments are not
directed to you, but rather to us, because we are all going to be
judged. On the question of faith-based initiatives, HUD—this is a
quote: “HUD has removed all discriminatory barriers to participa-
tion by such organizations.”

Mr. Secretary, I went to the colored water fountains. I sat in the
back of the bus. You may have as well. And I am not demeaning
you. Let’s say we did these things. And, Mr. Secretary, I think that
what we are doing with this faith-based initiative is opening the
door to discrimination. I think we are rolling back the clock to a
time that I don’t care to revisit. I find that right now, faith-based
organizations have the same opportunities to government grants as
any other organizations. What appears to be the desire of some is
to discriminate in hiring practices, which is invidious to the Con-
stitution of the United States.

Those of us who value the distance that we have traveled and
the Constitution of the United States are shocked with the whole
concept of allowing discrimination to sew its seeds in the church.

So, Mr. Secretary, I want to thank you for coming. And again,
my comments are not directed toward you. We all are going to be
judged in terms of how we allow this situation to continue, because
it is not enough for things to be right; they must also look right.
And this doesn’t look right.

I thank you, Mr. Chairman.

Mr. NEY. [Presiding] Mr. Shays.
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Mr. SHAYS. Thank you, Secretary Jackson. I believe that you do
the very best you can with the resources you have. I also believe
that you wouldn’t be Secretary if you do not agree to the reductions
that were asked of you, and then you try to make the reductions
as acceptable as possible.

But still, now the bottom line is that we have a budget that I
think is very harmful to our cities. I represent three urban areas,
and I am going to be wrestling with whether I can even vote for
the budget resolution if we aren’t able to solve the problem. And
the problem is that your budget needs to be larger.

I took tremendous pride in the community development block
grant and the community services block grant in HHS, because I
thought they allowed for flexibility. They allow for focusing where
we need to. And you know, I fear that this Republican administra-
tion, of which I am proud to be a part of in terms of working with
them, but I am concerned they are giving block grants a bad name;
because really what we are doing, whether it is 5.6 billion down to
3.7 billion, or whether it is 5.3 billion down to 3.7 billion, the re-
duction is $1.6 to $1.9 billion.

And I guess what I am just saying to you is that what we do in
block grants, instead of taking what makes sense about them, their
flexibility, and expand them, we put a lot more into it and then we
cut it, and then we say fight over what remains. And so I don’t
have a difficult time understanding why we give our Democratic
colleagues a chance to rightfully criticize what we are doing.

So I guess my message is, because I have heard your comments,
I do not need to ask more about what I have already heard. I want-
ed to wait, hear your testimony, and express to you publicly that
I think of all of the things to cut, to cut community development
block grants and community service block grants is just really a big
mistake. And now it is on our shoulders to resolve it. But it is
going to be difficult.

I yield back.

Mr. NEY. Mr. Scott from Georgia.

Mr. ScorT. Thank you very much, Mr. Chairman.

Secretary Jackson, I really am so concerned about what is hap-
pening to your Department and the budget cuts that I am not sure
where exactly to begin. But let me begin with HOPE VI. I am so
continuously baffled with this administration.

HOPE VI is arguably the Republican’s foremost program in hous-
ing. It was created by Republicans, supported by Democrats. It has
gone down to the abject poverty level as far as housing is concerned
in public housing.

It has reinvigorated the whole concept, brought in mixed income,
and more than any other program has leveraged the money we
have given to them for millions and millions of dollars’ worth of
economic development in surrounding communities.

In my hometown of Atlanta, Georgia especially, the impact has
just been tremendous. And when you were here before the com-
mittee before, I asked you to go back and talk with President Bush
and ask him not to cut HOPE VI. It is the paramount virtue of
what he is all about in an ownership society, opportunity society,
it is there. And yet with all of that success, the rewards that HOPE
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VI seem to be getting can best be captured in the words “cruel and
unusual punishment.”

Let me just give you an example. Amazingly, the administration
has proposed cutting the funding for HOPE VI in fiscal year 2006,
which we have already appropriated for HUD to spend this year.
Worse, the administration is proposing to cut that very same fund-
ing at the same time that it is supposed to be spending that fund-
ing.

It is such a schizophrenic situation here that it is just mind-bog-
gling. And on top of that, HUD has a notorious history for spending
HOPE VI money late. As a matter of fact, fiscal year 2004 HOPE
VI funding still hasn’t been spent. Now, I want to ask you a few
questions about that, because I know you to be a very decent per-
son, a very caring person about this.

But we need you to be a fighter for these programs, to fight for
your Department. You should not take these cuts lying down. Your
agency has the most significant cuts of all, and I encourage you to
fight for this. This budget is here. We haven’t voted on it. There
is still opportunity.

But in HOPE VI, let me ask you about this schizophrenic fund-
ing here where we have proposed money. You are holding onto fis-
cal year 2004 money. Are you deliberately holding onto that money
until the fiscal year 2006 congressional appropriations bill is
passed? That is my first question.

Secretary JACKSON. No. We are not holding onto fiscal year 2004
moneys. We have fiscal year 2005 moneys. As I said to Congress-
man Watts that No File will be out in March.

Mr. ScoTT. What specific steps are you taking to ensure that the
fiscal year 2005 HOPE VI money will be spent in a timely fashion?

Secretary JACKSON. Once we sent the No File, we expect to get
it back within 60 days. And we expect to evaluate and allocate the
moneys to those cities who rank the highest. We usually, I think,
go to about 20 cities with the amount that we have. So clearly we
will allocate the money once the proposals come back in.

Mr. ScorTt. What are you telling to folks like the Atlanta Hous-
ing Authority, the Fulton County Housing Authority, Clayton
County Housing Authority in Georgia, where, as you know, we are
the poster child for success with HOPE VI?

Secretary JACKSON. You are absolutely correct. There is no ques-
tion that Atlanta is the poster child. And there are a couple of
other cities, Dallas, Charlotte.

If, Congressman, if every city was like Atlanta, like Dallas or
Charlotte, the HOPE VI program would be virtuous. Right now we
are setting on about a little over $3 billion that has been unspent
somewhere between 3 to 10 years. We have only completed a little
over 30 of those projects that we have funded, almost 200 of them.
The money is being unspent.

You have asked me to speak to the President. But as I told you
when we discussed it last year, as I told you when we discussed
it individually, I was part of the organization that created the
HOPE VI, that wrote the legislation. I believe in HOPE VI, but I
do not believe in funding a program that is not working. Right now
we have over 150 cities who have not in any way started the proc-
ess of their HOPE VI. And some of them go back to 8, 9, 10 years.
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So my position is, we cannot keep funding something that is not
working. As of today it is a little over 30 out of 200 projects.

Mr. ScoTT. But can’t we find a way to work with those programs
that have proven successful, rather than throw them out with ev-
erything else?

Secretary JACKSON. Well if we look at your city—I will close with
this—you have done an excellent job. I was just in your city about
2 or 3 months ago. I think that all of your HOPE VIs have been
done very well. You do not have the same problem that faces most
cities.

Mr. NEY. Mr. Renzi of Arizona.

Mr. RENZI. Thank you, Mr. Chairman.

Mr. Secretary, thank you for coming over. I want to ask you to
travel with me out west now to the Colorado plateau. Red dirt ev-
erywhere. When the wind blows, it makes a pink snowstorm up
there, a pink sandstorm. They have got rattle snakes and scor-
pions, and we are too young Navajo brothers growing up in a
hogan. A hogan is a mud hut with sticks. And we grow up in that
hogan. And if we are lucky enough to go out and harvest wood, we
have firewood that heats our home at night. And the elders who
grew up out there, since they do not have the ability to walk half
a day to get firewood, they bring the sheep in at night and they
heat their homes with animal heat, like the cavemen used to.

And that sounds like a story that I made up. But Maxine Waters
from California came out there in her high heels and she saw it
was true. And so we grew up in that hogan together, you and me,
Mr. Jackson. And we pull ourselves up by our boot straps and we
get a job up in Window Rock, Arizona making $25,000 a year, just
above the poverty line, which is about what 50 percent of the peo-
ple up there make.

And we apply to get a loan. We are the first people in our family
to ever apply for home ownership. And we apply to get a loan, on
line maybe, because we have access to the local Internet and the
computer. And when we do that, the Bureau of Indian Affairs de-
cides whether or not the title and the search methods on the plot
of land that you and I are buying together is a clear title, it doesn’t
have a cloud on it. It takes a year and a half for that title search
to get done, because while we call them sovereign people, the Fed-
eral Government in trust decides whether or not they can have
ownership of that land or not. A lot of talk about ownership society.
So the Bureau of Indian Affairs hasn’t been able to get it right.

So what we did a couple of years ago is we reached out to you
folks over at HUD and said, do us a favor, hold these guys by their
hand and shake up the Bureau of Indian Affairs because young
men, young people, up-and-comers, should not have to wait a year
and a half to have a title search. Right?

Secretary JACKSON. That is correct.

Mr. RENZI. So they went to this technology fix over at BIA, this
STAR system they call it. And that is supposed to be the cure-all.
But in essence, out there on the Native American computers, you
have got a piece of paper that has to be stitched and has to be car-
ried around.

So my first question, my friend, my Navajo brother, what is it
that the HUD has been doing to help hold BIA’s hand? Where are
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we on making sure that this repressive nature of title searches is
being broken so that we can bring some hope out there?

Secretary JACKSON. Congressman, I

Mr. RENZI. You didn’t like my story?

Secretary JACKSON. No, I thought your story was excellent. And
I know it is true. We have signed a memorandum of agreement
with the Bureau of Indian Affairs in September. And it is our effort
to try to provide the title search for no more than 30 days, to have
it done within 30 days, because I too agree with you that it is not
right. It is not right for that to occur on a year, a year-and-a-half
basis. We are trying to make sure that at this point it is always
under 60 days. That was the memorandum of understanding.

Mr. RENZI. Do me a favor, because I know you are a good man
of compassion. We have heard a lot of discussions here today. Take
your leadership and your passion and your pointed spear and get
after those guys over there at BIA, please, okay? Make them follow
you, all right?

Let me talk to you about another issue. When we talk about Na-
tive American housing has the funds, this is the third year in a row
we are looking at cuts. One of the reasons we are looking at it is
because we gave $33 million back last year that we didn’t access,
because we are dealing with Native Americans who don’t know the
best way to navigate through the system, who aren’t used to being
able to get on line on the Internet, they are not used to breaking
down the walls of application process as it relates to lenders.

You are talking about people who have never done this before,
who do not have an uncle that is going to put a little money in the
bank account so they can get the down payment like my kids will
have. And a lot of these folks—we all know you borrow a little
money here from the relatives. That is how you get the down pay-
ment. Well, they do not have that.

So when you look at the amount of money in particular that you
are having to prioritize, and you look at last year, under section
184 that we gave back $33 million because we didn’t use it. As a
friend, I would say to you, that when you look at the HUD tech-
nical assistance and training area, and you look at the money that
is going to be pulled out of there, that is where we best counsel and
train and help people navigate through the system who have never
been able to do it before. And of all of the areas that we do not
want to cut, we do not want to cut the counseling that you guys
provide that helps people navigate through the system.

Thank you for your leadership, especially as it relates to BIA.

Mr. NEY. Mr. Cleaver, the gentlemen from Missouri.

Mr. CLEAVER. Thank you, Mr. Chairman.

Mr. Secretary, thank you for being here. I will try to ask a num-
ber of questions quickly. The first of them is on page 7 of your
statement, in the fourth paragraph, bottom line, you said: More im-
portantly, ‘there has been a 50 percent reduction in improper pay-
ments amounting to $1.6 billion.

If HUD is saving $1.6 billion dollars, congratulations. But, sec-
ondly, why cannot that $1.6 billion go to CDBGs?

Secretary JACKSON. Because all moneys basically that we save
reverts back to the Government. I mean, we

Mr. CLEAVER. CDBG is the government.
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Secretary JACKSON. To the Treasury. We do not have control
once the money is saved. It does not—we have a budget that is ap-
proved by you every year, so we do not have a carryover from sav-
ings. It goes directly back to the Treasury once we save the money.

Mr. CLEAVER. So no matter—but that money was allocated,
though?

Secretary JACKSON. Well, you are absolutely correct. But I can
tell you other moneys that we save in Ginnie Mae and FHA, Fed-
eral Housing Administration, that once we save it goes directly to
the Treasury.

Mr. CLEAVER. But does it not give HUD a more powerful argu-
ment about funding CDBG when you can talk about the fact that
you saved 1.6 billion? I mean, is that not a powerful argument?

Secretary JACKSON. I think clearly.

Mr. CLEAVER. You are not asking for new money.

Secretary JACKSON. It just does not work that way. I mean, we
save money. And now, there is no question that I will always de-
fend and make an argument for all of the programs that we fund
because I think they are important, but at the same time, Con-
gressman, | have to prioritize. And clearly that is what I have done
in this budget.

Mr. CLEAVER. Okay. I disagree with all of that. But I served as
mayor of Kansas City all through the 1990s. And we have an an-
nual housing survey. We did 240—we identified 240,000 homes in
Kansas City, 55,000 of which were in serious need of serious reha-
bilitation, 5,000 of which we needed to demolish. And we used the
lots on which we tore down the houses to build affordable homes.
And we did that using one-third CDBG, two-thirds private sector
participation. And as a result, we were able to make some signifi-
cant progress; 12,000 properties were rehabilitated in our commu-
nity.

I am going to have a 10 o’clock town hall meeting on Friday with
a number of poor individuals in Kansas City at the Bruce R. Wat-
kins Center. One of the questions that may come up, and certainly
one of the things that I would like to deal with, is the fact that
48,000 families are in homes with rehabilitation needs. Is there
something I can communicate to them from the HUD Secretary
with regard to the fact that those dollars are no longer going to be
available? What can I tell them to make them feel better?

Secretary JACKSON. Well, the dollars are still available now at
HUD. Those dollars are allocated to the respective areas. Kansas
City is one. I am very familiar with the work that you did as mayor
agld what the present mayor is doing. I think it is absolutely laud-
able.

The key to it is the funds are still available, the CDBG funds,
the home funds, all of the funds are available. And as the Con-
gresswoman asked, again, from California, I would hope that once
we have the legislation written, and with my input, that many of
the programs that exist now still exist.

Mr. RENZI. [Presiding] The gentleman from Kentucky, Mr. Davis.

Mr. Davis oF KENTUCKY. Thank you, Mr. Chairman.

Mr. Secretary, I think the diverse lines of questions that you
have received here today really reflect assumption on many of our
parts about what the role of government ought to be. And I want
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to applaud the Department for finding $1.6 billion in waste. I think
if we viewed this as our money that we were spending, we would
not pour good money into ineffective processes that do not meet
standards.

Housing is a big issue with me personally, and in my own experi-
ence our Congressman cut through government bureaucratic red
tape 35 years ago to help my mom get into a little two-bedroom
starter house that literally changed our lives. So home ownership,
especially at the entry level with poor families, is a big priority to
me.

I think that we have millions and millions of dollars in lost op-
portunity. My question is not about spending—or asking for more
money, but is more from a perspective of leverage that you have
as the Secretary, the Department has with dollars that are coming
into our local communities.

In Covington, Kentucky, for example, in the heart of our district,
we have many hundreds and hundreds of small two-bedroom start-
er homes, some that are nearly 100 years old. Those could not be
built today according to local regulation and State regulation for
code and regulatory compliance, much of which has absolutely
nothing to do with sound engineering, with safety, and environ-
mental adherence. And frankly, it becomes a barrier to those most
in need of housing. I have seen this over and over again, even to
a degree in our rural areas, but especially in the urban areas.

I was wondering if perhaps you could consider looking at a dif-
ferent rule set in application, not only on compliance with your
stated standards. I think you are well put and correct to not give
money to regions that are not in compliance because of their inter-
nal difficulties. Yet at the same time, I am wondering if you might
beable to use that leverage on local government that does have
need for that, to perhaps relax or simplify these regulations that
don’t add value to the citizens.

