HUD TRANSFORMATI ON | NI TI ATI VE FUND
2010 Summary Statenment and Initiatives
(Dol lars i n Thousands)

Enact ed/ Suppl enment al / Tot al
TRANSFORVATI ON | NI ATI ATI VE FUND Request Carryover Resci ssi on Resour ces Obl i gations Qutl ays
2008 Appropriation ................
2009 Appropriation/ Request ........ ..
2010 Request ........... ... $20, 000 . e $20, 000 $20, 000 $10, 000
Program | nprovenment s/ Offsets ...... +20, 000 .. .. +20, 000 +20, 000 +10, 000

Summary St at enent

HUD requests Congress to authorize an agencyw de HUD Transformation Initiative Fund, to be funded by transfers from program accounts
of up to 1.0 percent at the Secretary’'s discretion. HUD proposes to use HUD Transformati on funds for four conplenentary purposes:
Research, Evaluation and Performance Metrics; Program Denonstrations; Techni cal Assistance and Capacity Building; and next-generation
Informati on Technol ogy. Each of these transformation initiatives would receive not |ess than 10 percent not nore than 50 percent of
the aggregate transferred funds.

Transformation Initiative funds are proposed as the sole funding source for two of these purposes: the Denpnstration initiative and
the Techni cal Assistance initiative. Transformation funds for the other initiatives, in contrast, will supplenent and build upon
other appropriated and transferred fundi ng designated for core purposes. Research initiative funds will suppl ement data collection in
the Research and Technol ogy account. Technology initiative funds will suppl enent system nai ntenance activities in the Wrking Capita
Fund.

Addi tionally, HUD requests a direct appropriation of $20 mllion to the Transformation Initiati ve Account for the purpose of combating
fraud through activities otherwi se eligible under the Transformation Initiative. Transformation funding for this signature initiative
wi Il suppl ement programspecific efforts di scussed separately under the heading “Conbating Mortgage Fraud.”

HUD requests authority to transfer funds fromthe follow ng program accounts: Tenant-Based Rental Assistance, Public Housing Capital
Fund, Public Housing Operating Fund, Choice Neighborhoods Initiative, Energy Innovation Fund, Native Anerican Housing Block Grants,
Nati ve Hawaii an Housing Bl ock Grant, I|ndian Housing Loan Guarantee Fund Program Account, Housing Opportunities for Persons Wth Al DS,
Comuni ty Devel opnment Fund, HOME | nvestment Partnerships Program Self-Help and Assisted Homeowner shi p Opportunity Program Honeless
Assi stance Grants, Project-Based Rental Assistance, Housing for the El derly, Housing for the El derly Contract Renewals and Amendnents,
Housing for Persons Wth Disabilities, Housing for Persons with Disabilities Contract Renewals and Anmendnents, Housi ng Counseling

Assi stance, Paynment to Manuf actured Housing Fees Trust Fund, Mitual Mrtgage | nsurance Program Account, General and Special Risk
Program Account, Research and Technol ogy, Lead Hazard Reducti on, Rental Housing Assistance, and Fair Housing Activities.

HUD proposes to subnit a detailed operating plan for the Transformation Initiative to the Cormittees on Appropriations within 30 days
of enactnent and 15 days before obligating or expending the transferred funds.
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Need for a Transformation Initiative. The national econony and social system supported by Anerica’s constitutional principles are the
nmost dynamic in the world. This dynamismrequires national institutions such as federal agencies to be, if not ninble, at |east
adaptable and resilient. Two events in recent years clearly denonstrated this need. First, the devastation wought by the Gulf Coast
hurricanes of 2005 and the inadequate response by Federal, state and | ocal governnents contributed to |osses that could have been
greatly reduced. On the other hand, adapting HUD prograns to the unique needs of displaced famlies played a najor role in the

nati onal recovery effort. Second, statutory constraints on the types of nortgage products that the Federal Housing Adm ni stration
coul d offer created an opportunity for dishonest lenders to accelerate subprime and predatory | ending during the 2005-2007 period, and
contributed to i measurable and continuing |osses still suffered by American fanmlies, comunities, and investors today.

Wth these exanples and others, HUD recogni zes a pressing need for adaptability and change, involving both reformati on and
transformation. The Departnment’s operations face serious challenges arising frominternal resource and structural constraints, while
the scope of housing and urban devel opnment problens facing the nati on has never been greater. Traditional prograns |like public
housing and rental vouchers and FHA nortgage i nsurance need to adapt to changing market conditions. HUD needs to becone an innovative
agency with the capacity to nove beyond | egacy prograns, shaping new markets and methods in the production and preservation of

af fordabl e housi ng, greening the nation’s housing stock and pronoti ng sustai nable growth in nmetropolitan Arerica. This transfornation
shoul d be based on sound evi dence provided by rigorous research, program evaluations, and denonstrati ons of whether programatic

i nnovations actually work

There is notable precedent for the concept of setting aside program funds for transformative research and denonstrations. |In 2008
amendnents (122 Stat. 1604) to the SAFETEA- LU transportati on act, Congress authorized the Departnent of Transportation to fund the
Strategi c H ghway Research Program (23 U.S. C. 510) by deducting up to 0.205 percent from maj or program accounts. The programs that
are to contribute funds include the surface transportation program the congestion mtigation and air quality inprovenent program the
Nati onal Highway System the Interstate nmi ntenance program the bridge program and the highway safety inprovement program The
transformative research funds suppl enment DOT's annual direct appropriations for research

The flexibility of the proposed funding will enable HUD to undertake an integrated and bal anced effort to i nmprove program perfornance
It is widely recognized that the programcylinders that constitute HUD's | egacy structure intersect in nunerous ways. Yet,
appropriate wi ndows of opportunity have not yet been opened between the cylinders

HUD s four proposed transformation initiatives provide a systematic and cross-cutting approach to transformati on: building a
foundation of current data on performance as well as reliable evidence about programand policy results; testing new program
approaches in a carefully structured and rigorously evaluated nmanner; diffusing innovation and supporting state and local partners in
using public resources effectively; and upgrading technology and linking data to prevent waste, inform program managers and stinul ate
hi gh performance.

Conmbati ng Mortgage Fraud. The request for funding under this Transformation Initiative includes a mninmumof $20 mllion specifically
allocated for the Departnmentwi de Initiative on Conbating Abusive and Fraudul ent Mrtgage Practices. This $20 mllion allocation could
be supplenmented with additional funds fromthe Transformation Initiative, to be allocated as needed under this account’s proposed
flexible authority. These funds will be used to support efforts to conbat nortgage fraud through a nunber of critical activities
including targeted techni cal assistance, data systens inprovenent through |Information Technol ogy, and a variety of research efforts.