I think in the end, not only would it increase opportunities for
ownership, it would dramatically reduce the cost of housing in
urban areas. We are finding entry-level folks have to move out of
their neighborhoods or out of the community to buy a house if they
get to that point. And it would keep neighborhoods together. In the
long run it might even increase the ability of HUD to service our
citizens with a higher level of service at a lower cost.

Secretary JACKSON. I agree with you, Congressman. And let me
say this, Congressman Davis. I think it is imperative that we re-
move the regulatory barriers. And as I said a few minutes ago, that
is why we started with HUD, because when I walked in, there were
probably more regulatory impediments that we insisted that cities
and counties follow than necessary. We are about 60 percent, or a
little over, through with that. Then I think I have the authority to
say to people, us mayors, county administrator in Covington, Ken-
tucky, you need to remove these barriers because they are an inhi-
bition to people owing homes.

And many of these barriers are put up because people think that
their community has been developed enough and they make a deci-
sion: not in my back yard. Well, you know, my position is the peo-
ple we are talking about building the homes for, people we are
talking about getting into homes are teachers or fire people, police
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people. These are people who serve us, who teach our children. Yet
we are keeping them out with these regulatory barriers.

As I said just a few minutes ago, just using California as an ex-
ample, Los Angeles, before a home ever comes out of the ground
you spend somewhere between 100,000 and $109,000 on permits.
That to me is just unacceptable, because that effectively removes
a person—a family of four, both teachers, from being able to afford
a home within the boundaries of the city of Los Angeles.

So I think if we can get past these regulatory barriers and give
incentives to developers, you will begin to see that. That is why I
asked you all to pass the Affordable Housing Tax Credit Act which
will give $2.5 billion to developers to come back into the urban
area. I am a firm believer that counties can thrive, but they cannot
thrive as well as they can if they have a viable urban area. I think
the urban area is extremely important.

Mr. Davis oF KENTUCKY. In closing, there has been a lot of talk
about compassion. And having spent the last 25 years of my life
working in the inner city, giving back to, in a sense returning to
the next generation, folks who had a big impact on my life, there
is a great deal of compassion in the building community and the
entrepreneurial community, folks who have come from these neigh-
borhoods who want to come back and make a tremendous dif-
ference in the long term.

I have heard it over and over again from folks that if some lever-
age can be put on the local government in a positive sense, a
proactive sense, where there was incentive to bring some common
sense to regulations, they would make the investments right now
in the home building and real estate development area. They want
to keep our communities together. I think this will be laudable.

If you would share with us or with my office, we can work with
you, we would be glad to do that. Thank you.

Secretary JACKSON. I will be happy to work with you because,
you know, I too believe that my effort to work at HUD is extremely
compassionate. And I—as the Congressman said a few minutes
ago, Congressman dJefferson, it is very important to me. Like him,
I was brought up in a very segregated environment in Dallas,
Texas so I know about noncompassion.

Mr. RENzI. Thank you. The gentleman from the show-me State
of Missouri, Mr. Clay.

Mr. CrAY. Thank you. And welcome back to the committee, Mr.
Secretary. It is always a pleasure to see you.

Like most Members of Congress, I am deeply concerned by the
drastic budget cuts of the CDBG and the proposed shift of this ju-
risdiction from HUD to the Commerce Department. I additionally
have questions about whether the efficiency of targeting revenue
from CDBG grants will be enhanced or diminished if such a trans-
fer does take place.

Now, we have heard mention of St. Louis, the area that I rep-
resent. And in St. Louis, the stack of poverty and lack of housing
in north St. Louis qualifies the city for quite a large amount of
money from HUD through the CDBG program. Yet much of this
money is never seen in north St. Louis, and is sent downtown and
to other parts of the city for other projects. We bring money into
the city, yet the problems still exist. How do we better effect meth-



43

ods to get the money to the areas that produce the justification for
the CDBG grants?

Although I do not favor sending the program over to Commerce,
would this result in much more efficient targeting of the moneys
than is presently practiced? What suggestions do you have? What
are in your plans to make this process more efficient so that it ac-
tually targets those populations that the money is intended for?

Secretary JACKSON. I think that is a fair question, Congressman
Clay. We have sent to the Congress four new proposals of how we
will address the CDBG allocations. We think it is more equitable.
We will let the Congress look at those four proposals.

Secondly, I think it is important what you said. I have heard this
on a number of occasions. If moneys are not being allocated to
where they are—where they should be, we need to know that, and
then we can address that with the mayor of your respective city
and the city council who we allocate moneys to, because it is clear
in the community development block grant proposal and legislation
what the money is to be used for.

If it is not being used for that—and I have had a number of occa-
sions since I have been here to address cities on that issue—we will
be happy to address that to make sure the money is allocated and
spent where it should be.

Mr. CLAY. Let me just have a restatement of that so that every-
one is clear about the fact that you have gotten complaints in the
past from other jurisdictions; that the money that comes in directed
towards poor communities somehow doesn’t get there. And so I just
wanted to

Secretary JACKSON. And we have corrected that. It has not been
a lot, but we have had cities where that occurs.

Mr. CrAY. Okay. On another issue—thank you for that response.

Many public housing authorities in Missouri still have not re-
ceived their year-end settlement reports from HUD for the fiscal
year ending June 30 of 2004. They have no way of knowing their
financial position until they can reconcile their finances. This some-
times results in recapturing of reserves and sometimes charges of
administrative fees. Why is the process taking so long? Can it be
speeded up?

Secretary JACKSON. We will make every effort to speed it up. But
the reason that the delay is there, because you know that they
sued us based on administrative fees, and we were in the process
of trying to resolve the lawsuit.

Mr. CLAY. So there is pending litigation on that matter?

Secretary JACKSON. Yes.

Mr. CrAY. One other issue. An overlooked problem within hous-
ing agencies, which you are very familiar with from your back-
ground, is the high rate of personnel turnover. The loss of experi-
enced staff results in efficiencies and costly training for replace-
ments. The turnovers occur due to a lack of proper raises. And how
do we maintain personnel who have the required knowledge re-
garding the details of HUD’s complicated procedures?

Secretary JACKSON. I really do not know, and I can’t answer that,
because each individual housing authority—that is, the CEO of
that housing authority—is responsible for the running of the hous-
ing authority. So some housing authorities work extremely well,
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others do not. I just do not know. That is left up to the manage-
ment of the housing authority.

Mr. CLAY. Well, could it be an issue of a proper operating subsidy
that these housing authorities receive?

Secretary JACKSON. No. I think housing authorities have to make
difficult decisions. But each housing authority that I ran had to
make difficult decisions. I can remember of the three I ran, the
subsidy was never over, I think, 94 percent. So I think you have
to operate within a budget. At least that is what I always did.

Mr. Cray. Thank you for your response.

Mr. RENzZI. Thank you, sir. The gentleman from Texas, Mr.
Hinojosa.

Mr. HINOJOSA. Thank you, Mr. Chairman. I would like to submit
for the record a copy of a letter I sent to President Bush dated Feb-
ruary the 14th, 2005, expressing my extreme concerns about his
proposed housing budget cuts, especially the 35 percent reduction
in the CDBG funds and the elimination of the RHED Program.

Mr. RENZI. Without objection.

4 [The following information can be found on page 80 in the appen-
ix.]

Mr. HiNoJOSA. Thank you.

Mr. Secretary, thank you for meeting with us today. The Presi-
dent’s proposed housing program budget cuts and other changes
could cost my congressional district $15 million in community block
grants, community development block grant program funding
alone, in the proposed 2006 budget.

Overall, my district could lose another 19 million in Federal
funding for the important housing and community development
programs at a time when Texas, its cities, and localities are
strapped for cash and in need of Federal funds.

Your proposal to eliminate the 24 million HUD rural housing
and economic development program funding would devastate the
poorest of the poor, such as those living in colonias in my district,
who rely on the program for affordable housing.

Secretary Jackson, you issued a press release dated Monday,
September 13th, 2004, announcing that 14 communities were re-
ceiving HUD’s Community Development Excellence Award for their
outstanding work in using CDBG funding to create better commu-
nities and to improve the lives of their lower-income residents.

One of the recipients of the award was Pharr, Texas, located in
my congressional district. You recognized Pharr for its outstanding
work in using this funding to change Las Milpas, which is a
colonias south of Pharr, changing it from a colonias into—and I
quote from your own press release—"a growing community with
pride.”

In that same release you state that “these communities are out-
standing examples of how CDBG works.” You further note that “in
a climate where results and performance count, these communities,
including Pharr and many others like them, are doing wonderful
work and building better neighborhoods and creating greater op-
portunities for their lower-income residents.” Those were the words
of praise that you expressed.

I find it odd, to say the least, that President Bush would propose
and that you would defend such cuts to the CDBG fund less than
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5 months after issuing such a strong press release praising the
CDBG program.

I endorse the comments made by Mr. Scott, that you need to
fight for areas like ours. You need to make a better case to not
allow these things to happen. What could possibly have happened
over these last 5 months to change your mind? I would like for you
to answer that.

Secretary JACKSON. Thank you very much, Congressman
Hinojosa. Nothing has changed my mind. I still believe that the
CDBG program is an excellent program. And what I said in that
letter still stands today. I have had a chance to be in Pharr and
saw the colonias areas myself. I saw them before and afterwards.
And so I am in agreement with you.

What I said is that a decision was made to consolidate. And as
I said to Congresswoman Waters, I made our case. And I will still
say, I think I made a very excellent case. But the decision was
made to consolidate. I do believe that the programs, as fragmented
as they are, should be consolidated. I still believe that today.

But my personal opinion has not changed. I think that when I
sent that letter to the mayor of that city, I meant that. I think that
area is absolutely wonderful. I have seen the transformation.

Mr. HINOJOSA. Let me interpret you. Time is running out.

Secretary Jackson, why is this administration proposing housing
and community development program funding cuts and jurisdic-
}:‘ion;ﬂ?changes that could cost my district the 15 million in CDBG
unds?

Secretary JACKSON. I can tell you about the consolidations, be-
cause we have fragmented programs. What I can say to the first
part is that we sent—we zeroed out of our budget $4.2 billion. I am
just not apprised of how the 4.2 billion will be spent at Commerce.
We will get back to you, because we are in the process of devel-
oping legislation.

And as I have said to a number of Congress people, I will specifi-
cally keep talking about how well the program has worked, and
hopefully they will hear my position on this matter.

Mr. RENZI. Mr. Miller of North Carolina.

Mr. MILLER OF NORTH CAROLINA. Good morning, Mr. Secretary.
Your predecessor, Secretary Martinez, now Senator Martinez, testi-
fied on April 8th of 2003 before the Subcommittee on Housing and
Community Opportunity on the down payment grants program, the
American Home—American Dream Down Payment Act. Have you
seen his testimony or reviewed it at all?

Secretary JACKSON. I was there when he testified.

Mr. MILLER OF NORTH CAROLINA. You were there. Even better.
I am sure that you recall the administration first said that that
program—the funding for that would come out of the home block
grants, and then said no, that that was not the case. And by the
time of our hearing 2 years ago, that was still very fresh on the
minds of the members of this committee.

So when Secretary Martinez testified, Ms. Waters began by say-
ing, I am worried about this idea before us today because there is
no new money. We already have the home program, I believe it is,
where the cities are using some of their dollars to reduce the cost
of down payment, but they have flexibility in the use of those dol-
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lars so they can use it in any number of ways. If you want a pro-
gram that is basically going to be a duplication of something that
is already going on, you have to get more money and not rob from
Peter to pay Paul.

Secretary Martinez, just a few moments later in response to
questions from Mr. Renzi, said, “So it would not be instead of, it
would be in addition to all other available programs.”

Mr. Renzi said, “So we here have a means to provide over 200
million?”

And Secretary Martinez interrupted him and said, “Of new
money, by the way.”

Mr. Renzi said, “New money?”

Secretary Martinez said, “It is totally new money.”

Mr. Renzi: “In addition, $200 million of new money?”

Secretary Martinez: “Absolutely. Totally.”

Ms. Waters interrupted. “Will the gentleman yield?”

Mr. Renzi: “I will be happy to yield.”

Ms. Waters: “We need to straighten this point out. Wait just a
minute. We did not see this new money in the budget.”

Secretary Martinez: “It is absolutely in the budget. It is 200 mil-
lion of new money.”

And on and on. I made the same point in my opening statement.

The subject of CDBG comes up. And Mr.—Secretary Martinez:
“this is not a set-aside within the HOME program, it is going to
be an opportunity for this program to run alone, it does not inter-
fere or conflict with the current things that HOME does, or with
CDBG dollars, and the continued flexibility of the HOME pro-
gram.”

Mr. Ney, sensing that Secretary Martinez wanted to make a
point, asked him the same question again. He emphasized new
money. New money. New money.

Ms. Lee then raised the point, after Secretary Martinez again
said, “It would work with the existing home program and the
CDBG program,” said, “Is that in the bill, because—and the same
thing with the CDBGs. That is not on the chopping block this year
at all? You are fully funding that?”

Secretary Martinez says, “Yes. CDBG and HOME is full fund-
ing.”

Ms. Lee: “Is it authorized?”

Secretary Martinez: “Of course.”

Ms. Lee: “Have you reauthorized it or sent it up as a proposal?”

Secretary Martinez: “CDGB, of course. Of course it is. Yes.”

Ms. Lee: “And is it reauthorized?”

Secretary Martinez: “Reauthorized and fully funded.”

Secretary Jackson, several members of this committee have
asked you today for assurances about what this administration is
going to do in the future about programs that affect low-income
folks. I am not sure I would place any value on assurances from
this administration, unless you could square for me what Secretary
Martinez said 2 years ago and what this year’s budget does to the
very programs that Secretary Martinez assured us about.

We have heard a great deal about the CDBGs, the HOME pro-
grams would be cut by 66 million, which when adjusted for infla-
tion is a 12 percent cut over the lifetime of this administration.
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Can you square what Secretary Martinez said 2 years ago, the
assurances he gave us about the HOME block grants and the
CDBG block grants and this year’s budget?

Secretary JACKSON. I can’t attest to what Secretary Martinez
said. I was there. But, again, I had to look at the budget and make
priorities. One of the priorities is clearly home ownership. Another
was to make sure that we fully fund the section 8 program and
that we fully fund the operating subsidies for PHAs. In that proc-
ess, it was clear some things had to be cut. And I looked at it as
candidly as I could and made those cuts based upon that.

As I said before, my concern is the tremendous growth of the sec-
tion 8 voucher program that keeps eating at our budget, Congress-
man. And I think as long as that is the case, if we do not pass the
flexible voucher program bill, we will be back next year and I will
still have to make some very, very difficult and hard decisions.

Mr. RENZI. The gentlelady from Wisconsin, Ms. Moore.

Ms. MooRE. Well, thank you, Secretary Jackson. It certainly is
really a privilege to be here. I am a new member from Milwaukee,
Wisconsin. And certainly, just to share with you, we have a district
where we have 59 percent unemployment among African Ameri-
cans. We are in the middle of the Rust Belt and so we depend tre-
mendously on CDBG funds.

Many members on both sides of the aisle have peppered you with
questions all morning about the loss of housing funds. I do not
envy the hard decisions that you have had to make about where
to cut; you know, 50 percent cut in disabled housing. I am sure
that that was not an easy decision to make. And I do believe you
when you say that you have made a yeoman’s effort to articulate
your concerns and your competency to run the housing programs.

But it was decided, perhaps by your boss—we all have bosses—
that we would indeed consolidate these programs and they would
go to Commerce.

My question is not a money question. It is something that many,
members have raised, but they just really haven’t asked the ques-
tion. It is about jurisdiction. What happens—we have all of these
cuts in housing. And then when these programs are transferred to
Commerce, the authority to use them for housing programs will
also be lost.

And so I am curious about whether or not you are willing to
transfer authority. I will give you an example. For example,
brownfields. You know, in order for a housing project to be devel-
oped on land—low-income housing, you might have to have a clean-
up. But if there is no authority to use it for housing programs, then
that is a loss of money.

The CDBG section 108 loans, very critical in housing develop-
ment.

So are you willing to transfer authority? Now that you have lost
the fight on the money, are you willing to transfer the authority?
Or is the authority just going to be lost? Because what our Demo-
cratic leadership is concerned about is that there is a present value
of $1.6 billion that is going to be lost because there won’t be the
authority. And, of course, that will grow exponentially.

Thank you.
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Secretary JACKSON. Thank you very much, Congresswoman
Moore. I will surely have my input as it relates to transferring the
authority on all of the programs. Again, my answer is—it is very
simple. We have all of the programs. They came to the tune of
about—I have been saying 4.2, but I mean $4.5 billion. We trans-
ferred all of the programs or zeroed all of the programs out of our
budget with the intent to go to Commerce. That is what we did.

Now—and we would transfer in the new legislation the authority
to go along with that. But——

Ms. MOORE. I guess that is what I question. Just to expedite this
discussion, that is my question. My question is, because Commerce
right now does not—if it works any way like the State of Wisconsin
State legislature from where my roots are, that there is lots of fric-
tion and conflict between Commerce and housing agencies, because
the mission of the Commerce Department is not to do housing.

And so that is what I am saying. Is this is not just a loss of
money. What will you be able to say when you are at the table
about the Commerce Department now taking on a new role in
housing development? You say that you agreed with the consolida-
tion, but I do believe that you were saying the programs need to
be consolidated in HUD, because you would still have the author-
ity, and local communities, as many people have mentioned, would
have the flexibility to use them for economic development or hous-
ing, sort of joint projects.

And my fear is that once it gets over to Commerce that that flexi-
bility will be lost and gone. So that is why I am not comprehending
why you agreed with the consolidation, given the fact that the au-
thority will be lost.

Secretary JACKSON. Hopefully the authority, once the program is
shifted, will not be lost. As I said before, I will be involved in the
new legislation. So I expect I will give the input. I cannot, as the
previous Congress person asked me, I cannot guarantee or assure
you. I will put my input in. And secondly——

Ms. MOORE. That is your argument for getting the programs to
stay at HUD.

Mr. FRANK. Mr. Chairman, before you get on to Mr. Davis, who
has very patiently waited, I wanted to extend my thanks to the
Secretary. He has sat here now for 3 hours. None of us asked for
the committee to be as large as it is, but I really do appreciate your
accommodating all of the members and staying to the end for the
questioning.

I would also comment on the tranquility that you have main-
tained during this. I know that this is not necessarily your natural
reaction. So I admire that.

I do want to thank you for accommodating this large committee.
I do appreciate it.

Mr. RENZI. The gentleman from Alabama.

Mr. DAviS OF ALABAMA. Thank you, Mr. Chairman. I would echo
the comments about your patience.

Rather than spending the last block of questions wading back
into the details of these programs with you, let me ask you a fairly
broad set of questions. You didn’t recommend to the President the
changes in CDBG or the new funding levels. Do you know of any
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single mayor in the United States who called the White House and
recommended the CDBG changes that are happening?

Secretary JACKSON. No.

Mr. DAvVIS OF ALABAMA. Do you know of any county commis-
sioner or any county commission chief executive or county chief ex-
ecutive who called the White House and requested the changes
that are happening?

Secretary JACKSON. No.

Mr. DAvVIS OF ALABAMA. Do you know of any Governor who called
the White House and requested the changes that are happening?

Secretary JACKSON. No.

Mr. Davis oF ALABAMA. Okay. So if the President doesn’t listen
to his HUD Secretary, doesn’t listen to any mayors administering
the programs, doesn’t listen to any county commissioners admin-
istering the programs, doesn’t listen to any Governors, who the
heck is he listening to on housing policy?

Secretary JACKSON. I would disagree with you. I think he does
listen to me.

Mr. Davis OF ALABAMA. No. On that specific issue, on CDBG, if
he doesn’t listen to you, mayors, Governors, county officials, who in
the world is he listening to on CDBG?

Secretary JACKSON. I think the President does listen to me.

Mr. Davis oF ALABAMA. On CDBGs? If you didn’t recommend the
changes and you didn’t recommend the cuts, and you cannot iden-
tify anybody else who did, who in the world is he listening to?

Secretary JACKSON. No. What I said to you is this: I agree with
the administration and the President that the program should be
consolidated. I made——

Mr. DAVIS OF ALABAMA. But you also say they are excellent pro-
grams. You agree that they are working. And if they are excellent
and they are working, most things in my office that are excellent
and working I do not change.

Secretary JACKSON. I can’t disagree with you.

Mr. DAVIS OF ALABAMA. So if that is the case, I am trying to ask
you a fairly simple question

Secretary JACKSON. And I am trying to answer it for you.

Mr. DAVIS OF ALABAMA. I am looking for an answer. If you didn’t
recommend the changes and nobody else did, who is the adminis-
tration listening to on CDBGs?

Secretary JACKSON. I think the administration listened to me.
Again, I will go back to my original proposal that I do believe the
program should be consolidated, and I made the logical argument
where it should be consolidated. The argument was heard and the
decision was made that Commerce would be the better agency.

Mr. DAVIS OF ALABAMA. Let me ask you another question. You
do not dispute that HUD is getting the greatest percentage cut of
any of the Cabinet departments?

Secretary JACKSON. No question.

Mr. Davis OF ALABAMA. No question about that. Now, normally
when—and I recognize that budgets are about priorities, and the
President and people around him, and Carl Rove and company,
have to make decisions about what programs get what.
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But normally if a program or an agency receives the greatest cut,
it means one of two things. It means it is the least effective per-
former, or that it reflects the least priority.

Now, I assume because you haven’t resigned and you are still in
your position that you do not buy the first explanation. So what
about the second one?

Secretary JACKSON. I do not buy that either. I think the program
was consolidated

Mr. DAvis oF ALABAMA. No. No. I am talk being about HUD. We
are not talking about CDBG. We are talking about HUD right now.
HUD receives the single greatest cut of any Cabinet department.
Usually that means one of two things: It is the least effective per-
former or it is the smallest priority. Which one is it?

Secretary JACKSON. I don’t think it is either one. You look at it
from our perspective, that you are talking about efficiency. I don’t
think there is any diminishing in the role of HUD.

Mr. DAvVIS OF ALABAMA. Let me ask you this. Are you saying that
ﬂo gther Cabinet department has the efficiency issues that HUD

as?

Secretary JACKSON. We do not have—I don’t think that this con-
solidation is about efficiency. I have not said that.

Mr. DAvVIS OF ALABAMA. We are not just talking about CDBGs.
We are talking about the fact that HUD is getting the greatest cut,
and you have bemoaned that all morning.

Secretary JACKSON. Congressman, I do not see it as a cut. I see
it as a shifting of funds. It is not a cut.

Mr. DAviS OF ALABAMA. Didn’t you just agree with me that HUD
was getting the biggest cut of any department?

Secretary JACKSON. If you are talking about cuts, yes. But I don’t
see cuts as a priority when you are talking about removing a pro-
gram. The program is going over to Commerce.

Mr. DAvis OF ALABAMA. But we are not talking about CDBGs, we
are talking about HUD. You agree with me that HUD is getting
the biggest cut.

Secretary JACKSON. That is the cut. There is no question. I am
not disagreeing with you.

Mr. DAVIS OF ALABAMA. Let me ask you this question. Since you
are not going to answer that one, let me try this one. I am a little
bit curious about how you grade your own effectiveness, Mr. Jack-
son. I will kind of wrap up with this point. If you argued—and you
believe CDBGs are a good program—and you argued for their cur-
rent preservation but you lost out, presumably you asked for more
money for HUD—you haven’t conclusively said that, but I am going
to assume that you did—you lost out. Presumably you asked for
greater spending levels for all of these things and you lost out.

How do you measure your own effectiveness if you cannot get the
President who appointed you to follow your suggestions about the
funding levels for your own department and the priority level to
keep it from getting the biggest cut of any other department?

Secretary JACKSON. First of all, that is a presumption on your
part that I don’t think that we are funded at the level that we
should be. I do believe that we are funded in the programs.

Mr. DAvVIS OF ALABAMA. So you think that these cuts are good
cuts?
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Secretary JACKSON. I think these cuts have to be made, because
I think clearly all budgets are restrained. As my father used to say,
that everyone operates with a budget.

Mr. DAVIS OF ALABAMA. Let me close on this. This will be my last
point, Mr. Renzi.

Mr. Secretary, what I would submit to you—and I absolutely
think you are a good person, I do not doubt your commitment to
housing or to poor people or any of that. But if you sincerely think
that these cuts are appropriate, then it raises the question to me
of whether HUD would be better off with someone who is an advo-
cate for a higher funding level as opposed to someone who is acqui-
escent in the cuts.

I will yield on that note, Mr. Renzi.

Secretary JACKSON. I think you have a right to your opinion. I
won’t disagree with you. I think that I am an advocate, but I also
know that within budget constraints I have to operate. And clearly,
as I have stated earlier, we cannot have the exponential growth of
the section 8 program that we have had the last 5 years, otherwise
it will eat up our budget. It started out 4 years ago at about 43
percent. It is 56 percent.

Mr. RENZI. The gentleman’s time has expired.

The gentleman from Massachusetts.

Mr. FrRANK. Just ask unanimous consent to submit—to have a
couple of members submit some further questions to the Secretary
for him to answer in writing and to submit an explanation of the
point that some of us were making about our interpretation of the
operating budget.

Mr. RENZI. Thank the gentleman.

Mr. RENZI. Mr. Secretary, thank you. This hearing was one of
those iron-pants hearings that you go to sit through. I thank you
for your leadership, sir, your resolve. We need you over there.

The Chair notes that some members may have additional ques-
tions for this panel which may be submitted in writing. Without ob-
jection, the hearing record will remain open for 30 days for mem-
bers to submit written questions to these witnesses and to place
their responses in the record.

[The prepared statement of Hon. David Scott can be found on
page 68 in the appendix.]

Mr. RENZI. The hearing is closed.

[Whereupon, at 1:05 p.m., the committee was adjourned.]
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Opening Statement

Chairman Michael G. Oxley

Committee on Financial Services

Oversight hearing on the Department of Housing and Urban
Development

Wednesday, March 2, 2005

Today, the Financial Services Committee welcomes Secretary of the
Housing and Urban Development, Alphonso Jackson, and we offer our
congratulations on your successful first year as Secretary.

Over the past few years, this Committee and the Administration have
continued to seek bipartisan ways to extend homeownership and to make
existing housing programs work better.

For example, the Committee passed the American Dream
Downpayment Act that benefits 45,000 new homeowners annually. The
committee passed the Hospital Mortgage Insurance Act of 2003, which
streamlined the process for local community hospitals to insure mortgages
thereby enhancing the quality of life and health care, particularly in rural
communities. The Committee enacted legislation to increase FHA
multifamily loan limits, which addresses the acute issue of affordable rental
housing in high-cost areas. In rural areas, the Committee passed legislation
that would allow the Government National Mortgage Association (GNMA) to
securitize Rural Housing Service multifamily loans as well as providing new
homeownership opportunities for Native Americans.

This year, the President’s Fiscal Year 2006 budget proposal would
strengthen the core of certain housing initiatives, including rental housing
assistance and public housing. The proposal advocates homeownership,
which endures as an important goal for most Americans.

The Administration has also proposed an overhaul of the way the
Federal government funds and administers community and economic
development.

The Administration has not yet offered legislation describing how
these thirty-five programs will collapse into grant programs. Mr. Secretary, I
am looking forward to the opportunity to have you and Secretary of
Commerce Gutierrez address this Committee on the details of this proposal
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and how we can reach common ground to promote homeownership,
community development, and economic opportunity.

President Bush has inspired us to make homeownership happen for even
more Americans, even at a time when our homeownership rate is the highest
ever at 68 percent. Since last year, homeownership for African Americans
and Hispanic homeowners has exceeded fifty percent.

Mr. Secretary, I also want to congratulate you on your leadership in
creating and sustaining rental housing opportunities for families not yet
ready to pursue homeownership. This year’s budget provides an increase in
funding for rental housing through Housing Choice Vouchers.

To address another aspect of HUD’s oversight responsibility, over the
past two years, we have learned of accounting errors at Fannie Mae and
Freddie Mac and also discovered that Fannie Mae sold fraudulent loans to
Ginnie Mae. Chairman Baker has been diligent in his goal of reforming the
GSEs, and many of the issues that have come to light can be directly
attributed to his efforts. As we consider proposals for the reform of the GSEs,
it is my hope that this Committee can work with the Administration to craft
a regulatory structure that protects the taxpayers, ensures their safe and
sound operation, and maintains their housing mission.

Last year, your Department determined that the enterprises were not
meeting underserved markets. As mission regulator, HUD raised the
affordable housing goals that the GSEs must meet. This committee is
interested in any update you can provide related to the progress the GSEs
have made in meeting these new goals.

I would also like to mention reform of the Real Estate Settlement
Procedures Act. We all support the goal of simplifying the home-buying
process and making it less expensive for consumers. I am hopeful that you
will address the Department’s future intent regarding the development of a
new proposed rule.

Let me also take this opportunity to thank Housing Subcommittee
Chairman Ney for his work on housing issues and recognize the gentleman

from Massachusetts.

Mr. Secretary, thank you for being here today.
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HEARING DATE: 3-2-05
THE HONORABLE JOE BACA - STATEMENT.
CHAIRMAN OXLEY AND RANKING MEMBER FRANK:

1 AM PLEASED TO BE HERE TODAY AND TO HAVE THE
OPPORTUNITY TO ASK QUESTIONS OF SECRETARY JACKSON. 1
ASK UNANIMOUS CONSENT THAT MY STATEMENT BE ENTERED
INTO THE RECORD.

THIS HEARING FOCUSES ON THE HUD BUDGET. I AM AMONG
THE MEMBERS OF THIS COMMITTEE WHO ARE VERY
CONCERNED AT THE DEEP HOUSING CUTS THAT THE
PRESIDENT IS PROPOSING.

I AM ALSO CONCERNED THAT THE TRANSFER OF KEY
PROGRAMS FROM HUD TO THE DEPARTMENT OF COMMERCE
WILL RESULT IN THE LOSS OF INSTITUTIONAL MEMORY AND
EXPERIENCE. IT SIMPLY IS NOT CONCEIVABLE THAT ONE CAN
TRANSFER HOUSING PROGRAMS — AND CUT THEM, AND NOT
HURT THE PROGRAMS IN THE PROCESS. WE HAVE SEASONED,
EXPERIENCED STAFF, AND WE ARE GOING TO LOSE THEM.

IT IS VERY IMPORTANT THAT WE CONTINUE TO SERVE THE
UNDERSERVED, AND THAT WE CONTINUE TO PROVIDE
INDIVIDUALS WITH AFFORDABLE HOUSING. THISIS VERY
IMPORTANT FOR MY COMMUNITY AND THE AREAS SERVED BY
ALL OF OUR MEMBERS OF CONGRESS.

1 HOPE THAT WE CAN HAVE AN HONEST DIALOG AND
CONVERSATION ABOUT THIS, TO ENSURE THAT WE CONTINUE
TO BE ABLE TO SERVE THE UNDERSERVED.

THANK YOU.
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Additional Statement for the Record by Rep. Frank
Financial Services Committee Hearing — March 2

“During today’s hearing, there was some discussion about the impact of the FY 2006
budget proposal on public housing funding. It is important to clarify that the Bush
Administration’s FY 2006 budget cuts $563 million (9%) from the overall public
housing budget.