Transformation Initiative activities in support of the Conbating Abusive and Fraudul ent Mortgage Practices Initiatives will cover four
key cat egories

. Devel opnment of FHA anti-fraud data tools that would be applied to all phases of the nortgage insurance process to detect
m sr epresentation at consuner, application, and property |evels

. Techni cal Assistance to support housi ng counseling organizations with identifying nortgage fraud and addressing fair |ending
i ssues;

. Trai ning of industry and regul atory agencies and contract hiring to nonitor state conpliance with SAFE and RESPA; and
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. Research, assessnment and data analysis to assist in the effective inplenentation of the Nei ghborhood Stabilization Program
and the Hormeowners Affordability and Stability Pl an (Making Hone Affordable Plan) nortgage | oan nodification program

Research, Evaluation and Program Metrics

The foundation of HUD s transformational strategy is to renew a predictable stream of funding for high quality research and eval uation
that can i nform sound policymaking. Al locating a small increnment of program funds to the Research and Technol ogy account will enable
HUD to subject progranms continuously to rigorous evaluation. The Research initiative will supplement Research and Technol ogy
appropriations for the nation’s basic infrastructure of housing data such as the Anerican Housi ng Survey. The nore careful and

scientific approach enabl ed by the Research initiative will highlight for policymakers what works and what needs reform Systenic
research will enable HUD to nmonitor results and undertake tinely nodifications of prograns and policies that fail to produce results.
A conponent of this research and evaluation will be to develop the right set of netrics to track program performance between

eval uat i ons.

Congress established the Ofice of Policy Devel opment and Research (PD&R) as HUD s independent research wing in 1965. However, the
Nati onal Acadeny of Sciences chronicled the dramatic 1999- 2007 decline in PD& s research funding in its 2008 report, “Rebuilding the

Research Capacity at HUD.” The Report concluded, “lIn 2007, the total amount of funds obligated for non- PATH rel ated external research
was one-third of what it had been in 1999 ($14.8 million compared with $43.5 mllion). For a department that spends nore than
$36 billion of taxpayer noney each year on a variety of housing and community devel opment programs, there is virtually no noney

avai l able to the one-quasi independent office in the agency charged with evaluating how t hese program funds are spent, assessing their
i mpact and researching ways to neke progranms nore efficient and effective.”

Over the past decade or more, HUD s failure to invest in research and evaluation contrasts sharply with its own history and the
practice of other Federal agencies. During the 1970s, HUD funding for discretionary research was nore than $200 mllion annually
(expressed in current dollars). The current total research funding of $35 million in fiscal year 2009 represents |ess than

0.1 percent of HUD s total budget, and the majority of these resources are allocated to mandatory and fi xed costs rather than the
transformative research needed to gui de the nation’s housing and comunity devel opment policies.

QG her Federal domestic agencies spend a significantly higher share of their program funds on program evaluation. |In the Departnent of
Agricul ture, fiscal year 2009 research funding of $1.4 billion for the Econom c Research Service, Agricultural Research Service, and
Nati onal Agricultural Statistics Service represents 1.3 percent of the total program budget of $105.9 billion. |In the Departnent of
Education, $617 mllion in funding for the Institute of Education Sciences accounts for 0.9 percent of the $66.6 billion total. The
Nati onal Institutes of Health represents 6.2 percent of the Department of Health and Human Service's total of $492.5 billi on.

Consi stent research funding will enable HUD to support:

. basi ¢ research, such as evaluating the costs and benefits of green building, the long-term performance of buil ding materials
and products, factors influencing adoption of new building technol ogies, the inpact of housing counseling on defaults and
del i nquenci es, the causes of honel essness, the benefits and drawbacks of resident mobility, and the preval ence and nature of
nort gage fraud;

e trends analysis, such as tracking the inprovenent of high poverty nei ghborhoods, changes in homeownership or affordability of
rental stock, or the pace of recovery fromdisasters;

. netric devel opnent to better measure program performance, energy efficiency inmprovenments in HUD-assisted housi ng and overall
housi ng stock, and intermedi ate outcomes of program activity;

. program eval uati on, to assess the progress in new initiatives such as the Nei ghborhood Stabilization Program as well as the
costs of administering the voucher program the long termeffect of efforts Iike HOPE VI, or the inpact of broader policies
such as those pronoting m xed i ncone housing and inclusionary zoning; and
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e studies of housing finance, to focus on the role of different market sectors (such as FHA) in expandi ng affordabl e | endi ng
and increasing homeownership opportunities for lowincone and minority famlies.

This range of research will inprove program effectiveness and generate substantial savings over time. The report by the National
Acadeny of Sciences called for enhancing PD&R s in-house research capacity, nostly on the belief that better-inforned deci sion maki ng
will help prevent waste and abuse in other housing prograns. HUD s proposed transformati onal approach to research would also inform
the decisions of a broad network of public and private sector actors. A key feature of the new approach will be to partner with other
federal agencies, such as the Departnment of Transportation, the Departnent of Energy, or the Environnental Protection Agency, on
research topics of nutual interest.

HUD will confer with the Appropriations and Authorizing commttees before finalizing the research agenda for funding under the
Transformation initiative. At present, a nunmber of fiscal year 2010 research efforts are under consideration, totaling nore than
$40 million. A number of research possibilities are related to HUD's adm ni stration of public and assisted housi ng programns:

. Eval uation of Public Housing Asset Manhagenent;

. Housi ng Choi ce Voucher Adninistrative Fee Study;

. Study of voucher programregional admnistration initiative;
. Study of reducing energy use in the voucher program

. Success rates for voucher tenants.

O her research opportunities about public and assisted housing have a nore intensive focus on tenant outcones and nei ghbor hood
i npacts:

. Panel study of the effects of m xed i ncome devel opnents in HOPE VI and HOVE (base year);

. HOPE VI after 15 years: |essons for Choice Neighborhoods; Baseline study and early inplenmentation of Choice Nei ghborhoods
Initiative; Aging in Place Denponstration (wth HHS);

. Studi es of Mving-to-Work innovati ons;

. Fam |y Sel f-Sufficiency Experiment;

. Experiment to pronbte better access to opportunity nei ghborhoods by Voucher hol ders;

. On-going funding to track Gulf Coast Recovery;

. Sust ai nabl e Communi ties Research (Joint HUD/ DOT research effort to advance transportation and housing |inkages).

A third group of research opportunities includes homeownershi p markets, finance, and outconmes, as well as buil ding technol ogi es
that reduce housing costs:

. Prime, sub-prine, and secondary nortgage narket trends;

. FHA programs and ot her affordable | ending and homeowner shi p prograrns;

. Financing risks in single famly and multifam |y nortgage | ending;

. Mort gage default, |oss, and risk-based pricing;

. Pr e- pur chase housi ng counsel i ng experinment (required by the Housing and Econonmic Recovery Act);

. Credit scoring and FHA's nortgage scorecard technology for automated underwiting and risk rating FHA nortgages;

. Sust ai nabl e buil ding technol ogy innovati on;

. Ceneral housi ng technol ogy research ainmed at i nproving the safety, soundness and energy efficiency of the Nation s housing
stock, while maintaining affordability.
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In addition to enabling i nproverents to the Departnment’s program operations, HUD's research efforts shed |light on fundanental
characteristics of the nation, including denographics, housing and discrimnation patterns, and a nyriad of statistical and research
data that help informpolicy. Since 1977, HUD has assessed the extent of housing discrimnation in the United States about once each
decade. The nost recent study, Housing D scrimnation Study 2000 (HDS 2000), showed substantial declines in discrimnation between
1990 and 2000 in the sales market for both African-Americans and H spanics, declines for African Anericans renters, and no change for
Hi spanic renters. The 2000 study also provided the first national estimate of discrimnation faced by Asians and Pacific |Islanders in
the rental and sales market. These studies have also shown how patterns of discrimnation have changed over tinme. Although the
nature and |level of discrinmnation has changed, it remains a substantial problem with mnorities facing consistent adverse treatnent
ranging from 17 percent for African Anericans in the sales market to 26 percent for H spanics in the rental market. Fundi ng of

$9 million in 2010 and $6 mllion in 2011 woul d enable estimation of national |evels of discrimnation faced by African-Aneri cans,

Hi spani cs, Asians and Pacific |slanders, both as renters and home buyers. The study woul d provide conparable data to determ ne
changes in the | evel of discrimnation fromthe 2000 study, providing key insights to informfair housing strategies and program
managenment .