Specifically, the budget cats $25 million from the Operating Fund; cuts $252 million
from the Capital Fund; cuts $143 million cut from HOPE VI (by zeroing out
funding); and rescinds $143 million of FY 2005 HOPE VI funds appropriated just a
few months ago.

Secretary Jackson’s claim during today’s hearing that the budget for the public
housing operating subsidy is up by $1 billion is inaccurate. The increase he claims
results entirely from an accounting change that produced a one-time savings of $994
million in FY 2005; it does not result in more operating funds being made available
to housing authorities in 2006.

Prior to FY 2005, Operating Fund appropriations included funds that were not
made available to housing agencies for operating expenses in that same fiscal year.
This was because many housing authorities have a different fiscal year than the
federal fiscal year. In FY 2005, however, appropriators synchronized the amount
of funding appropriated for housing agencies to align with the calendar year. Asa
result, only such funds as were needed to cover public housing expenses in that same
year were appropriated. This resulted in a one-time savings of $994 million.

Thus, when you compare the actual money being made available to public housing
authorities on a year to year basis, the budget proposes a cut of $25 million in the
Operating Fund below the FY 2005 level, instead of an increase of almost $1 billion.

This one-time savings was made explicit in a November 20, 2004 press release issued
by Republican Committee Chairman Young of the House Committee on
Appropriations, which referred to “a one-time $994 million reduction in operating
subsidies due to synchronization of the program to a calendar year basis.”

Finally, if adopted the overall Bush Administration budget for public housing would
be $1.575 billion BELOW the level of funding in place when the Bush
Administration took office. This is a cut of 30%, after adjusting for inflation.”
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March 2, 2004

Opening Statement by Congressman Paul E. Gillmor

House Financial Services Commitiee

Full Committee Hearing on oversight of the Department of Housing and Urban
Development

I would like to thank you, Mr. Chairman, for calling this important hearing and allowing
us the opportunity to discuss the budget proposal for the Department of Housing and
Urban Development (HUD).

HUD is currently facing many difficuit management and budget challenges in addressing
housing needs in our local communities and certain program reforms are clearly
necessary. However, 1 have heard concerns from constituents in Ohio’s Fifth
Congressional District regarding the proposed funding levels and reforms to the Housing
Choice Voucher (HCV) Program.

As it is estimated that this program will consume 62% of HUD’s budget in 2005, it is
clear to see its importance to our local communities as housing authorities across the
nation try to combat the growing lack of access to affordable housing. I would appreciate
hearing more details on the proposal to change the program’s funding structure to a block
grant. I have heard from housing authorities in Ohio’s Fifth District that are concerned
that the new funding structure, no longer tied to the number of families being assisted and
the rental costs that they face, may fail to keep pace with increases in local rent and utility

costs.

Any additional information you can share on this proposal would be greatly appreciated
as the HCV provides essential assistance to low income families in my district and across

the country with their rent and utilities while also benefiting local economies.

Thank you again, Mr. Chairman, for calling this important hearing and I look forward to

an informative discussion.



59

OPENING REMARKS OF THE HONORABLE RUBEN HINOJOSA
HOUSE COMMITTEE ON FINANCIAL SERVICES
“OVERSIGHT OF THE DEPARTMENT OF HOUSING AND URBAN
DEVELOPMENT”

MARCH 2, 2005

Chairman Oxley and Ranking Member Frank,

I want to express my sincere appreciation for you holding this hearing today. It is
extremely important that this Committee exetcise its oversight authority over HUD at a
time when the current Administration is proposing such significant cuts to funding of
very important programs and transfer of jurisdiction of those same programs to the
Department of Commerce, where they will be forced to compete for funding and be
administered by agency staff unfamiliar with the programs.

These proposed program funding cuts and jurisdictional changes could cost my district
$15 million in Community Development Block Grant program funding alone in Fiscal
Year 2006. Overall, my district could lose $19 million in federal funding for important
housing and community development programs at a time when Texas, its cities and
localities are strapped for cash and in need of federal funds. Community development
programs used by cities to build up impoverished neighborhoods would lose $9.2 billion
in five years, a 36 percent cut in 2010. Most of these cuts would come out of state and
local budgets, adding to the burdens their taxpayers would have to take up if services are
to be maintained. The President’s proposal does not restructure the cost of HUD’s
program funding. It simply transfers the cost of maintaining affordable housing
programs to the states.

As most of you are aware, the Bush Administration has proposed eliminating 18 federal
community development programs in five departments, replacing them with a single new
program at the Commerce Department, and cutting total funding by nearly $2 billion —
from $5.6 billion to $3.7 billion — about 35%. Community development activities will
suffer greatly if these important programs and funding disappear.

The 18 endangered programs are: HUD: Community Development Block Grants ($4.11
billion); CDBG set-asides ($302 million); Section 4 community capacity building grants
($30 million); Rural Housing and Economic Development grants ($24 million);
Brownfields ($24 million); Section 108 loan guarantees ($6 million); Urban
Empowerment Zones ($10 million). Treasury: CDFI grants; Bank Enterprise Awards;
and CDFI Native Initiatives ($55 million). USDA: Rural Business Enterprise Grants ($40
million); Economic Impact Grants ($21 million); Rural EZs/ECs ($12 million); Rural
Business Opportunity Grants ($3 million). HHS: Community Services Block Grant (8727
million); Urban and Rural Community and Economic Development ($33 million); Rural
Community Facilities ($7 million). Commerce: Economic Development Administration
($255 million).
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In February, I wrote President Bush to register my serious concerns with the housing and
community development program funding cuts proposed in the Administration’s Fiscal
Year 2006 budget. In that letter, I expressed particular concern about proposed cuts to
HUD's Community Development Block Grant program (CDBG), the elimination of
funding for the Rural Housing Economic Development (RHED) program and cuts to the
USDA's Section 515 funding.

As a Member of the House Financial Services Committee and Chairman of the
Congressional Rural Housing Caucus, I urged, and will continue to urge, the President,
the Budget Committee and the Appropriators to seek adequate funding for these vital
programs, especially those that impact rural areas across the United States. I will remain
concerned about the fundamental changes contained in the proposed budget that would
realign critical housing programs into different agencies, resulting in a net loss of funding
for the creation of affordable housing. I will also work with my like-minded colleagues
in the House and the Senate until the proposed program funding cuts and jurisdictional
transfers are defeated.

1 believe that the President and HUD have failed to realize that there is an affordable
housing crisis in our country today. Housing costs have grown faster than wages and
inflation. Millions of families, seniors, persons with disabilities, and veterans are being
squeezed out of the housing market. HUD's housing and community development
programs and USDA's Rural Housing Service programs are essential to respond to this
crisis.

Affordable housing promotes access to jobs and employment stability, better public
health, and improved school performance for children. It reduces homelessness and its
associated costs to taxpayers. It provides a dignified existence for seniors and people with
disabilities and tends to result in much safer neighborhoods.

Affordable housing means stronger communities for everyone. Federal investment in
community and economic development must be maintained at its current level if not
augmented. Any actions taken to dilute federal investment in economic and community
development will deprive cities and localities of the resources they need to address the
infrastructure demands of population growth. The President’s proposed housing budget
cuts may increase unemployment and reduce much-needed private-sector investment.

In light of America's housing needs, the funding levels proposed by the Administration's
FY2006 budget are woefully inadequate. Inadequate funding would destabilize our
nation's vulnerable communities and withhold essential help from many of the lowest
income households.

The President’s budget request would do serious harm to housing and community
development programs and the people that rely on them in my district. For example, |
received over 50 letters from children at a Boys and Girls Club in my district begging me
not to cut the CDBG funds that keep the Club open.
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Funding needed by cash-strapped communities and states would be cut. The importance
of this funding is clear as you, Secretary Jackson, noted in a HUD press release dated
September 13, 2004. In that release, you awarded 14 communities across the United
States HUD's Community Development Excellence Award "for their outstanding work in
using Community Development Block Grant funding to create better communities and to
improve the lives of their lower income residents." Two of the awardees were the Texas
Department of Housing and Community Affairs and Pharr, Texas, in my own district, for
its incredible turnaround of LasMilpas colonia in South Pharr into a thriving community
using CDBG funds.

Given that release, I find it odd, to say the least, that President Bush would propose such
cuts less than five months after issuing a press release praising the CDBG program.

Such cuts would prevent communities in my district from repositioning themselves in the
changing global economy.

The Administration seems to be ignoring the fact that the CDBG program has met its
mission by providing decent housing and a suitable living environment for my
constituents while expanding economic opportunities, principally for low- and moderate-
income persons.

Cutting the Community Development Block Grant program funding 35% and transferring
it to the Department of Commerce would result in $1.16 billion less funding for low-
income housing. Eliminating the $4.8 million provided to National Council of La Raza in
FY 2005 for affordable housing and technical assistance, as proposed in the President’s
budget, would do much harm to minorities in our country. Under the President’s budget,
USDA's Section 515 program, the core USDA Rural Housing Service affordable housing
program, would be cut by 73%, and it would eliminate the 515 program's authority to
fund new construction. There does not appear to be any logic to these cuts and proposed
jurisdictional transfers.

As noted, the proposed budget would eliminate the $24 miilion HUD Rural Housing and
Economic Development Program by consolidating it along with 17 other programs in the
Department of Commerce. The poorest of the poor, such as those living in colonias in my
district, rely on the RHED program for affordable housing. All of these cuts and actions
are objectionable.

While I commend the President for proposing vouchers to support tenants who may be
displaced by prepayments in the USDA Section 515 rural rental program, I oppose the
proposal to cut this important resource by almost 75% to $27 million. The 515 program
supports the neediest rural people. Over half of 515 tenants are elderly or disabled. This
program's funding should remain level or increased.

HUD is supposed to be committed to increasing homeownership, particularly among
minorities; creating affordable housing opportunities for low-income Americans; and,
supporting the homeless, elderly, people with disabilities and people living with AIDS.
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The Department is also supposed to promote economic and community development as
well as enforce the nation's fair housing laws.

If that is the case, why would the President’s FY’06 budget eliminate the HOPE VI
public housing revitalization program and rescind the $143 million funded in FY'05,
basically eliminating HOPEVI? Why does the proposed budget cut funding for public
housing authorities by $270 million? The overall request is 30% lower in real terms than
when the Bush Administration took office. Why is the President proposing a $66 million
(4%) cut in HOME block grants? Why is the President proposing cutting critical
provisions of Section 8 Vouchers legislation that target funds to the poorest families and
maintain vouchers at levels that make housing affordable? Why is the Administration
proposing that Congress cut funding for Housing Opportunities for People with AIDS by
$14 million, a 5% cut? Why is the Administration proposing a 16% cut in Section 107
grants, which fund Historically Black Colleges and Universities, Hispanic Serving
Institutions, Community Development Work Study and other similar programs? And
why is the President proposing to eliminate the $62 million Youthbuild program that
serves inner city youth, by consolidating it with other Department of Labor programs?

The President’s Fiscal Year 2006 budget proposal for housing program funding raises
serious concerns and seems to run contrary to HUD’s mission statement. I hope that
President Bush, the Congressional Budget Committees and the Appropriators will
reconsider the proposed funding cuts to housing programs as the President’s budget
proceeds through Congress and that they ultimately will be defeated.
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Opening Statement of Congressman Jim Matheson
House Commiittee on Financial Services
Oversight Hearing on the Department of Housing and Urban Development
March 2, 2005

Chairman Oxley, Representative Frank, Members of the Committee, I appreciate the
opportunity to make a few comments at the beginning of this important hearing. Secretary
Jackson, I appreciate your presence here today to provide additional information on the
activities of the Department of Housing and Urban Development (HUD), specifically in
relation to HUD’s budget request for Fiscal Year 2006.

HUD’s activities surrounding housing and development are critical in building safe and
supportive communities throughout our country. I recognize the importance of housing to
individuals® well-being. Shelter is a primary need for all humans, and acquiring adequate
housing is a basic step on the road to self-sufficiency and fulfilling the American Dream.

I would like to share some concerns and perspectives related to several proposals contained
in the President’s Fiscal Year 2006 budget request. I do not approach these as partisan
matters. I do not believe that all good ideas or sound policy comes from a particular
political party. Rather, I approach these matters tuned to the constituents that I am here in
Congress to represent and with a perspective on how seemingly simple changes here in
Washington, DC can have enormous implications for communities in Utah.

1 want to begin by recognizing several important initiatives contained in the President’s
budget. These include additional funding to help promote homeownership and to end
chronic homelessness. I applaud the Administration’s recognition of the need for improved
financial literacy and down-payment assistance that furthers homeownership and helps to
build individual assets and strong communities. In addition, I am pleased to see
recognition of the need to improve the continuum of care to end chronic homelessness.
This is not a problem requiring multi-disciplinary approach.

While both of these are very worthy efforts, I am concerned about the creation of new
programs at the expense of existing programs. This concern is not a territorial battle about
programmatic goals, it is a concern based on the fact that such a shift in focus may actually
cause additional individuals to lose their housing, thus not decreasing, but increasing
challenges, such as homelessness.

I want to focus on three specific areas of concern about which I hope to gain additional
information during this hearing and as Congress considers these proposals in further detail.

First, while I am grateful to see an increase in the funding request for the Housing Choice
Voucher program of $1.079 billion compared to 2005, I am concerned that the funding
provided for 2005 is substantially below the amount needed to renew existing housing
vouchers. I am particularly concerned because it is my understanding that part of the cause
of this current shortfall was inaccurate information supplied to members of congressional
appropriations committees and sudden changes by HUD in the voucher funding formula in
2004.
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On a national level these shortfalls total nearly $570 million, or 80,000 vouchers. But, at
the local level these are much more than numbers. Local housing authorities in my home
state of Utah were particularly hard hit because of a decrease in their fair market rent.
Many of them have had to cut the total number of vouchers in use or have shifted
additional costs onto families currently receiving vouchers. This means that while there are
multi-year waiting lists for individuals to receive Section 8 vouchers, not only are no new
vouchers going to become available, well over 500 families in Utah will be losing their
voucher assistance completely. Most of these cases involve single women with children,
many victims of domestic violence, since elderly and disabled recipients are more protected
from such losses. In addition, the Salt Lake VA Healthcare System expects to serve fewer
veterans in transitional housing as the possibility of moving them onto Section 8 vouchers
is reduced.

Despite proposed increases in funding, HUD’s shift away from guaranteeing funding for
existing vouchers and towards a dollar-approach means this year’s appropriations will
likely leave many more individuals with reduced or eliminated vouchers. In addition,
regulatory relief is a necessity for local housing authorities struggling to meet their
commitments under the current law without adequate funding to do so.

Second, I am concerned about proposals to restructure the Community Development Block
Grant (CDBG) program and roll it into a broader program in the Commerce Department.
As in so many communities, CDBG monies are essential to the local housing,
infrastructure, and service goals throughout my district. The success of CDBG has been its
flexibility and local responsiveness. In addition, its particular focus on critical public
services and community infrastructure needs is distinct from the economic goals of the
Commerce Department. I have concerns about the administration, structure, and objectives
of this revised program. In addition, I am concerned about the funding request for this
consolidated program that would result in 35% less funding being made available for the
combined 18 programs which currently serve our local communities.

Thirdly, I am concerned about the elimination of the Rural Housing and Economic
Development Program and the reduction in funding for Native American Housing Block
Grants. I along with my colleagues from this committee held a hearing on Native American
Housing last year on the Navajo Reservation. Few locations in all of the United States
demonstrate the housing needs that this and other American Indian Reservations do.
Following that hearing, we have made bi-partisan commitments to improving the assistance
available for Native American Housing programs. Iam concerned that cuts to this program
and the Indian Community Development Block Grants set-aside under CDBG, resulting in
a 16% reduction in Indian housing funds, does little to address the significant housing
needs we desire to alleviate.

Again, I appreciate the opportunity to speak with you today. I look forward to additional
information and clarifications related to these and other proposals.
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Opening Statement of the Honorable Bob Ney
Chairman, Subcommittee on Housing and Community Opportunity

Hearing on the Department of Housing and Urban Development’s FY 2006
Budget Proposal

Wednesday, March 2, 2005

1 want to welcome the Secretary of Housing and Urban Development before
our committee, and thank you, Chairman Oxley, for holding this important hearing
to examine both the programs and the budgets specific to the Department of
Housing and Urban Development. Those of us on the Committee are acutely aware
of the many difficult management and budget challenges inherent to the
Department. I would like to take this opportunity to pledge to work with you to
address these many challenges and to continue to create new opportunities for
families and individuals seeking to find affordable housing and to realize the dream
of homeownership.

Last Congress, this committee assisted in the successful enactment of 15
housing related bills. Through bipartisan cooperation and coordination, this
Committee and the Administration were able to enact legislation that today is
making existing housing programs work better.

I am pleased that the President’s proposed budget continues the President’s
commitment to increasing homeownership and to fostering an “ownership society.”
Homeownership is the key to financial independence, helps build stronger
communities, and offers children a stable and positive environment in which to grow
and develop.

However, while far more American households now share in the benefits of
homeownership, minority households continue to share at substantially lower rates.
The homeownership rate among Caucasian households is about 74.2 percent while
the percent for minority households is substantially less.

Lagging minority homeownership rates are a serious concern. Minority
households are expected to account for two-thirds of household growth over the
coming decade.

Improving the ability of such households to make the transition to
homeownership will be an important test of the nation’s capacity to create economic
opportunity for minorities and immigrants and to build strong, stable communities.

While homeownership is a desired goal for many Americans, there are many
in today’s society that are not yet ready to own their own home. It is, therefore,
prudent that we continue to pursue alternatives to make sure that affordable rental
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housing is available. We must also make sure that assistance is there for those that
truly need it.

As you know, the section 8 housing assistance program is the major vehicle
for providing rental assistance to low-income families and individuals. Today the
section 8 program has become the largest component of the Department of Housing
and Urban Development’s budget. The rising cost of providing rental assistance is
due, in varying degrees, to expansion in the program, the cost of renewing expiring
long-term contracts, and rising costs in housing markets across the country. The
day of reckoning is coming fast; if we do not address the increasing costs of this
program it will consume the HUD budget. It is already affecting the funding of
other programs within HUD.

Last Congress, we held six hearings on the Administration’s proposal to block
grant the section 8 voucher program to the states. In the coming weeks, I will be
holding the first roundtable discussion that will focus on the future of the Housing
Choice Voucher Program. The goal of this roundtable discussion will be to identify
the top-level issues regarding the current operation, administration, and funding of
the Housing Choice Voucher Program and to craft solutions that will address the
effectiveness and efficiency of the government’s role in the administration of the
program.

While I recognize that there are key questions regarding funding of the
Housing Choice Voucher Program, this roundtable discussion will focus strictly on
proposals to reform the program to make it a viable alternative in the future. These
roundtables will be conducted in an informal setting to facilitate a productive
dialogue.

I trust that we can engage in meaningful discussions with my colleagues on
the other side of the aisle and the Administration to find a solution to the escalating
costs of the section 8 program. Not a day goes by that I don’t talk to a constituent or
organization concerning the problems inherent to this program, such as long waiting
lists, lack of affordable section 8 voucher housing, and various PHA funding
concerns. The longer we wait to address the increasing costs of the section 8
program, the greater risk there is to the section 8 program as well as the other
programs at HUD that will most surely suffer additional cuts at the behest of section
8.

Mr. Secretary, President Bush's FY06 budget proposal for HUD raises some
interesting and serious questions about what role community development should
play in helping local and state governments provide safe and affordable housing to
its constituents. The President’s budget proposes a new $3.7 billion program within
the Department of Commerce called the Strengthening America’s Communities
program. This new program would consolidate and reduce the funding for HUD’s
Community Development Block Grant and several other Federal economic and
community development programs. I applaud the Administration’s stated goal of
creating a more targeted and unified program with stronger accountability
standards and more flexibility. However, significant concerns have been raised
about how this new program will meet the development needs of communities,
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especially in distressed areas. This proposal raises important questions and I look
forward to working with Secretary Jackson and this Administration to meet the
development needs of our communities.

Before I close, I want to turn my attention to the Government Sponsored
Enterprises (GSEs) and their housing affordability goals. Clearly this is an issue
that will have a profound impact on America’s housing policy.

I represent rural Ohio where the average loan purchased by Fannie Mae and
Freddie Mac is around $100,000. My focus is to make sure these companies fulfill
their congressional mandate to serve as a liquidity source in all markets, at all
times. This means they serve not only the lower income families in the inner cities
and other rural or underdeveloped areas, but also for suburban and middle income
America. Over the past year, [ have been a strong voice in forcing Fannie Mae and
Freddie Mac to stay actively engaged as secondary market participants in the
manufactured housing industry.

I intend to pay careful attention to HUD’s rule that recently went into affect
that raises the low-mod goal from 50 percent up to 57 percent by 2008. I want these
companies to serve more families, but I also worry about a rule that pushes the
companies to the point of forcing a potential credit allocation to the low end of the
market and negatively affecting middle income and middle class America.

I believe that strengthening the regulation of the GSEs will enable them to
continue their mission of expanding homeownership opportunities and do so in a
manner that ensures their safe and sound operations. I look forward to working
with the leadership of this committee as we move toward legislation.

In closing, let me say that the federal government, consumers, and the
housing industry are linked by our mutual goal of creating housing opportunities for
more Americans.

We have much to achieve together for the American people, and our best hope
for success is to work in close concert with each other — guided by the same high
standards and principles and motivated by the same goals.

I look forward to working together with my ranking member Maxine Waters
as we continue to open up our communities to new opportunities for growth and
prosperity. Thank you.
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Opening Statement

Congressman David Scott

March 2, 2005

House Committee on Financial Services

Oversight Hearing on the Department of Housing and Urban Development

Mr. Chairman, the Administration’s FY 2006 budget fails to reduce the deficit and leaves
out the costs of for Social Security reform and military actions in Iraq and Afghanistan.
Yet, the budget cuts housing programs that serve low-income families, the elderly and
disabled persons. Included in the budget cuts are Community Development Block Grants
(CDBG), HOPE VI grants, Section 8 vouchers, and home buying counseling grants.

The Department of Housing and Urban Development (HUD) budget is cut by $3.85
billion, from $32.358 billion to $28.51 billion. Seven HUD programs would be cut by a
net 35 percent and transferred to the Commerce Department, including CDBG grants. |
have heard from nearly every city and county in my district about the devastating effects
that the CDBG cuts will have on their communities. A clear rationale for moving these
programs from HUD, which is familiar with urban revitalization, to the Department of
Commerce, has yet to be provided.

I am disappointed that the budget eliminates HOPE VI for the third straight year and
rescinds $143 million from previous years’ funding. Since its inception, HOPE VI has
been used to revitalize the nation’s most distressed public housing units by razing old
developments and replacing them with neighborhoods. The HOPE VI program is
important to my district because both the Fulton County Housing Authority and Atlanta
Housing Authority have received HOPE VI grants to improve their communities. The
Atlanta model of mixed-income community development is a proven, sustainable
neighborhood strategy that is reducing institutional poverty. If the Administration wants
to create an “ownership society,” then it should not cut HOPE VL.

In FY 20035, Congress rejected both the Bush Administration’s proposal to block grant
the voucher program and reduce funding by $1.6 billion. For FY 2006, the Section 8
budget request is reduced by $90 million. These cuts will force a large number of
housing authorities to either cut the number of vouchers being used or reduce the rent
subsidy, thus leaving many poor families without housing options.

The FY 2006 budget proposes to cut home counseling funding from $41.664 million to
$39.7 million. Given the devastating impact of predatory lending in many communities,
Congress should not cut back on efforts to educate consumers about the homebuying
process. I have again introduced legislation, H.R. 200, to create a housing counseling
program and establish a 1-800 number for consumers to call before signing loan papers.
By expanding homeownership through education, the Administration can reduce the need
for future housing assistance programs.

The federal budget should be an honest blueprint for the spending priorities of the
government. However, this budget is not honest. It is passing our obligations,
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responsibilities and challenges to our children and grandchildren, while cutting programs
that benefit the poorest among us. The 12 percent cut in the HUD budget is unnecessary
and represents the largest percentage cut of any federal cabinet-level agency. These cuts
will hurt low-income families and place more burdens on state and local governments. 1
urge my colleagues on this committee to reject these unnecessary cuts and work to
improve the capacity of programs to address critical community needs.
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Statement for the Record
Congresswoman Nydia M. Veldzquez
FSC Hearing on the FY 06 HUD Budget
March 2, 2005

Access to affordable housing is critical to the success of families across America. Without a
stable home, many families struggle to break the cycle of poverty are unable to provide the safe,
healthy environment their children to succeed in school and beyond. Despite housing being a
foundation for upward mobility, the Bush administration has, once again, proposed to slash
funding for countless critical housing programs, turning his back on the nation’s neediest and
most vulnerable families.

President Bush’s FY 2006 budget cuts funding for the Department of Housing and Urban
Development (HUD) by 11.5 percent, jeopardizing the housing of low-income, elderly and
disabled families and individuals across the country. This cut is the largest proposed cut to any
federal cabinet-level agency.

Beginning with the Administration’s misguided proposal to transfer the Community
Development Block Grant (CDBG) program to the Department of Commerce, the budget is yet
again an attack on hard working low-income families. The CDBG proposal alone could end up
resulting in a 35 percent cut to this critical program, with $1 billion cut specifically from housing
initiatives.

The public housing operating and capital funds, which are vital to the maintenance, security and
improvement of developments, are cut significantly by $270 million. As a result, Public
Housing Agencies (PHAs) will be forced to make extremely difficult decisions about how to
prioritize the maintenance of their properties, potentially putting the health and safety of tenants
at risk. Once again, the budget also fails to provide funding for HOPE IV modernization projects
and the Drug Elimination Program, which helps reduce crime in federally-assisted housing
developments.

Programs protecting vulnerable populations like the elderly, disabled and individuals living with
HIV/AIDS also suffer under the President’s proposal. Section 202 housing for the elderly is flat
funded, Section 811 housing for the disabled is reduced by a staggering 49 percent, and the
Housing Opportunities for Persons With AIDS (HOPWA) program is cut by $14 million. The
Office of Healthy Home and Lead Hazard Control, which funds programs that protect our most
at-risk low-income children from the hazards of lead paint and other toxins, is cut by 29 percent
— or $48 million — under President Bush’s proposal. The FY ‘06 budget request demonstrates the
Administration’s ongoing, willful disregard of the nation’s most needy communities in favor of
tax cuts for the wealthy and handouts for big business.

PHAs are still recouping from the affects of last year’s dangerous proposal to block grant the
Section 8 program and it is expected that a similar legislative proposal will be brought before
Congress shortly. Limited resources and gaping budget shortfalls for FY *05 have forced many
housing agencies to scramble for resources. The two agencies that administer vouchers in New
York City are $50 million short of what is needed to fund all current vouchers — and the outlook
is not good for the coming year either. With private sector confidence in the Section 8 program
waning, it is critical that we ensure that the sole source of housing support for the lowest income
families is protected and strengthened not reduced.
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Hard working families across the nation are barely making ends meet as the gap between
housing costs and wages continues to widen and education costs skyrocket. The policies pursued
by the Administration and the Republican leadership deny low-income communities the
resources they need to free themselves from the constraints of poverty and achieve lasting
economic stability for future generations. By failing to provide adequate funding for the
programs that help families achieve these goals, the President is creating serious long-term
consequences for America’s low-income families - and the country as a whole.

This year’s HUD budget is a budget of contradictions. The President proposes to increase
funding for programs serving the homeless, while slashing the rental programs that protect
families from becoming homeless in the first place. He focuses resources on homeownership
programs while cutting the housing counseling programs that ensure families are prepared to buy
a home. This nation needs a comprehensive policy that recognizes housing as a continuum of
inter-related services ranging from homelessness to rental to homeownership programs, not a
system of haphazard policy decisions made in a vacuum like the President has proposed.
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OVERVIEW
Chairman Oxley, Ranking Member Frank, Distinguished Members of the
Committee:

Thank you for the invitation to join you this morning. I am honored to outline
the Fiscal Year (FY) 2006 Budget proposed by President Bush for the U.S. Department of
Housing and Urban Development (HUD).

Over the past four years, HUD has expanded homeownership, increased access
to affordable housing, fought housing discrimination, tackled homelessness, and made a
new commitment to serving society's most vuinerable, The Department has
implemented innovative solutions to address our nation’s housing needs, and our results
have been impressive and measurable.

HUD’'s $28.5 billion in new net budget authority for FY 2006 seeks to build on our
success and lend a compassionate hand to individuals in need, while alsc using taxpayer
money more wisely and reforming programs in need of repair. The HUD budget
proposed by the President reflects this intent through three broad, yet focused strategic
goals: promoting economic opportunity and ownership, serving society's most
vuinerable, and making government more effective.

In his February 2 State of the Union Address, the President underscored
the need to restrain spending in order to sustain our economic prosperity. As
part of this restraint, it is important that total discretionary and non-security
spending be held to levels proposed in the FY 2006 Budget. The budget
savings and reforms in the Budget are important components of achieving the
President's goal of cutting the budget deficit in half by 2009 and we urge the
Congress to support these reforms. The FY 2006 Budget includes more than
150 reductions, reforms, and terminations in non-defense discretionary
programs, of which eight affect HUD programs. The Department wants to work
with the Congress to achieve these savings.

Promoting Economic Opportunity and Ownership

The President’s vision of an “ownership society” has been a central theme of his
Administration. Ownership — and homeownership in particular - is the key to financial
independence, the accumulation of wealth, and stronger, healthier communities.

Homeownership creates community stakeholders who tend to be active in
charities, churches, and neighborhood activities. Homeownership inspires civic
responsibility, and homeowners are more likely to vote and get involved with local
issues. Homeownership offers children a stable living environment, and it influences
their personal development in many positive, measurable ways — at home and at school.

Homeownership’s potential to create wealth is impressive, too. For the vast
majority of families, the purchase of a home represents the path to prosperity. A home
is the largest purchase most Americans will ever make - a tangible asset that builds
equity, good credit, borrowing power, and overall wealth.

In 2004, more Americans achieved the dream of homeownership than at any
time in our nation’s history. Today, nearly 70 percent of American families own their
homes - an all-time record - and minority homeownership has surpassed 51 percent for
the first time in history.
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That figure, however, points to a significant homeownership gap between non-
Hispanic whites and minorities. In June 2002, the President challenged the nation to
create 5.5 million new minority homeowners by 2010. Since the President’s challenge,
2.2 million minority families have joined the ranks of homeowners, and we are on track
to meet the 5.5 million goal.

The Administration is working to make homeownership more affordable and more
accessible. Government should do everything it can to help families find the security,
dignity, and independence that come with owning a piece of the American Dream.

For many Americans, high downpayments and closing costs represent the
greatest barrier to homeownership. To help overcome this obstacle, the President
proposed the American Dream Downpayment Initiative to provide low- and moderate-
income families with the funds and support needed to purchase their first home. On
December 16, 2003, President Bush signed the American Dream Downpayment Initiative
into law, and since then, HUD has distributed $162 million in downpayment funds to
over 400 State and local governments. These funds have aiready helped over 3,500
families purchase their first homes - of which more than 50 percent were minorities.
The 2006 Budget requests $200 million to fully fund the Initiative.

Helping families learn about the loan products and services available to them and
how to identify and avoid predatory lending practices is critical to increasing
homeownership. Housing counseling has proven to be an extremely important element
in both the purchase of a home and in helping homeowners keep their homes in times of
financial stress. The FY 2006 Budget proposes $40 million for Housing Counseling to
assist over 700,000 families to become homeowners or avoid foreciosing on their
homes. This effort will fully utilize faith-based and community organizations.