Finally, in connection with the Conbating Mortgage Fraud initiative, part of the $20 mllion direct appropriation requested for the
Transformation Initiative will fund an assessnment of the inplenentation of the Neighborhood Stabilization programto ensure it

addr esses the needs of minority and | owincone comunities in nodifying troubled nortgage |oans. Additionally, the funds will support
anal ysis of data fromthe Treasury Departnment’s | oan nodification program Findings fromthis research will informtechnical

assi stance efforts, as well as devel opnent of anti-fraud data tools, discussed under the Technol ogy transformation bel ow

Denonstrations of Program Approaches

The second strategic thrust of the Transformation Initiative is to enable HUD to design and execute a series of mmjor research
dermonstrations. These trials of new programi deas provide a controlled mechanismto i nprove prograns and help state and | ocal
government s devel op nore effective strategi es for housi ng and comunity and economni ¢ devel opnent.

The Secretary’s statutory authority to establish denonstrations has been suspended in annual appropriations |egislation for roughly
the past decade. Denonstrations are necessary to test innovative program approaches so as to i nprove the delivery and reduce the cost
of public services. HUD requests Congress to enable the Secretary to undertake denonstrations after receiving approval fromthe House
and Senate Appropriations chairs. Transformation Initiative funds for approved demonstrations would then be allocated to the Research
and Technol ogy account for adm nistration by the Ofice of Policy Devel opment and Research.

Denonstrations generally require funding over several years, which nay cover design resources, additional program costs such as
incentives for participating househol ds, and eval uation of the inpacts over several years. Since the 1990s, HUD has done rel atively
few research denonstrations, largely due to budget constraints. Those few denonstrati ons, however, have been HUD s nost inportant and
informative research on real programinpacts. Those denonstrations include:

e Jobs Plus. This denonstration in six sites showed that carefully designed rent incentives, totaling $6.8 mllion, and job
supports in distressed public housing devel opments do i nprove incones in the short- and long-term The total cost of over
$30 mllion included funding fromHUD, the Department of Labor, Health and Human Servi ces, and several foundations. The cost
of research and techni cal assistance was $25.4 nillion. Lessons fromthis initiative are being applied in the Choice
Nei ghbor hoods pr oposal .
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Movi ng To Opportunity. The denmonstration shows that famlies noving from hi gh poverty public housing to | ow poverty

nei ghborhoods wi th a voucher have a dramatic increase in safety, neighborhood quality, and better housing | eading to very
large i nmprovenents in health. In the short-term noves to | ow poverty do not inprove enploynent or educati on outcones. The
total cost of over $90 million, included funding fromHUD, N H NSF, CDC, other Federal agencies, and nunerous foundati ons.
The denonstration covered five sites, 4,608 famlies and 10,000 individuals. |nplenentation of the new voucher authority and
counsel ing cost $70 million, and the research cost for set-up, tracking, and interimand final evaluation was $25 mllion.
Effects of Housi ng Vouchers on Families. The effort showed that relative to not having housing assistance, receipt of a
voucher dramatically reduces honel essness, |eads to | ower wages and enploynent in the short run and has no inpact on wages
and enploynent in the md-term The total cost of $53 million included $50 mllion for inplenenting new voucher authority,
and $3.2 million for research (set-up; tracking; interimand final evaluation).

Denonstrations can be used systenatically to re-engi neer and streanline busi ness processes and procedures in HUD s prograns.
Denponstrations also can be used to test and eval uate new ways of delivering traditional prograns.

The fol |l owi ng exanpl es of denonstrations are worth considering:

HUD coul d establish a denonstration to neasure the | ong-terminpacts on individuals and nei ghborhoods associated with the
creation of m xed-income nei ghborhoods t hrough inclusionary zoning and other tools. Mxing incomes has been the goal of a
nunber of prograns over several decades. The inpact of achieving this goal, however, has never been quantified in terns of
the social and comunity benefits and costs. A rigorous experinent could be conducted to neasure the inpact of a nixed
income strategy.

HERA has mandated a denonstration to measure the inpact of requiring pre-purchase counseling for certain homebuyers. The
Transformation Initiative can provide the necessary funding to answer this |ong-standi ng questi on about the nerits and size
of inmpact of pre-purchase housing counseling at reducing defaults and del i nquencies.

HUD coul d add a research conponent to the Movi ng-to-Wrk Denpnstration included in the proposed Secti on 8 Voucher Reform Act
or another legislative reformproposal for Housing Choi ce Voucher. By adding a major research conmponent to Myving-to-Wrk,
with the funds needed to execute it, HUD could rigorously evaluate a series of alternative strategies for helping famlies in
publ i ¢ housing and the voucher program nake progress towards self sufficiency. The enphasis should be on conparatively |ow
cost solutions that could be taken to scale.

HUD, in partnership with the Departnent of Transportation, could conduct a | arge scal e denonstrati on that marries DOT and HUD
programs in order to support sustainable devel opnent that is adjacent to transit and includes a range of housing types
affordable to all income groups. A HUD DOT transit oriented devel opment denpnstration would assess a range of techniques to
support conpact devel opment and address the typically high costs of housing near transit in light of rising demand for

housi ng, services and anenities in those |locations.

HUD coul d experinent with adm nistering vouchers regionally rather than locally in urban areas. The bal kani zati on of voucher
adm nistration has made it difficult for lowincone famlies to know about suburban housi ng vacancies and exercise choice in
a netropolitan housing market, and has stifled innovati on and accountability. A denonstration would evaluate the effects of
“conpeting out” voucher admi nistration in 3-5 netropolitan areas to an array of public and private entities. HUD would

sel ect one well-qualified organization (which could include a consortiumof PHAs) to adm nister the programfor each
metropolitan region, opening up the adm nistration of vouchers to a wi der variety of public, for profit and non-profit
entities.
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. HUD coul d conduct a denonstration to examine how to take Shared Equity Homeownership to scale. Shared equity honmeownership
is a prom sing approach for providing |ower incone fam lies with sustainabl e homeownershi p opportunities, but nmost current
programs are relatively snmall. A research demonstration coul d study different approaches for taking shared equity
homeownership to scale, while also helping to neet pressing short-termneeds for foreclosure prevention, neighborhood
stabilization, the creation of jobs through new constructi on and substantial rehabilitation, and the creati on and
preservati on of affordabl e housing near public transit

. HUD coul d conduct a pilot study in three comunities to advance the creation of pernmanent housi ng opportunities by
communities that currently rely on short termand transitional housing to nmeet objectives of the Housing Cpportunities for
Persons with AIDS program A denonstration would use $4 million for program activities and $400,000 for eval uati on
activities. The study would evaluate service delivery nodels for noving persons out of unstabl e housing situations or short
term arrangenments to nore permanent supportive housi ng

. HUD coul d denponstrate the extent to which sustainable building practices inprove the durability of and affordability of new
and exi sting homes. These factors could support innovative financing products. Solid evidence of the benefits of energy
efficiency and green buil ding coul d i nfl uence the narket by inform ng the underwriting of home insurance policies and the
val uati ons assigned in honme appraisals.