To remove two of the largest barriers to homeownership - high downpayment
costs and impaired credit - the Budget proposes two mortgage programs. The Zero
Downpayment Mortgage allows first-time buyers with a strong credit record to finance
100 percent of the home purchase price and closing costs. For borrowers with limited or
weak credit histories, a second program, Payment Incentives, initially charges a higher
insurance premium and reduces premiums after a period of on-time payments. In 2006,
these new mortgage programs will assist more than 250,000 families achieve
homeownership.

The President is also proposing a new Single Family Homeownership Tax Credit
that could increase the supply of single-family affordable homes by an additional 50,000
homes annually. Under the President’s plan, builders of affordable homes for moderate-
income purchasers will receive a tax credit. State housing finance agencies wili award
tax credits to single-family developments located in a census tract with median income
equal to 80 percent or less of area median income and will be limited to homebuyers in
the same income range. The credits may not exceed 50 percent of the cost of
constructing a new home or rehabilitating an existing property. Each State would have
a homeownership credit ceiling adjusted for inflation each year and equal to the greater
of 1.75 times the State population or $2 million. In total, the tax credit will provide $2.5
billion over 5 years.

As you know, tax legislation is the responsibility of the Treasury Department, but
we will be working with Treasury's Office of Tax Policy to ensure that the credit
legislation addresses issues such as disclosures, so that the credit operates smoothly.
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The Homeownership Voucher program, while still new, has successfully paved a
path for low-income Americans to become homeowners. Together with pre- and post-
homeownership counseling, strong and committed collaboration among Public Housing
Authorities {(PHAs), local non-profits, and lenders has proven to be essential in making
the program work for families across the country. The greatest challenge to the success
of the program is finding lenders who are willing to participate.

Government-sponsored enterprises were chartered to help low- and moderate-
income families secure mortgages. HUD recently published a rule that requires Fannie
Mae and Freddie Mac to increase their purchases of mortgages for low- and moderate-
income households and underserved communities. These new goals will push the GSEs
to genuinely lead the market in creating homeownership opportunities for those
traditionally underserved by the mortgage markets, particularly first-time homebuyers.

In addition to increasing the housing goals annually from 2005 through 2008,
HUD's rule establishes new home purchase subgoals in each of the three goal areas.
This is intended to focus the GSEs' efforts on the purchase of home mortgages, not
refinancings. HUD projects that over the next four years, GSEs will purchase an
additional 400,000 home purchase loans that meet these new and more aggressive
goals as a result of the new rule.

As the primary federal agency responsible for the administration of fair housing
laws, HUD is committed to protecting the housing rights of all Americans, regardless of
race, color, national origin, religion, sex, familial status, or disability. This commitment
is reflected in HUD's budget request for FY 2006.

The goal of HUD’s fair housing programs is to ensure that all families and
individuals have access to a suitable living environment free from unlawful
discrimination. HUD contributes to fair housing enforcement and education by directly
enforcing the federal fair housing laws and by funding state and local fair housing efforts
through two programs: the Fair Housing Assistance Program (FHAP) and the Fair
Housing Initiatives Program (FHIP).

The FY 2006 Budget will provide $23 miilion through FHAP for state and local
jurisdictions that administer laws substantially equivalent to the Federal Fair Housing
Act. The Budget also provides $16 million in grant funds for non-profit FHIP agencies
nationwide to directly target discrimination through education, outreach, and
enforcement.

Serving Society’s Most Vulnerable

Ending Chronic Homelessness. The Administration is committed to the goal of
ending chronic homelessness, and has aggressively pursued policies to move more
homeless families and individuals into permanent housing. A chronically homeless
person suffers from a disabling developmental, physical, or mental condition or a
substance abuse addiction. They have been homeless for a year or more, or they have
had repeated periods of extended homelessness. They may occasionally get help and
leave the streets, but they soon fall back to a life of sidewalks and shelters.

Research indicates that although just 10 percent of the homeless population
experiences chronic homelessness, these individuals consume over half of all emergency
homeless resources. Housing this population will free Federal, State, and local
emergency resources for families and individuals who need shorter-term assistance.
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In July 2002, the President reactivated the Interagency Council on Homelessness
for the first time in six years, bringing together 20 Federal entities involved in combating
homelessness. Since its inception, the Interagency Council has helped State and local
leaders across America draft plans to move chronically homeless individuals into
permanent supportive housing, and to prevent individuals from becoming chronicaily
homeless. Today, 47 States and more than 200 county and city governments have
joined the Federal effort.

The Budget provides a record level of resources for permanent supportive
housing for homeless individuals who have been on the streets or in shelters for long
periods. The 2006 Budget provides $1.44 billion for Homeless Assistance Grants ($25
million of which is for the Prisoner Re-Entry Initiative), $200 million more than in 2005.
Altogether, the Administration requests $4 billion in 2006 for Federal housing and social
service programs for the homeless, an 8.5% increase.

Housing for Special Populations. Housing Opportunities for Persons with AIDS
(HOPWA) provides formula grants to States and localities to provide housing to ensure
persons with AIDS can continue to receive health care and other needed support. The
program also provides competitive grants to nonprofit organizations. In FY 2006,
HOPWA will fund an estimated 25 competitive grants and will provide formula funding to
an estimated 124 jurisdictions and in total will provide an estimated 67,000 households
with housing assistance.

Making Government More Effective

Reforming Community and Economic Development Programs. The Budget
proposes a new program within the Department of Commerce to support communities’
efforts to meet the goals of improving their economic opportunity and ownership. This
initiative will consolidate programs such as Community Development Block Grants into a
more targeted, unified program that sets accountability standards in exchange for
flexible use of the funds.

Reforming Low-Income Housing Assistance. Another way in which the FY 2006
Budget will make government a better steward of taxpayer money is through reform of
the Section 8 Housing Choice Voucher Program.

HUD has three major rental assistance programs that collectively provide rentai
subsidies to approximately 4.8 million households nationwide. The major vehicle for
providing rental subsidies is the Section 8 program, which is authorized in Section 8 of
the U.S. Housing Act of 1937. Under this program, HUD provides subsidies to
individuals (tenant-based) who seek rental housing from qualified and approved owners,
and also provides subsidies directly to private property owners who set aside some or all
of their units for low-income families (project-based).

The Housing Choice Voucher Program, the best known of the Section 8 rental
assistance programs, provides approximately 2 million low-income families with
subsidies to afford decent rental housing in the private market. Generally, participants
contribute up to 30 percent of their income towards rent, and the government pays the
rest.

In the past, funds have been appropriated for a specific number of vouchers each
year. These funds were then given to PHAs based on the number of vouchers they
awarded and at whatever costs were incurred.
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In 2001, the Housing Certificate Fund, under which both the project-based and
tenant-based Section 8 programs are funded, consumed 43 percent of HUD's annual
Budget. That had risen to 57 percent in FY 2005, and the trend line continues to
increase dramatically in the Department’s FY 2006 Budget. This rate of increase,
combined with an extremely complex set of laws and rules that govern the program, has
resuited in a program that increasingly is difficult to sustain.

In response to rapidly increasing costs, Congress recently converted this “unit-
based” allocation system to a “budget-based” system. This made sense, but for the
budget-based system to work, program requirements need to be simplified and PHAs
need to be provided with greater flexibility.

The Administration proposes to simplify Section 8 and give more flexibility to
PHAs to administer the program to better address local needs. Building on changes in
the 2005 Consolidated Appropriations Act, the Administration will shortly submit
authorizing legislation to this Committee that expands the “dollar-based” approach.
PHAs will continue to receive a set dollar amount as in 2005, but they would have the
freedom to adjust the program to the unique and changing needs of their communities,
including the ability to set their own subsidy levels based on local market conditions
rather than Washington-determined rents. Local PHAs will be able to design their own
tenant rent policies, and in turn, reduce the number of errors that are made and create
incentives to work. The Administration’s plan will eliminate many of the complex forms
that are currently required to comply with program rules, saving both time and money.
Furthermore, the Administration’s proposal will reward PHAs for good management
through performance-based incentives. These changes would provide a more efficient
and effective program, which helps low-income families more easily obtain decent, safe,
and affordable housing.

Human_ Capital. After many years of downsizing, HUD faces a large number of
potential retirements and the loss of experienced staff. HUD’s staff, or *human capital,”
is its most important asset in the delivery and oversight of the Department’s mission.
HUD has taken significant steps to enhance and better use its existing staff capacity,
and to obtain, develop, and maintain the staff capacity necessary to adequately support
HUD’s future program delivery. HUD has revamped its hiring practices, and now fills
jobs in an average of only 38 days, instead of the 96-day average originally cited by the
Government Accountability Office. Moreover, HUD has synchronized the goals and
performance plans of its managers with the overall aims of the agency, and is
developing a new managerial framework through recent hiring and executive training
programs.

Competitive Sourcing. In April, HUD announced its first public-private
competition, focusing on the contract administration and compliance monitoring
functions associated with its assisted multifamily housing properties. Through this
competition and others that are being considered, HUD hopes to realize cost efficiencies
and significantly improve performance.

Improved Financial Performance. HUD has striven to enhance and stabilize its
existing financial management systems operating environment to better support the
Department and produce auditable financial statements in a timely manner. While still
suffering from internal control weaknesses, HUD met the accelerated timetables for
producing its performance and accountability report, and improved the reliability,
accuracy, and timeliness of financial systems. HUD is continuing efforts to reduce its
internal control weaknesses from 10 to 7 by next year.
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E-Government. HUD completed security reviews for all of its information systems
in calendar year 2004, and plans are in place to eliminate security defects by next year.
HUD awarded its large contract for core IT infrastructure, successfully resolving a
protest that lasted for two years.

HUD Management and Performance. Today, public and assisted housing
residents live in better quality housing with fewer safety violations than four years ago.
HUD increased the percentage of projects meeting its physical condition standards in
public housing by 9 percentage points (from 83 percent in 2002 to 92 percent in 2004)
and in subsidized private housing by 8 percentage points (from 87 percent in 2002 to 95
percent in 2004). HUD now turns around at least 45 percent of public housing
authorities classified as “troubled” within 12 months rather than the 2 years allowed by
regulation. New rules and procedures have virtually eliminated property flipping fraud
from the FHA insurance programs, and close monitoring will continue to prevent such
abuses. New rules and procedures have forced out bad appraisers from the FHA
program and our “Credit Watch” lender monitoring initiative will continue to bar other
individuals who improperly raise the risk of loss in these programs. Since 2002, HUD
has worked with stakeholders to streamline their Consolidated Planning process into an
easy-to-use and helpful tool for communities.

Faith-Based and Community Initiative. HUD expanded its outreach to community
organizations, including faith-based organizations, attempting to level the playing field
for its formula and competitive grants. HUD has removed ali discriminatory barriers to
participation by such organizations. HUD’s technical assistance has helped these
organizations understand the application process as well as the responsibilities for
implementation. These organizations are beginning to compete more widely and
effectively as shown in their success in increasing the number of grants from 659 in
2002 to 765 in 2003, a 16 percent improvement.

Improper Payments Initiative. At the beginning of the President’s first term, HUD
committed to working with its stakeholders to reduce the improper payment in rental
subsidies by one-half by 2005. At that time, over 60 percent of rental subsidies were
incorrectly calculated by program sponsors due to improper interviews, inadequate
income verifications, misunderstood program rules, and computational errors. Other
errors resulted from inadequate verification of tenants’ self-reported incomes. Four
years later, HUD has achieved exactly what it committed to do. There has been a 27
percent reduction in improper subsidy determinations by program sponsors over the
past four years. More importantly, there has been a 50 percent reduction in improper
payments amounting to $1.6 billion.

Beginning in 2005, HUD will expand the verification of tenant self-reported
incomes to inciude recent wage data. This has the dual benefit of both improving
accuracy and providing more privacy because income data will be matched electronically
whereas current procedures require a paper verification letter to the tenant's employer.
These stewardship efforts improve confidence that the right person is getting the right
benefit in a timely, dignified, and private manner as intended under law. Because this is
the first quarter that agency efforts were rated, progress scores were not given.

CONCLUSION

Al of us share the goal of creating housing opportunities for more Americans.
We have done great work over the past four years, and we should be proud of
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everything we have accomplished together. But we should not be satisfied, because our
work is far from being finished.

I iook forward to the work ahead, as we seek to open the American Dream to
more families and individuals, and open our communities to new opportunities for
growth and prosperity.

I would like to thank all the members of this Committee for your support of our
efforts at HUD. We welcome your guidance as we continue our work together.

Thank you.



COMMITTEE ON
EDUCATION AND THE WORKFORCE
SUBCOMMITTEE ON SELECT EDUCATION
{RANKING MEMBER)
SUBCOMMITTEE ON 215T CENTURY COMPETITIVENESS

COMMITTEE ON FINANCIAL SERVICES

SuacoMMITTEE ON CAPITAL MARKETS, INSURANCE,
AND

SUBCOMMITTEE ON FINANCIAL INSTITUTIONS
AND Consumer CREDIT

COMMITTEE ON RESQURCES

February 14, 2005

The Honorable George W. Bush
President

United States of America

1600 Pennsylvania Ave NW
Washington, D.C. 20500-0003

Dear President Bush:

House of Representatives

Ruben Hinojosa
15th District, Texas

WAGHINGTON OFFICE:

2463 Rayaurn House OFFICE BULDING
WasHINGTON, DC 20515
PHONE: (202) 2252531
Fax: {202} 225-5638

MCALLEN OFFICE:
311 NOHTH 16TH
McAvLen, TX 78501
Prone: (956) 682-5545
Fax: {956} 682-0141

107 SouTH SAINT Mary's
BeeviLLE, TX 78102
PuONE: {361) 368-8400
Fax: {361) 358-8407

Rep.Hinojosa@mail.house.gov
www.house. govihinojosa

I am writing to register my serious concerns with the housing and community development program funding
cuts you have proposed in your Fiscal Year 2006 budget, particularly HUD’s Community Development Block
Grant program (CDBG) and Rural Housing Economic Development (RHED) program funding and USDA’s
Section 515 funding. I urge you to seek adequate funding for these vitally important programs, especially those
that impact rural residents across the United States. I am also concerned about the fundamental changes
contained in your proposed budget that would realign critical housing programs into different agencies,

resulting in a net loss of funding for the creation of affordable housing.

There is an affordable housing crisis in our country today. Housing costs have grown faster than wages and
inflation, Millions of families, seniors, persons with disabilities, and veterans are being squeezed out of the

housing market.

HUD’s housing and community development programs and USDA’s Rural Housing Service programs are
essential to respond to this crisis. In light of America’s housing needs, the funding levels proposed by the
Administration’s FY2006 budget are woefuily inadequate. Inadequate funding would destabilize our nation’s
vulnerable communities and withhold essential help from many of the lowest income households.

The CDBG program has met its mission by providing decent housing and a suitable living environment for my
constituents while expanding economic opportunities, principally for low- and moderate-income persons.
Affordable housing promotes access to jobs and employment stability, better public health, and improved
school performance for children. It reduces homelessness and its associated costs to taxpayers. It provides a
dignified existence for seniors and people with disabilities and tends to result in much safer neighborhoods.
Affordable housing means stronger communities for everyone. Federal investment in community and economic
development must be maintained at its current level if not augmented. Any actions taken to dilute federal
investment in economic and community development will deprive cities and localities of the resources they
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need to address the infrastructure demands of population growth. Your proposed housing budget cuts may
increase unemployment and reduce much-needed private-sector investment. They would prevent communities
in my district from repositioning themselves in the changing global economy.

Cutting the Community Development Block Grant program funding 35% and transferring it to the Department
of Commerce would result in $1.16 billion less funding for low-income housing. Eliminating the $4.8 million
provided to National Council of La Raza in FY 2005 for affordable housing and technical assistance, as
proposed in your budget, would do much harm to minorities in our country. Under your budget, USDA's
Section 515 program, the core USDA Rural Housing Service affordable housing program, would be cut by
73%, and you would eliminate the 515 program's authority to fund new construction. There does not appear to
be any logic to these cuts and proposed jurisdictional transfers.