. A Project-Based Operating Assistance denonstration could conplement HUD s conversion of public housing to asset managenent.
There are several problens with the current funding nodel for public housing conpared to the multifam |y nodel of project-
based assi stance grants. The separate Capital and Operating grants for public housing introduce separate adm nistrative
requirenents and are subject to the vagaries of annual appropriations. Most inportantly, they fail to provide PHAs with
sufficient access to private capital to address the substanti al backl og of capital repair needs, estimted at between $18 and
$24 billion. Under the nultifam |y nodel of project-based assistance, funding | evels would include ambunts sufficient to
raise debt to service capital needs, and would allow PHAs to establish replacement reserve accounts to ensure that capita
i mprovenents are sustained

e The denonstration woul d test the capacity and responsiveness of private capital markets for recapitalizing the public housing
stock. The Department would all ow program wai vers of the current Section 8 Project Based Voucher program A denonstration
covering 20,000 public housing units under a range of small and large PHAs is estimated to cost $64 million annually, plus a
one-tine additional amount of $2.5 mlIlion for evaluation. The voucher cost associated with these units is estimted at
approxi mately $166 mllion, which would be offset by $60 mllion fromthe Operating Fund and $40 million fromthe Capita
Fund, as converted units would no |onger be funded fromthe public housing account. The initial HAP contracts may | ast as
long as 15 years and coul d be renewed for up to an additional 15 years. The project-based approach to funding is consistent
with asset managenent principles, providing access to capital narkets to finance the backlog of needs, inproving housing
conditions for tenants, increasing opportunities for income mxing, and introducing greater market discipline anong the
private entities that own or manage the converted properties

e A denonstration programcoul d ensure that construction projects assisted with Community Planning and Devel opment funds neet
m ni mum code or other property standards, including energy-efficiency standards. |n-house expertise for on-site physical
inspections currently is lacking, yet this skill set is critical in prograns |like the Housing Trust Fund and HOME that have
property standard requirenents for a specific period of affordability. This programwoul d assess the effectiveness of
training staff on construction and property standards and deploying themfor this sort of technical nonitoring.

Denonstrations can be used to explore |large, fundanmental questions about housing narket dynanmics and their inpact on economc, socia
and environnental objectives. For exanple, the government shoul d know to what extent transit oriented devel opnents enhance access to
opportunity. HUD seeks to make basic questions the subject of serious and rigorous denonstrati ons going forward.
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Techni cal Assistance and Capacity Buil di ng

The Transformation Initiative will enable HUD to deliver a new | evel of technical assistance and capacity building to Federa
recipients. The initiative recognizes that human capital, technical awareness and institutional factors are critical for the success
of HUD s partner organizations, whether state or local, public or private.

Enhanced and focused i nformation and nore thoughtful support for grantees will result in better program adm nistration and a hi gher
level of integrated planning and acti on, across prograns and jurisdictions. Effective responses to urban and housing i ssues
increasingly require coordinati on and awareness of diverse areas of know edge: housing finance as well as |and use, energy efficiency
as well as healthy hones, community devel opnent as well as transportation planning, accessibility as well as job creation

Traditionally, HUD has delivered programoriented technical assistance to ensure that HUD grantees are fully aware of the rules
governi ng the di sparate prograns. |In fiscal year 2009, Congress provided $40.5 mllion in line itemfunding for technical assistance
under the follow ng prograns: $12 million for Public Housing Capital funding; $4.25 mllion for Native Anerican Block G ants

$3.5 mllion for Native American; $300,000 for Native Hawaiian; $2 mllion for Section 202 housing; $5 million for CDBG $12 mllion
for HOVE, and $1.485 mllion for Housing Opportunities for Persons with AIDS. HUD s fiscal year 2010 budget rolls these technica
assi stance accounts into one broad programtechnical assistance effort to be funded fromthe global transfers to the Transformtion
Initiative. HUD requests discretion for the Secretary to target technical assistance funding to those prograns that need it nost
given the capacity of current grantees, new conditions in the program or broader econom ¢ and social inperatives (e.g., a spike in
honel essness, or the inpact of high energy and housi ng costs on housing affordability).

The Transformation Initiative will enable HUD to deliver cross-programtechnical assistance to help states, counties and cities (and
other HUD grantees) connect the dots between disparate prograns at the nei ghborhood, nunicipality, county and netropolitan scale. HUD
proposes to reach out to grant recipients and other partner groups with well packaged information, case studies that serve as nodel s

and illustrate choices, and col laborative activities. Enhanced technical assistance will enable recipients to plan and inpl enment
sophisticated initiatives that anticipate, bridge and coordinate diverse factors that each are critical to success. Integrating
cross-cutting know edge with programrequirements will better serve the twin conponents of public accountability: producing results

that matter and avoiding fraud, waste and abuse

One of the Departnment’s current transformational efforts is the nmulti-year transition of public housing to asset managenment. Both
PHAs and t he Departnment have nade significant investnments in converting to the asset management nodel, so that funding and financia
reporting now occur at the project level. HUD continues to inplenent project-level managenment reviews and performance nonitoring
leading to full conversion to asset managenent in 2011. Technical assistance will support the critical human di nension of this
complex effort

One techni cal assistance effort under considerati on woul d di ssem nate building technology information to builders and desi gners of
housing in order to bridge the gap between assisted and market rate housing. Building science issues apply across the housing market
so broadly sharing research and technical information would magnify its benefits. The Partnership for Advanci ng Technol ogy i n Housi ng
program denonstrated the val ue and effectiveness of a robust, non-comrercial website to reach buil ders and designers of residential

bui | di ngs.

The Transformation Initiative will enable HUD to build “learning networks” of innovators, local officials, experts, and philanthropic
funders focused on critical issues in affordable housing and community devel opnent. The focus of an initial set of |earning networks
devel oped in collaboration with HUD s Federal partners, could be: community inplementati on of a Federally supported buil ding energy
retrofit initiative; and devel opnent of urban-suburban and regional partnerships for affordable, transit-accessible housing. The
approach woul d be simlar to the URBACT program of the European Regi onal Devel opment Fund, which fosters the exchange of experience
anong European cities and the dissem nation of know edge on all issues related to sustainabl e urban devel opnent
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The techni cal assistance initiative will be inforned by changes in the Comrunity Devel opnment Technical Assistance conpetition for
fiscal year 2008, which was restructured as a “Request for Qualifications” instead of a “Request for Proposals.” The approach

provi ded detailed i nformation about the qualifications and capacity of providers relative to designated types of technical assistance.
The focus of the NOFA was redirected to the nanagenent capacity of the organization, staff qualifications, and successful experience,
leading to a nore effective “denmand-response” system for addressing client needs. The application review process for 2008 al so was
changed by incorporating electronic review forns, devel oped i n-house, to speed revi ews, reduce errors, and standardi ze the revi ews
across nore than forty HUD offi ces.