Additionally, your proposed budget would eliminate the $24 million HUD Rural Housing and Economic
Development Program by consolidating it along with 17 other programs in the Department of Commerce. The
poorest of the poor, such as those living in colonias, rely on the RHED program for affordable housing. All of
these cuts and actions are objectionable.

1 commend you for proposing vouchers to support tenants who may be displaced by prepayments in the USDA
Section 515 rural rental program. However, I oppose the proposal to cut this important resource by almost 75%
to $27 million. The 515 program supports the neediest rural people. Over half of 515 tenants are elderly or
disabled. This program’s funding should remain level or increased.

Your budget request would do serious harm to housing and community development programs and the people
who rely on them in my district. For example, just today I received over 50 letters from children at a Boys and
Girls Club in my district begging me not to cut the CDBG funds that keep the Club open.

Funding needed by cash-strapped communities and states would be cut. The importance of this funding is clear
as you noted in a HUD press release dated September 13, 2004, In that release, you awarded 14 communities
across the United States HUD's Community Development Excellence Award "for their outstanding work in
using Community Development Block Grant funding to create better communities and to improve the lives of
their lower income residents.” Given that release, I find it odd, to say the least, that you would propose such
cuts less than five months after issuing a press release praising the CDBG program.

Your Fiscal Year 2006 budget proposal for housing program funding raises serious concems, and I hope that
you will reconsider them as the appropriations process begins in Congress.

Sincerely,

Y WAS ;%7’*'
Rubén Hinojosa
Member of Congress
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HUD’s Responses to Questions from March 2, 2005 budget hearing
before the House Financial Services Committee

Mr. Baca #1a

Moeving Housing Programs to Commerce

Question: The President’s budget proposes to move a number of housing programs
from HUD to the Department of Commerce.

How can we ensure that these programs will really continue, and that the
underserved will continue to receive the assistance they need?

Response: The President’s budget proposes to build on existing economic and
community development efforts through the Strengthening America’s Communities
Initiative (SACI). While the Department of Commerce has the lead in developing the
specific authorizing legislation for this new program, the intent is that SACI will provide
flexible funding to help America’s transitioning and most needy communities. It will
consolidate 18 existing programs, simplify access to Federal funds, set new eligibility
criteria and establish strong accountability standards to track progress toward the
program’s goals. The Administration has committed to working with the Congress and
other partners to develop a more effective approach to economic and dommunity
development. Furthermore, HUD remains committed to its housing programs and the
President’s Budget continues to reflect this commitment, including increases for the
American Dream Downpayment Initiative and HOME.

Mr. Baca #1b

Affordable Housing

Question: How can HUD continue to perform its mission of ensuring low- and
moderate-income housing, when many of its programs are being cut and
transferred?

Response: The Department’s fiscal year 2006 budget focuses on maintaining effective
assistance to low- and moderate-income individuals and families. The proposed budget
continues strong support for Public Housing programs and priority funding for the
Department’s largest program, Section 8 housing; provides increased funding for
homeless programs and continues strong support and new programs under the Federal
Housing Administration. It should be noted that both the Section 8 and homeless
programs reflect significant reform proposals that will further increase their impact.

In addition, the HOME program, the Department’s major housing block grant program, is
proposed to be funded at $1.941 billion, an increase of $41 million over the fiscal year
2005 level. Included in this request is $200 million for the American Dream
Downpayment Initiative to help thousands of new families become first-time
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homebuyers. The Department remains committed to its essential mission of providing
quality housing for those least able to afford it.

Mr. Baca #l¢

Providing Continued Assistance to the Public

Question: Can you promise the Congress, in public, that HUD will continue to be
able to do its job?

Response: HUD will continue to provide assistance to communities across the nation,
even if the Strengthening America’s Communities Initiative (SACI) proposal comes to
fruition. HUD employees remain committed to our goals of promoting economic
opportunity and homeownership, serving society’s most vulnerable--homeless individuals
and families--and ending chronic homelessness, and making government more effective
by reforming the Section 8 program.

Mr., Matheson #1a

Application Process at Odds with Ending Chronic Homelessness

Question: Regarding HUD's Continuum of Care grant application process: Are you
aware that HUD's CoC grant application process is at odds with the President's
priority to end chronic homeless?

The CoC process involves 3 eligible categories: (1) Transitional housing which is
not permanent; (2) disabled housing which can be permanent but can only be
located in projects with 20 or fewer units; and (3) innovative housing which is
measured on criteria that is too rigid including "national innovation".
Subsequently, many innovative and needed projects have no method of receiving
funding for projects directly in line with the goals of HUD’s CoC grant. Would you
be open to fixing this process before the next CoC funding round so innovative
permanent housing projects can be funded?

Response: The Continuum of Care (CoC) process is in harmony with and complements
the Administration’s initiative to end chronic homelessness. Through the Continuum of
Care programs, many innovative projects are funded through the traditional statutorily
established categories of permanent housing and transitional housing.

Mr. Matheson #1b

Housing Authority of Salt Lake City

Question: For instance, the Housing Authority of Salt Lake City (through their non-
profit arm, the HAME) applied for $790,000 for a 100-unit apartment complex
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known as the Sunrise Apartments. This is a $9 million project with most of the
money coming from local charitable and governmental resources. It will provide
highly supportive/permanent housing for 100 chronically homeless individuals with
job training and other innovative measures. They did not receive the recently
announced CoC grant which was submitted under the Innovative category because
the criteria is at odds with instructions contained in the grant application. This
seems easy for HUD to fix and would align the CoC with the President's priority. If
this cannot be fixed, will the new Samaritan Initiative fix this problem and have
enough money for bricks, mortar, and operations for innovative projects so
permanent housing can be produced with HUD's financial help?

Response: The project proposed to HUD by the Housing Authority of Salt Lake City
applied under the “innovative” category within the Supportive Housing Program (SHP).
The project application proposed ineligible activities and inappropriately proposed to mix
the use of SHP operating funds with Section 8 Housing Choice Vouchers. While
“innovative” is a category within the SHP program, the use of SHP funds for any
category, including “innovative,” must adhere to the statute and rules associated with the
program. HUD has informed the applicant of these deficiencies and proposed how the
organization could develop a program for the current funding round, with applications
due June 10, 2005.

While the Samaritan Housing Initiative effort for the 2005 Continuum of Care NOFA
process will be applied to number one projects in a CoC that will exclusively serve
chronic homeless persons, it will not resolve the issue of projects that propose the use of
SHP funds for ineligible activities, SHP funds can be used for new construction and
rehabilitation as long as all other activities described by an applicant are in accordance
with the eligibility rules and regulations that govern the SHP program.

Mr. Matheson #2

Section 8 Vouchers

Question: Regarding Section 8 Vouchers: The State of Utah recently lost
approximately $3 million dollars and the ability to help 420 families, disabled, and
elderly individuals when Housing Authorities received their budgets in January of
2005. The actual loss of 2004 and 2005 vouchers was much greater than 420
families, but our innovative housing authorities curtailed rent and changed other
administrative rules to cap the loss at 420 families, which is within budgeted funds.
Though HUD had $500,000,000 more in their budget, the State of Utah was a net
looser in this allocation. Do you have an explanation for this discrepancy when our
Housing Authorities have been HUD SEMAP high performers and kept their
vouchers consistently rented at over 95%?

Response: The State of Utah experienced a decrease in funding of 6.57 percent from
2004 levels ($57,335,169 in 2004 vs. $53,570,162 in 2005) due to three reasons: (1) a
Congressionally mandated across-the-board cut of .8 percent to discretionary programs;
(2) an overall 4.083 percent reduction in HUD's Section 8 budget compared to actual
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needs based on the May through July 2004 VMS data plus inflation (the statutory formula
in the 2005 Appropriations Act); and (3) an overall underutilization of vouchers by PHAs
in Utah during the May through July, 2004 reporting period. The use of May through
July 2004 data is dictated by the 2005 Appropriations Act.

Mr. Matheson #3

Capital Fund

Question: Regarding Public Housing: In HUD's latest budget, Housing Authorities
are slated to take a 5% hit in their operating funds and over 10% in their Capital
grant funds, This is very significant since they are being asked to change their
programs to "Asset Based Management" and cannot initiate the largest change in
the Public Housing program in 30 years while losing administrative and capital
dollars that make the program so successful in the State of Utah. Is there an answer
for this dilemma?

Response: HUD anticipates that the proposed rule implementing the requirement that
housing agencies convert to an asset management model will soon be published for
public comment. The Operating Fund proposed rule also implements new funding
formulas. These funding formulas are based, essentially, on the verified operating costs
of other operators of Federally assisted rental housing. Hence, the funding that PHAs are
proposed to receive under the new formulas is expected to be sufficient to implement the
new asset management requirements and, more importantly, to provide quality housing.
In addition, the proposed rule includes add-on funds to assist in the transition to this new
management model, including earmarks for information technology, asset management
and asset repositioning. Utah has 12 PHAs, 9 of these PHAs would gain subsidy
under the new Operating Fund formula.

Although the overall funding for the Operating Fund and the Capital Fund would be
reduced in 2006, under the proposed rule for the Operating Fund more than two-thirds of
all housing agencies stand to receive an increase in subsidy. For the housing agencies
that will receive less operating subsidy, the reduction would be phased in over 5 years to
provide for an appropriate transition and adjustment in operating costs. In fiscal year
2006, the Department will be able to fund the Capital Fund accrual of modernization
needs, as well as a portion of the modernization backlog. In addition, the 2006
appropriation will allow PHAs access to the private market to obtain capital funds to
build and improve public housing under the Capital Fund Financing Program (CFFP).
Thus far, the Department has approved 36 CFFP transactions for a total of $1.7 billion.

It is HUD’s expectation that moving to an asset management model will increase
efficiencies and reduce costs. HUD anticipates that these savings will mitigate reductions
in the Operating Fund and Capital Fund.

Mr. Matheson #4a

Title VI
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Question: Regarding Indian Housing: The reduction of NAHASDA in this
Presidential Budget is roughly $107 million, or 16%, from last year's
appropriations. When this program has shown proven success in Indian housing
through the NAHASDA, based on the recent Harvard Study " American Indians on
Reservations: A Databook on Secioeconomic Change Between the 1990 and 2000
Censuses,”" why has this area been affected so significantly?

Response: While the Administration’s 2006 budget proposal would reduce funding under
the Native American Housing Assistance and Self-Determination Act (NAHASDA), this
budget still recognizes the low-income housing needs in Native American communities.
Most of HUD’s programs have taken a pro-rata reduction in order to fund the rising cost
of the tenant-based Section 8 program. The Native American Housing Block Grant is
expecting to carry over approximately $97 million into fiscal year 2006. Thus, with the
$583 million in appropriations along with $97 million in carryover, all requirements are
expected to be met. The Department has set goals to increase its recipients’ leveraging of
Federal dollars with other funding sources. For example, tribes are finding ways to use
the leverage provided by Title VI dollars to create financing solutions for housing and
community development. This budget also increases the budget authority for Section 184
Indian Housing L.oan Guarantee program. These are trends the Department has
encouraged and must continue to encourage and promote in an era of austere budgets.

Mr. Matheson #4b

Title VI

Question: The purpose of the Title VI loan guarantee is to assist Indian Housing
Block Grant (IHBG) recipients (the tribe) who want to finance eligible affordable
housing activities, but are unable to secure financing without the assistance of a
federal guarantee. The Title VI loans are 95% guaranteed by HUD with the
understanding that the tribe repay the loans from their future IHBG money. With
a reduction to THBG, loans under Title VI are jeopardized because there is
potentially no funding for future payments. In some cases the tribe leverages 100%
in its IHBG funds to obtain Title VI financing. A significant cut (in this budget,
16%) could cause massive defaults. Do you have any solutions to this precarious
situation?

Response: To date, no tribe has leveraged 100 percent of their IHBG for Title VI
purposes. The majority of the Title VI loans have been long-term loans that spread the
debt over the maximum term of 20 years. The Title VI loan requires the lender to review
the loan for soundness before submitting for loan guarantee. When determining the
duration of the loans, tribes work with a lender to develop a repayment plan based on the
tribe’s ability to meet their debt service requirements. The source of repayment on Title
VI loans is not limited to NAHASDA [HBG dollars. Presently, tribes are utilizing
revenues from program income, proceeds of sale, and NAHASDA block grant funding to
make loan payments. Prudent underwriting is the best method to reduce the risk of
default. In addition, the Title VI program has not experienced a single default to date.



87

Mr. Matheson #4¢

Title VI

Question: In addition, can you explain how this move is financially sound for HUD’s
fong-term budget projections?

Response: This is a tight budget. Nonetheless, this budget also recognizes the low-
income housing needs in Native American communities. The budget request for fiscal
year 2006 increases the budget authority for Title VI Program. HUD continues to
promote the leveraging of Federal dollars with private investments for both rental
housing and homeownership. The proposed budget increases the anticipated output from
the Title VI Guarantee Program in fiscal year 2005. In fiscal year 2004, $10.2 million in
loan guarantees were issued. For fiscal year 2006 the proposed budget would facilitate
$34 million in guarantees -- a 230 percent increase over fiscal year 2004.

In addition, the Title VI loan application process requires that the tribe provide a pro-
forma, which includes a detailed cash flow analysis of the proposed activity. The pro-
forma data helps the lender and ONAP determine the level of risk associated with the
loan based on the duration and sources of repayment.

Mr. Matheson #4d

Title VI

Question: Last spring this committee held a field hearing in Arizona to highlight the
terrible housing conditions of Native Americans. One of the issues that came out
strong in that hearing is that while HUD is pressing for homeownership and using
the Section 184 and Title VI loan guarantees, a major hold-up is the BIA’s inability
to process title status reports so the loans are kept in limbo. What has the
department done to help this sitnation?

Response: HUD, USDA and the Bureau of Indian Affairs (BIA) created an Interagency
Memorandum of Understanding (MOU) Agreement in September 2004. The major goal
of the MOU is to streamline the Title Status Report (TSR) process to enable mortgage
applicants to receive TSR within 30 days. Because of the MOU, HUD has seen a marked
improvement for TSR requests from the Tunica-Biloxi Reservation in Louisiana.

Mr. Matheson #4e

Title VI

Question: If you are working with the Bureau, where do you currently stand on the
issue?
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Response: The Bureau of Indian Affairs (BIA) has been working closely with HUD and
USDA to expedite the Title Status Report (TSR) process. In addition, the BIA is
developing new leasing regulations that emphasize the importance of the timely
processing of mortgage loan transactions. A new procedure handbook is being created
for BIA Land Record Offices. The BIA has solicited input from HUD and USDA on
these issues. The addition of new leasing regulations and uniform document processing
will create the consistency necessary to encourage more lenders to make loans on Indian
Reservations.

Working more closely with the BIA has helped the Office of Native American Programs
(ONAP) identify an internal issue that could potentially limit access to HUD programs
for Native Americans and delay the issuance of loan guarantees. After studying the
situation, HUD has agreed to loosen its requirements for two certified TSRs on leasehold
mortgage transactions. By accepting one certified TSR and one informational TSR for
HUD Section 184 loans, HUD is reducing the amount of paperwork involved in each
transaction and thus decreasing the time necessary to process the request.

In addition, HUD and USDA have identified a couple of potential pilot programs that
will demonstrate the benefits of combining resources from multiple agencies to maximize
the leverage potential when producing affordable housing.

Mr. Pearce #1

Oversight of Fannie Mae and Freddie Mac

Question: In what function do you intend to support HUD’s interest in the oversight
of Fannie Mae and Freddie Mac’s efforts to provide affordable housing under a new
regulatory structure?