HUD s effort to build on this change in direction could include devel oping an el ectronic systemthat enconpasses the technical

assi stance process fromsubm ssion of applications to close-out of grants. Currently, there is little or no reporting on results for
nost technical assistance activities conducted in the field. The system would establish accountability for results and link results
to outlays. Additionally, HUD anticipates that nore effective technical assistance will depend on greater coordi nation of the
Department’s program organi zati ons, both at Headquarters and the field.

Conbating Mortgage Fraud. Part of the $20 nmillion request under this heading for the Combating Abusive and Fraudul ent Mortgage
Practices Initiative will be used to provide training about fair housing issues to HUD-funded housi ng counseling organi zations. This
training will enhance their capability to identify nortgage fraud and fair | endi ng abuse, |everaging their position of trust to
address the nortgage fraud, predatory |lending practices and foreclosure rescue scans that so often target groups protected by Federal
I aw.

The funds also will enabl e adequate inplenmentation of the Secure Fair Enforcement Mortgage Licensing Act (SAFE) and regul ations that
HUD has issued under the Real Estate Settlement Procedures Act (RESPA). The RESPA rule requires better disclosures by |lenders to
homebuyers through a new standard Good Faith Estimate (GFE) and a revised HUD-1 settlenent statement. By January, 2010, these
disclosures will begin assisting 12 mllion consuners annually in shopping for the best |oan product, saving them about $700 per
transaction.

HUD proposes to provide conprehensive training on the RESPA and SAFE requirenents for all regulatory parties and rel ated i ndustries:
real estate agents, lenders, nortgage brokers, lawers, and title and escrow agents, state banking, real estate and title insurance
regul ators, and other federal regulators. Additionally, consumer advocacy groups will need to understand the new forns to assist
consuners to sel ect the best |oan.

Anot her portion of the funds would be used for contract hiring so that HUD can adequately nonitor state conpliance with SAFE in their
oper ati ons of HUD- approved nortgage originator |icensing progranms, and for HUD s RESPA enforcenment, including investigation contracts
and docunent conversion and storage. Effective inplenmentation of SAFE and RESPA will build a strong foundation for greater fairness
in the nortgage finance industry.

Technol ogy. In recent years, HUD s funding for Information Technol ogy has not been sufficient to make major investnents in

devel opi ng, noderni zing and enhancing our information systenms. |Instead, the departnent has had to maintain and operate outdated
technol ogy, in sone cases in existence for twenty years or nore. Reliance on these out-of-date systens has prevented the Depart nent
fromtaking full advantage of nodern tools to capture, store, share, and dissem nate i nformation. Qur aging systens were not

devel oped to share information or to support nodern tools. Furthernore, they are increasingly costly to maintain. According to a
report from 2007, HUD s costs for sustaining existing systens are 43 percent higher than the “Governnment Wyrkl oad Peer Average,”
contractor and outsourced application support costs are 66 percent higher than the peer average, and HUD's cost of $232 per function
point is at the 75th percentile for all governnment agencies.

Mbst of the transformation initiatives outlined above, as well as many of our traditional business processes, will benefit directly
from an infusion of newtechnology and tools. The evolution of HUD's technol ogy, as envi sioned by this Technol ogy Transformation
initiative, will serve as a foundation for alnost all of the transformati onal objectives outlined above. It will support current and
historical data on perfornance provide a key source of adm nistrative data to support the evaluati on of prograns and policies, and
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di ffuse innovati on and support state and local partners in using public resources effectively. Across the three areas of technol ogy
transformation that follow, funds for this Technology Transformation initiative will conplenent investnments in information systens
made through the Worki ng Capital Fund.

Data transformation. The first priority is to conplete a transformati on of the way HUD captures and stores data. Conprehensive,
timely and high quality data are essential for informng HUD s many st akehol ders, both internal and external, about the efficiency and
effecti veness of the Department’s progranms, grantees and staff. Data transformation begins with the need for HUD to standardi ze
common data fields across programoffices, an effort that has already begun. Address data offer the best exanple of the inportance of
standardi zati on: in order to anal yze the spatial distribution of fund awards, projects or outcones across census tracts, netropolitan
areas or Congressional districts, the locational data elenents used to make those conpari sons nust be commonly defined and captured.
In addition to ensuring that the data are consistent, HUD nust ensure that it is collecting and storing data that enable it to

eval uat e programmatic and Departnmental effectiveness. In other words, HUD nust identify the correct inputs, activities, outputs and
outcones fromits grantees and other partners.

By establishing Departnentw de data standards and ensuring it is capturing the right information fromits grantees, HUD can begin the
process of mgrating current systens, and devel opi ng new systens, to conformto these standards. The technology infrastructure
required to support these objectives nust be nodern and robust. HUD s Enterprise Architecture efforts to date have created a basis
for reduci ng obsol escence, redundancy and inconpatibility of systems. These efforts are continuous, and will be driven by HUD s
carefully structured | ong-terminvestment planning process, with guidance fromthe Ofice of Managenment and Budget. The
infrastructure itself, however, is only as good as the solutions that are built upon it. HUD wll continue to enhance its existing
systens, while at the sane tinme devel opi ng new systens for progranms that currently rely on highly manual, “low tech” nethods for data
collection and storage. By ensuring that all prograns are supported by the |latest technology, HUD can achi eve the Secretary’s

obj ective for ensuring that all prograns have nmanagenment performance metrics that can be easily generated and evaluated on a regul ar
or ad-hoc basis. These program solutions achi eve another critical transformational objective for HUD: increasing staff efficiency by
reduci ng the anpunt of tine spent on manual, paper-based processing and | abor-intensive anal ysis.

Exanpl es of data transformation include the devel opment of a fully integrated, scal able and robust information systemfor the |argest
program at HUD, the Housi ng Choice Voucher (HCV) program This program admi nisters over $18 billion dollars in subsidies. Currently
the HCV program has no formal business system it uses tools |like Excel spreadsheets and Access databases to adm nister and manage
funds due to the lack of an appropriate formal business system A new systemwould automate HCV policy, budget, funding, program
moni toring, control, and close processes. It would be flexible to policy changes, enhance annual budget forecasting, allocate, fund,
obligate, disburse, and recapture funding in a tinely manner, allow funds nonitoring, reporting, and control on-line in real tinme,
allow fund closing with integrity and at ease based on system data.

QG her exanples of data transfornation include inproving the capabilities of the Integrated Di sbursenent Information System (ID'S) to
coll ect data on the Housing Trust Fund program while exploiting 21st century technology to respond to sophisticated real-time data
needs of the Departnent and diverse stakeholders. |Integrated data collection could include expanding availability of the successful
Honel ess Managenent Information Systemto communities undertaking activities under the conpetitive or fornula components of Housing
Opportunities for Persons with AIDS. HMS also is being depl oyed to support homel essness prevention and rapid re-housi ng under the
Anerican Recovery and Reinvestnent Act. The ability to integrate HOPWA project activities into HMS woul d enable communities to
better support service delivery for HOPWA beneficiaries and provide nore conprehensive client |evel data for addressing the housing
and supportive service needs of special needs populations. |Integrating HOPWA reporting into HMS would require statutory

aut hori zation to allow coordination of the differing programrecipients and enable full integration by fiscal year 2012.