Response: In reforming the current regulatory structure, the Administration, including
HUD, supports the creation of a strong, world-class safety and soundness regulator.
However, the Administration does not believe that this effort should in any way diminish
regulatory focus on the Government-Sponsored Enterprises’ (GSEs) mandate to achieve
their public purposes, including providing financing for affordable housing. HUD has a
long history of serving affordable housing markets and has brought this expertise to its
work as the regulator charged with overseeing the GSEs” mission-related activities. This
includes establishing the annual affordable housing goals that HUD sets by regulation
and monitoring and enforcing the GSEs’ compliance with those goals. HUD supports a
regulatory structure that is appropriately balanced between overseeing safety and
soundness issues and the GSEs’ compliance with their charter purposes and expects to
continue to play a role in ensuring that this balance is maintained.

Mr. Pearce #2

Performance of Fannie and Freddie Mac
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Question: One of the responsibilities for enjoying the benefits of being a GSE is that
you provide access to mortgage credit for low- and moderate-income families. How
would you rate the performance of Fannie and Freddie Mac at achieving their
affordable housing mission?

Response: The Federal Housing Enterprises Financial Safety and Soundness Act of 1992
(FHEFSSA) requires both Fannie Mae and Freddie Mac to achieve annual affordable
housing goals. Beginning in 1993, with HUD’s first interim notice implementing the
housing goals established by FHEFSSA, HUD has steadily increased the level of these
goals. Both Fannie Mae and Freddie Mac have increased their purchases of affordable
housing mortgages since the housing goals were put into effect. For example, between
1993 and 2003, the percentage of Fannie Mae’s mortgage purchases that qualified under
HUD’s Special Affordable Housing goal rose from 10 percent to 19.3 percent. Similarly,
during this period, Freddie Mac’s purchases under the same goal increased from 7.2
percent to 17.8 percent.

However, even though both GSEs have improved their performance, they have
historically lagged the primary market in providing affordable home purchase mortgage
loans to low-income borrowers and underserved neighborhoods. The GSEs also account
for a disproportionately small share of the market for important groups such as minority
first-time homebuyers.

For example, between 1999 and 2001, HUD estimates that the GSEs purchased only

14 percent of alt loans (including both government guaranteed or insured loans and
conventional loans) originated for African-American and Hispanic first-time
homebuyers. The GSEs also lagged the conventional conforming mortgage market in
purchasing loans to minority first-time homebuyers. HUD’s analysis indicates that
during the period 2001-2003, the conventional market originated an average of 12.3
percent of its loans to minority first-time homebuyers. During this same period, minority
homebuyers accounted for about 6.9 percent of the loans purchased by the GSEs, or
about one-half of the share of minority first-time homebuyers in the conventional
conforming home purchase loan market.

In November 2004, HUD published a new regulation that significantly raised the housing
goals for the period 2005-2008 in an effort to encourage the GSEs to at least match
HUD’s estimate of the market share available to them for mortgages that qualify under
each housing goal. HUD also implemented new Home Purchase Subgoals. HUD
anticipates that these subgoals will increase the GSEs” support for first-time homebuyers,
a market segment where they continue to lag primary market lenders.

Mr. Pearce #3

Rural and Colonias Issues
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Question: Please highlight the initiatives, current and proposed, that address the
housing and community development issues plaguing rural communities and the
Colonias areas?

Response: There are no new initiatives planned for rural housing in the fiscal year 2006
HUD budget. The Rural Housing and Economic Development Program and the
Community Development Block Grants are proposed to be transferred to the Department
of Commerce. The new program at Commerce would be called the Strengthening
America’s Communities Initiative (SACI), which would integrate a number of federal
programs that currently serve the same or similar populations. An important principle
behind SACI is the streamlining of federal resources so that communities, especially rural
and distressed communities — such as the Colonias — with limited resources, do not have
to expend those valuable resources coordinating a vast array of similar community and
economic development programs. A key SACI principle is to target funding to those
communities most in need of assistance.

Targeted Area. Colonias are unincorporated rural communities located within 150 miles
of the U.S.-Mexican Border. They lack the basic necessities most Americans take for
granted--running water, electricity and paved roads. Colonias began to be developed in
the 1950s and continue to exist for a variety of reasons, such as poor land use regulations.
Without safe, sanitary and affordable housing, drinkable water, sewer and drainage
systems, colonias struggle on a daily basis with issues often associated with developing
nations.

Responding to needs of Colonias. Section 916 of the Cranston-Gonzalez National
Affordable Housing Act requires the four southwest border states to set aside up to 10
percent of their annual State CDBG program allocation for use in the Colonias. HUD
establishes the percentage for each state annually. For many years, HUD has set the
requirement at 10 percent for New Mexico, Texas, and Arizona, and at 5 percent for
California, since only one county in California is eligible for the Colonias set-aside. As
is true for the State CDBG program as a whole, the states spend the majority of their set-
aside funds on public improvements, particularly water and sewer activities. Since the
1991 inception of this requirement, the total set-aside amount for all four states is
$186,607,960. The fiscal year 2005 set-aside amounts for each state are as follows:

Arizona: $1,343,290

California:  $2,341,630

New Mexico: $1,583,700

Texas: $8,230,550

In late 2003, HUD issued a policy guidance Notice, “Use of HUD Resources to Assist
Colonias.” This Notice highlighted several issues in the colonias that could be addressed
with CDBG dollars, such as contract-for-deed conversion, infrastructure improvements
and the creation of self-help service centers. The Notice also advised grantees on ways to
partner CDBG funds with other Federal programs in order to achieve maximum
effectiveness.
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Examples. Two examples of how HUD has been able to assist colonias can be seen in
the Model Colonia Project and Ginnie Mae’s Targeted Lending Initiative (TLI).

The Model Colonia project is a comprehensive, community-based planning effort that is
taking place in Dona Ana County New Mexico. Dona Ana County is home to the highest
number of colonias (37) in the State of New Mexico. The Model Colonia project targets
the colonias of Vado and Del Cerro. Vado and Del Cerro were selected due to the areas
high need, strong potential for improvement and significant buy-in from local
stakeholders.

A major outcome of the Model Colonia project includes a comprehensive plan that paves
the way for public and private investment, leading to substantial improvement of living
conditions. Many organizations are helping HUD transform Vado/Del Cerro, and
residents have taken ownership of the project and are guiding priorities for action.
Current partners include the Dofla Ana County Board of Commissioners, New Mexico
state legislators, the New Mexico Governor, and Federal partners such as the United
States Departments of Agriculture and Housing and Urban Development (HUD). The
Model Colonia project has also spurred the Dofia Ana County Board of Commissioners
to prioritize infrastructure needs in the county’s other 36 colonias.

Ginnie Mae’s TLI assists in addressing homeownership in Colonias communities a
reality. Under the TLIL, Ginnie Mae, a division of HUD, increases the supply of
affordable housing by reducing the guarantee fee by as much as 50 percent when
approved issuers originate or purchase home mortgage loans in the Colonias. The
reduced fee lowers lender's expenses and provides them an incentive to make more loans
in the Colonias.

The Colonias became eligible for Ginnie Mae's TLI in July 2004. The incentive of
reduced fees will prompt additional mortgage lending in the Colonias.

Other Colonias Programs. HUD’s mission is to increase homeownership, support
community development and increase access to affordable housing free from
discrimination. HUD’s efforts, in addition to CDBG, to assist Colonias communities
consist of a coordination effort that identifies existing resources, and collaborates with
Federal, state and local partners to improve the lives of people along the U.S.- Mexican
Border. This coordination effort, known as the Southwest Border Region (SWBR)
Initiative, is not a program and as such, does not have grant dollars. The SWBR
Initiative works to ensure that HUD programs and services are used effectively to help
these communities.

The housing needs of rural areas are addressed by various current programs at HUD,
including the HOME program, with an expanded American Dream Downpayment
Initiative component. The percentage of HOME funds distributed to non-metropolitan
areas is 40 percent.
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Mr. Pearce #4
Housing Assistance Council

Question: Why is the Department not seeking funding for 2006 for the Housing
Assistance Council?

Response: This Department, like many Federal agencies, must adapt to greater budgetary
stringency. The Department’s major priorities for funding included preserving the
Section 8 program, increasing Homeless funding, and increasing the American Dream
Downpayment Initiative. The set-aside funding for the Housing Assistance Council,
previously made available out of the Community Development Block Grant
appropriation, involves research in rural housing issues that the Administration believes
are of lower priority for this Department

Mr. Clay #1a

Cut in CDBG Funding and Transfer to Commerce

Question: I, like most Members of Congress, am deeply concerned by the drastic
budget cuts of the Community Development Block Grant (CDBG) program and the
proposed shift of its jurisdiction and oversight from HUD to the Commerce
Department. I additionally have questions about whether the efficiency of targeting
revenues from CDBG grants will be enhanced or diminished if such a transfer does
take place.

In St. Louis, Missouri, the statistics of poverty and lack of housing in North St.
Louis qualifies the city for quite a large amount of money from HUD through the
CDBG program. Yet much of this money is never seen in North St. Louis and is
sent downtown for other projects. We bring money into the city yet the problems
still exist. How do we better effect methods to get the money to the areas that
produced the justification for the CDBG grants?

Response: One of the hallmarks of the CDBG program has been local control over the
project funding process. Local governments are required to assess community needs
through the consolidated planning process and to develop projects and activities that
address those needs. There is a significant citizen participation component embedded in
the planning process that allows and encourages public input. With regard to the
distribution of HUD Community Planning and Development (CPD) assistance within the
city of St. Louis, the city’s Consolidated Annual Performance and Evaluation Report
(CAPER) covering program year 2004 contains a series of maps (pp. 150-157) which
effectively demonstrate that CPD funding (principally CDBG) is spread across the city.
HUD’s review of these maps indicates that roughly half of all funded projects in program
year 2004 were funded in areas of the city north of Interstate 64, the area generally
identified as North St. Louis.
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Recently, HUD released a report to the Congress on the CDBG formula and how it
performs relative to community development need. This is the fifth time — since 1974 —
the Department has prepared the report. In 1983 and 1995 HUD found that CDBG’s
formula had become increasingly less effective in targeting need. The problem is that
while the variables in the formula have not changed since 1978, this country has. We are
seeing significant demographic and economic change: some communities have
experienced tremendous growth while others are in decline.

Not surprisingly, when HUD began to examine the numbers from the latest Census, the
Department saw that the CDBG formula continues to be a less effective vehicle for
targeting need. The report, “CDBG Formula Targeting to Community Development
Need, offers 4 alternative funding formulas that would improve targeting to community
development need and recognizes that any change to the existing formula would result in
a significant redistribution of funds. Copies of the report have been shared with the
Congress.

It is important to note that overall funding for 35 Federal community and economic
development programs is only reduced 4 percent, roughly in line with other domestic
spending. The President, via his 2006 Budget, has proposed to consolidate 18 programs
(from five agencies) within the Department of Commerce, including the CDBG Program.
These programs would be consolidated into one new program — The Strengthening
America’s Communities Initiative. This initiative would support communities’ efforts to
meet the goal of improving their economic conditions through, among other things, the
creation of jobs.

Mr. Clay #1b

Transfer of CDBG and Efficiency of Targeting Monies

Question: Although I do not favor sending the program over to Commerce, would
this result in much more efficient targeting of the monies than is presently
practiced?

Response: The legislative proposal for the Strengthening America’s Communities
Initiative (SACI) is currently under development by the Commerce Department. A key
SACI principle is to target funding to those communities most in need of assistance.

Mr. Clay #1c

Housing Problems in North St. Louis

Question: What suggestions do you have that can result in the systematic targeting
and then eliminating the housing problems in North St. Louis?

Response: The city of St. Louis is already utilizing a tool established by HUD in the mid-
1990’s to help encourage targeting of funds to particular neighborhoods. Neighborhood
revitalization strategy areas (NRSAs) enable communities to utilize a flexible set of rules
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and presumptions to demonstrate benefits to areas covered by an NRSA designation. The
city has an NRSA designation overlaying the Federal empowerment zone area, a move
that should encourage a greater concentration of CDBG funding in that area. The city
could seek additional NRSA designations for other areas of North St. Louis and could
also attempt to utilize a similar set of benefits by directing CDBG into projects assisted
by community development financial institutions (CDFIs). Further, the city could target
additional CDBG resources for housing rehabilitation in the area. The essential point is
that the city has a number of options and activities available to provide further assistance
to North St. Louis but the city must take the steps to target these resources to the area.

Mr. Clay #2a

Section 8 Vouchers

Question: Many Public Housing Authorities in Missouri still have not received their
Year End Settlement Reports from HUD for the fiscal year ending June 30, 2004.
They have no way of knowing their financial position until they can reconcile their
finances. This sometimes results in recapturing of reserves and sometimes charges
of administrative fees.

Why is the process taking so long?

Response: All Year-End Settlement Reports from Missouri for the fiscal year ending
June 30, 2004 were processed by the FMC as of March 24, 2005 and promptly mailed out
to the Public Housing Authorities (PHAs). These settlements are prepared by PHAs and
only reviewed by HUD for accuracy, completeness and compliance with appropriate
laws. Only when errors are found do they result in changes to the settlement amounts.
The delay for the Year-End Settlements for the fiscal year ending on June 30, 2004 was
due to a hold on the settlements while HUD worked to assure correct interpretation of the
105 percent recapture rule in the 2003 Appropriations Act.

Mr. Clay #2b
Section 8 Vouchers
Question: Can it be speeded up?

Response: Yes. The Department has looked into the problems. All of the issues related
to delays have been resolved and should not be an issue in the future.

Mr. Clay #2¢

Section 8 Vouchers

Question: Will you please look into this problem with our PHAs and expedite the
reports to them?
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Response: Yes. The Department has looked into the problems. All of the issues related
to delays have been resolved and should not be an issue in the future.

Mr. Clay #3a

Operating Subsidy

Question: An overlooked problem within housing agencies is the high rate of
personnel turnover. The loss of experienced staff results in inefficiencies and costly
training for replacements. It is being experienced that it would have been much
cheaper, in the long run, to maintain qualified, experienced staff than to allow the
turnovers to occur due to a lack of proper raises.

How do we maintain personnel who have the required knowledge regarding
the details of HUD’s complicated procedures? You have the experience of working
firsthand with the PHAs and understand this dilemma. Please elaborate.

Response: The proposed rule implementing the Harvard Study will streamline and
simplify public housing operating procedures, from the submission of annual forms and
reports to procurement practices. The costs incurred by other operators of assisted
housing in the area of employee recruitment/retention are reflected in Harvard’s
“benchmark” model. This simplification will result in efficiencies among staff and allow
resources to be targeted towards the acquisition and retention of personnel with key
skills. HUD anticipates that the rule will soon be published for public comment. We are
also encouraging PHASs to work more closely together to share staff and expenses to more
effectively manage the program. Over half of all Section 8 agencies manage fewer than
500 vouchers. Currently 400 out of 3,200 PHAs receive 80 percent of public housing
subsidies.

Mr. Clay #3b

Operating Subsidy

Question: How do we address the issue of a proper operating subsidy which is the
key to this growing problem?

Response: HUD is keenly aware of the need to address the issue of a proper operating
subsidy. The Department believes that the recently completed “Negotiated Rulemaking”
process on the Operating Fund rule is the key to addressing this issue. Implementation of
this rule will provide PHAs with operating funding that is essentially equivalent to the
verified costs of other operators of assisted housing.

Mr. Clay #3¢

Operating Subsidy

Question: You have the experience of working firsthand with the PHAs and
understand this dilemma. Please elaborate.
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Response: HUD understands that PHAs need well-trained and qualified staff whose
knowledge and experience can help the PHA manage its public housing in an effective
and efficient manner. Along this line, the Department is committed to empowering
housing agencies so that they can provide and maintain decent, safe, and sanitary housing
in good repair. It is for these and other reasons that we support the proposed Operating
Fund rule as well as other regulatory changes that will assist PHAs move to asset
management.

O
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