For the Project-Based Rental Assistance program the Tenant Rental Assistance Certification System (TRACS) needs transformation to
better address problens of | ate and i nproper paynments and inaccurate contract data. |nprovenents could provide accurate real -tinme
contract data, inprove the contract disbursenments system better verify tenant inconme statements, and provide ability to forecast
short-term and | ong-term program fundi ng needs.
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Anal ytic Transformation. The second priority is to transformthe way HUD uses data. From a nanagenent perspective, HUD nust be
highly focused on the day-to-day performance of its grantees and staff. Regular reporting on the key programinputs, activities,
outputs and outcones, for all Offices and at all organi zational |evels of the Departnent, nust beconme the normif HUDis to achieve
its goal of becom ng a data-driven agency. From a program perspective, HUD nust ensure that it constantly evaluates the medi um and
long-termability of its prograns to achieve desired outconmes. These same managenent and program eval uation goals are nore clearly
articul ated in the Research, Evaluation and Program Metrics transformation initiative. Finally, froma planning perspective, HUD nust
continuously | ook across its prograns, and ideally across agencies, to assess the effectiveness of investnents at the nei ghborhood,
city/county and state levels. Doing so will help HUD tailor its programs to conpl enent, rather than conpete with or substitute for,
one anot her.

To support the cross-programtransparency and accountability requirenents of the American Recovery and Reinvestnment Act of 2009, HUD
will gather information from various programspecific systems, supplenent that with additional data coll ected using nodern tools and

then feed the information to the official Recovery website. Mreover, this capability will serve as the foundation for a set of user
tool s that enabl e the kind of anal ysis envisioned above. Froma managenent and program eval uation perspective, this “agency
intelligence” solution will provide a displays of program performance--both snapshots and trends--flag areas of concern, and enable
the user to obtain detailed informati on by characteristics such as geography or grantee. To support HUD s pl anni ng obj ective,
geospatial napping capabilities will enable users to overlay and anal yze cross-program data to hel p grantees in their planning

process, as well as evaluate the inpact of interacting investments within and across communities. For exanple, public housing
nmoder ni zation and comuni ty devel opment investnents in the same nei ghborhoods could be better coordinated in terns of resources
invested, activities funded, project schedul es and changi ng nei ghborhood conditions resulting from program activities.

HUD needs to develop a systemthat addresses the formula grant life cycle fromend to end, enabling a conpl ete reengi neering of the
busi ness process for Community Planni ng and Devel opment prograns. The automated systemwoul d autonmatically provide HUD and grantees
with estimated allocations and final allocations of grant funds each year. The program woul d reduce risk of allocation errors by
integrating a capacity to adapt to changes in geographi cal boundaries, addition of new entitlement comrunities and joint agreenents,
changes in participation by units of |ocal governnent in CDBG U ban Counties and HOVE consortia, as well as changes in legislation and
OWB requirenments. The system woul d accommpdat e census, OVB, and ot her external data sources necessary for formula calculations. It
coul d generat e docunents such as funding announcenents, award letters, and grant agreenments between HUD and grantees, as well as
autonmating the “participation decision” process and enabling grantees to upload certification docunents.

To ensure that these tools are fully leveraged, HUD proposes to create an analytical center of excellence and hel p desk to provide
greater support for data analysts throughout HUD in providing agency intelligence. This effort will address an issue that arises
primarily froma deficiency of human capital and coordination rather than inadequate systens. The issue lies at the intersection of
busi ness needs, data systens and anal ytical skills. HUD expects that the analytical center will build a cadre of skilled analysts,
increasing the Department’s analytical human capital and rapid access to critical information while reducing costly and burdensone
reliance on contractors for understanding the Departnent’s own adninistrative data.

HUD s long-termeffort to transition public housing to asset managenent coul d recei ve a major boost through a Public Housing Portfolio
Managenment Systemthat upgrades and restructures existing informati on systenms. Information fromfour systenms would be integrated,
consistent with the best asset managenent practices in private industry. Enhancements would include an Operating Fund Mdul e,

inmpl ementing a nore accurate and efficient web-based fund award systemrather than the current PHA subm ssi ons of worksheets and
paper; a Capital Fund Mdule that integrates a property-level capital needs assessment system (building on requirenents inplenented
under the American Recovery and Reinvestnent Act); re-tooling the Public Housing Assessnment System (PHAS) to support conprehensive
property-level reporting; and redesigning the PIC/Inventory Management Systemto accommbdate asset nanagenent and integrate with PHAS.
HUD proposes to fund a key “analytic transformation” effort through the $20 mllion appropriation for the Transformation Initiative in
connection with Conbating Mrtgage Fraud. HUD plans to develop anti-fraud data tools that would be applied to all phases of the

nort gage i nsurance process to detect nmisrepresentati on at consumer, application, and property |l evels. Technology w Il support

anal ysi s of | oans, assessments of servicer conpliance with FHA | oss nmitigation guidelines, and automati on of HUD s oversight of high-
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risk lenders. The crippling effect that nmortgage fraud has recently had on the economy, comunities and famlies nationw de
highlights the transformational role that properly proactive analytic tools will serve.

Communi cations transformation. The third priority is to transformthe way HUD i nteracts with its nmany internal and external

stakehol ders. HUD is a deeply networked organization with many partners: the Congress, OVB, other Federal agencies, the Anerican
public, State and |l ocal elected officials, agency heads and program directors, community-based organi zations, researchers, advocates,
financial institutions, philanthropic organizations and devel opers. This network offers a trenendous |evel of skills and experience
which, if brought to its fullest potential, can transformthe |andscape of Anerica s communities. The conditions for this

transformation are nearly ideal. The ever-increasing i nportance of regional collaboration and innovation, conbined with the econonic
crisis that has left resources in short supply, has highlighted the critical need for clear, real-time and interactive comunication
and informati on sharing. |In addition, the significant focus on public transparency and accountability has led to unprecedented hunger
for data and information. Internally, HUD can no longer afford to function within its traditional programsilos, but nmust instead

find ways to break down its organi zational barriers to facilitate coll aboration and drive innovati on.

Exanpl es of using technol ogy to transform comuni cation include creating a nodern Geographic Information System (G S) tool to display
data useful for planning and to denmonstrate investnents being made by HUD's partners. Whb-based tools can |everage rapidly expandi ng
geospatial data and evol ving mappi ng capabilities to serve diverse needs at low cost. HUD s three existing web-mapping systens--the
Enpower nent Zone/ Enterpri se Conmunity Locator, the Single Fam |y Housing Revitalization Area Locator, and an internal PD&R G S

dat abase--woul d be centralized and nerged to use a shared geospatial database.

Anot her transformational effort could be to expand HUD s El ectronic Income Verification (EIV) tool, developed for the Ofice of Public
and | ndian Housing, to serve Community Planning and Devel opment prograns. Providing Housing Trust Fund grantees with access to the
El'V woul d reduce the possibility of fraud and waste while increasing the program s inpact. Gantees would be abl e to i ndependently
verify income instead of relying on docunentation supplied by beneficiaries, thereby excludi ng over-i nconme tenants and ensuri ng
adequat e benefits for income-eligible beneficiaries.

Fortunately, technology has already advanced t he cause of effective comunications, and HUD nust keep pace if it is to remain relevant
in today's fast-paced environment. First, HUD must transformits website into a true web portal, where its various stakehol ders can
go to the get the information, training or techni cal assistance they need quickly and in the nmedia they prefer. Second, HUD nust

| everage the creative capacity of its partners by providing open access to record-level data, where appropriate, so that they nay
devel op and di ssemi nate the innovative anal ytic tools that can drive program and policy deci sion-making. Third, HUD nust enpl oy
soci al networking tools to facilitate and encourage dialogue across its network, as well as within its own walls.

Conbati ng Mortgage Fraud. The transformati on of data, analysis and communication under the Technology initiative will enable a number
of key efforts for the signature Conbati ng Abusive and Fraudul ent Mortgage Practices Initiative. This effort will utilize the
requested $20 nillion direct appropriation as well as funds transferred to the Transformation Initiative Fund. The technol ogy

conponents that HUD is planning constitute an integrated fraud detecti on strategy:

. Upgr adi ng and expandi ng systenms to perform criminal background checks and credit checks of potential FHA nortgage | enders
and their staff.
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. I npl erenting a fraud prevention tool, DataVerify, to identify m srepresentation at all phases of the |oan process through
aut omat ed checki ng and analysis of multiple data sources before FHA endorses | oans for nortgage insurance; using DataVerify to
nmoni tor servicers' conpliance with FHA | oss mitigation guidelines to ensure that the acti ons benefit and protect borrowers as
well as the FHA Fund from unnecessary cl ains; and automati ng the oversight of high-risk and high-default |enders by flaggi ng
factors that suggest potential fraud during the | oan approval process.

. Usi ng an Autonmat ed Val uation Mddel to analyze and accept bids on FHA's Real - Estate Oaned properties; by val uing properties
under various scenarios, for exanple “Qick Sale” or normal sale, along with the standard “tinme in inventory” discount
schedul e, properties can be sold sooner and with better cost recovery.

. Provi di ng contract support for on-site nonitoring and quality control reviews of approximately 200 new | enders, in response to
the increase from900 to 3,000 FHA-approved | enders between 2007 and 2008; and also contracting for anal ysis of delinquent
borrowers, for exanple to determine the role of income shocks in nortgage defaults, so as to inprove quality control efforts
and loss mtigation tools.

Process of |nplenenting the Transformation Initiative

HUD proposes to entrust the Transformation Initiative to a new Office of Strategic Planning and Managenent within the Office of the
Deputy Secretary. The O fice, which is described separately, would have 21 Full Ti me Equivalent staff focused on reinvigorating HUD s
strategi ¢ planning and performance managerment, and providi ng consul ting and proj ect nanagenent expertise to address the Department’s
bi ggest chal |l enges. Adm nistering the Transformation Initiative Fund would be a major responsibility of the Office. The Ofice wll
allocate or transfer funds to appropriate offices and funds as appropriate for specific efforts. For exanple, program evaluations
woul d be managed by the Office of Policy Devel opment and Research.

The strategic plan will be central to HUD s ability to transformitself. The plan, which identifies the Departnent’s key goals,

obj ecti ves and measures of success, as well as the prograns and support functions that support them wll serve as the “roadmap” for
both HUD and the O fice of Transformation Planning and Managenment. The strategic plan will identify the barriers to HUD s success
(e.g., ineffective or inefficient operations across the Departnment’s program managenment, policy devel opnment, research, human capital,
procurenment or | T functions). The Ofice will then work with all affected stakehol ders to define and prioritize specific
transfornational projects ai ned at addressi ng these chal |l enges.

HUD intends to use the strategic plan as a franework for managi ng operati ons and resources. The strategic plan will be the point of
departure for devel oping the fiscal year 2010 operating plan, including the allocation of funds to projects under the Transfornmation
Initiative. Citeria for assessing and prioritizing potentially transformational allocations would include the connection to HUD s
m ssion and strategic goals, the nmagnitude of risks faced by HUD's clients, partners and prograns, the |likelihood of transformative
impact, the costs and benefits, and the potential to strengthen HUD' s capability for long-termeffectiveness. The issues of human
capital transfornation and process transfornmation are integral to these criteria, and will be enbodied in a collaborative approach
with program offices.

The Ofice of Strategic Planning and Managenent will make transformati onal allocations on the basis of the fiscal year 2010 operating
plan. However, in the areas of research and program denonstrati ons, HUD will confer with congressional Appropriations and Authorizing
conmttees before finalizing funding plans under the Transformation initiative.

Benefits of the Transformation Initiative

The Transformation Initiative represents a conprehensive effort to deal with the broad range of persistent problens and unexpl oited
opportunities that HUD faces. Recent progress in several nmjor programareas, such as inplenenting asset managenent in public
housi ng, denolishing obsol ete and danger ous housi ng stock, and noderni zing FHA programs, has created a significant opportunity to
systematically re-exam ne and refocus the Departnment’s efforts on serious issues that continue to face the nation. |nadequate
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nati onal investment in research, evaluation and data collection have for too long constrained HUD in directing a few, sonetimes rigid
prograns toward diverse, conplex and poorly understood urban problens. Public investments in program denonstrati ons during the 1970s
resulted in the voucher programas a nore cost-effective alternative to public housing. However, the next phase of transformative
research has not yet been undertaken

A central principle underlying the Transformation Initiative is the necessity of making policy and nanageri al decisions on the basis
of docunmented facts. Three of the four purposes that HUD proposes for transformati on funding--research, denonstrations, and

technol ogy initiatives-are fundanentally about applying evidence-based principles. HUD expects that these conponents will fill
critical gaps in collective understanding of both the causes of housing and urban devel opnent issues and the practical matters of how
to address themeffectively and with accountability to beneficiaries and taxpayers. More effective performance nmeasurenent and a
Secretarial commtment to enploying best practices for performance managenent wll conplete the |oop

A robust capability to deploy sound data when policymaki ng and nmanagi ng nust be acconpani ed by greater coordination with program
partners. HUD can address none of its core mission areas alone. The Departnent’s collaboration nmust be both horizontal, teamng with
ot her Federal agencies to address issues of mutual concern, and vertical, engaging state and |ocal governments and private for-profit
and non-profit partner organizations in a coordinated attack on the chall enges they face. The technical assistance funds of the
Transformation Initiative, and the flexi ble use of those funds to span programmatic boundaries for nore effective comunication, are
key to making these partnerships effective. At the sane tine, clearer communication of progranmatic requirenments will serve
accountability well.

HUD considers the requested 1.0 percent transfer of programfunds to be a justifiable, proportionate and responsi ble use of program
funds. Just as private industries are nost accountable to sharehol ders when they invest several percent of earnings in ongoing
research and devel opnent, so HUD will best serve stakeholders by investing in an on-going transformation toward a data-driven and nore
responsive future
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HUD TRANSFORMATI ON | NI TI ATI VE FUND
Summary of Resources by Program
(Dol l'ars in Thousands)

2007 2009 Budget 2008
2008 Budget Carryover 2008 Tot al 2008 Aut hori ty/ Carryover 2009 Tot al 2010

Budget Activity Aut hority Into 2008 Resour ces Obli gations Request Into 2009 Resour ces Request
Conbat Mortgage Fraud . Ce Ce C $20, 000

Total ............... 20, 000

2008 2009 2010

FTE Act ual Estimate Estimate

Headquarters ........

Field ............... L.

Total .............

The following table illustrates the maxi mum possi ble transfers into the Transformation Initiative account. It does not represent actual
transfers.
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Transformation Initiative Fund Prograns Anount
Tenant-Based Rental Assistance................ ... ..t $178, 360, 000
Public Housing Capital Fund.......... ... .. . ... .. i 22,440, 000
Public Housing Operating Fund.......... ... ... .. . . . i 46, 000, 000
Choi ce Nei ghborhoods. . ... .. 2,500, 000
Nati ve American Housing Block Grants............. ... 6, 430, 000
I ndi an Housing Loan Quarantee Fund............ ... ... uirinennnn.n 7,500
Nati ve Hawaii an Housing Loan Guarantee Fund.......................... 0
Nati ve Hawaiian Housing Block Grants........... ... ... 100, 000
Proj ect Based Rental Assistance................ .. ... 77,000, 000
Housing Counseling. ... ... ... e 1, 000, 000
Housing for the Elderly (Section 202)...... ... .. .. 5,220, 000
Housing for the Elderly (Section 202) Contract Renewals.............. 2,430, 000
Housing for Persons with Disabilities (Section 811).................. 1, 140, 000
Housing for Persons with Disabilities (Section 811) Contract Renewals 1, 360, 000
MM/ CHM  FUND. .o e e e 1,181, 060
G/SRI FUN. . o 0
Energy Innovation Fund. .. ... ... ... ... e 1, 000, 000
Manuf actured Housing Standards Program................ ... .. ... ... 90, 000
Rent al Assistance Program (Section 236).......... ... it 400, 000
CDBG. .+« ottt et e e 44,500, 000
HOME. . e 18, 250, 000
SHOP. . o o 770, 000. 00
Homel ess Assistance Gants................uutiutit it e 17,937, 150
Brownfi el ds. . ... .. 0
FHE . . . o 720, 000
FHA Combating Mortgage Fraud. .. ........ ... i 200, 000
Total Transfornation Initiative funding level..................... 433, 535, 710
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TRANSFORMATI ON | NI ATI ATI VE FUND
Program Of f sets
(Dol l'ars in Thousands)

Conbat Mortgage Fraud Anount

2008 ADPPropriati ON ... .
2009 Appropriati on/ Request . ... ... . e S
2010 REQUEST .ottt $20, 000
Program I nprovement s/ Of fSet s .. ... .. +20, 000

Proposed Acti ons

This funding will support efforts to combat nortgage fraud though a nunber of different critical activities including targeted
technical assistance, data systens inprovenent through information technology, and a variety of research efforts. Exanples of
Transformation Initiative activities that may be inplenmented to conbat abusive and fraudul ent nortgage practices include:
. Devel opnent of FHA anti-fraud data tools that would be applied to all phases of the nortgage insurance process to detect
m srepresentation at consuner, application, and property |evels;
. Techni cal Assistance to support housing counseling organizations with identifying nortgage fraud and addressing fair |ending
i ssues;
. Trai ning of industry and regul atory agencies and contract hiring to nonitor state conpliance with SAFE and RESPA; and
. Research, assessnment and data anal ysis to assist in the effective inplementation of the Nei ghborhood Stabilization Program and
the Honmeowners Affordability and Stability Plan (Making Hone Affordabl e Plan) nortgage |oan nodification program
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HUD TRANSFORMATI ON | NI ATI ATI VE FUND
Justification of Proposed Changes in Appropriations Language

The 2010 President’s Budget includes proposed changes in the appropriations |anguage |isted and expl ained bel ow New | anguage is
italicized and underli ned.

For necessary expenses for conbating nortgage fraud, $20,000,000 to remain available until expended. In addition, of the anmounts made
avai lable in this Act under each of the followi ng headi ngs under this title, the Secretary may transfer to, and nerge with, this
account up to 1 percent fromeach such account, and such transferred anounts shall be available until Septenber 30, 2015, for (1)
research, evaluation, and programnetrics; (2) program denmonstrations; (3) technical assistance and capacity building; and (4)
information technol ogy: “Tenant-Based Rental Assistance,” “Public Housing Capital Fund,” “Public Housing Operating Fund,” “Choice

Nei ghborhoods Initiative,” “Energy Innovation Fund,” “Native Anerican Housing Block Grants,” “Native Hawaii an Housing Block Grants,”
“Indi an Housi ng Loan Guar ant ee Fund Program Account,” “Housing Opportunities for Persons Wth AIDS,” “Conmunity Devel opnent Fund,”
“HOME | nvestnent Partnerships Program” “Self-Hel p and Assisted Homeownership Opportunity Program” “Honel ess Assistance Grants,”
“Project-Based Rental Assistance,” “Housing for the Elderly,” “Housing for the Elderly Contract Renewals and Anendrments,” “Housing for
Persons with Disabilities,” “Housing for Persons Wth Disabilities Contract Renewal s and Anendnents,” “Housing Counseling Assistance,”
“Paynent to Manufactured Housing Fees Trust Fund,” “Mitual Mrtgage |nsurance Program Account,” “General and Special Ri sk Program
Account ,” “Research and Technol ogy,” “Lead Hazard Reduction,” “Rental Housing Assistance,” and “Fair Housing Activities”: Provided,

That the Secretary shall fund each of the four general purposes specified above at not less than 10 percent, and not nore than 50
percent, of the aggregate transferred anount.
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Budget Activity

Conbat Mortgage Fraud ...............

Tot al

HUD TRANSFORMATI ON | NI TI ATI VE FUND
Crosswal k of 2008 Availability
(Dol lars in Thousands)

Suppl enment al / Appr oved
2008 Enact ed Resci ssi on Repr ogr amm ngs

Transfers

Carryover

Tot al
2008
Resour ces
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Budget Activity

Conbat
Tot al

HUD TRANSFORMATI ON | NI TI ATI VE FUND

2009
President’s
Budget
Request

Crosswal k of 2009 Changes
(Dol lars i n Thousands)

Congr essi onal

Appr opriations 2009
Action on 2009 Suppl enent al /
Request Resci ssi on

Repr ogr anmi ngs

Carryover

Total 2009
Resour ces
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COMBATING ABUSIVE AND FRAUDULENT MORGAGE PRACTICES
2010 Summary Statement and Initiatives
(Dollars in Thousands)

COMBATING ABUSIVE AND FRAUDULENT Enacted/ Supplemental/ Total
MORGAGE PRACTICES Request Carryover Rescission Resources Obligations Outlays

2008 Appropriation ................ . .
2009 Appropriation/Request ........ $2,000° e . $2,000" ...

2010 REQUESET tvvvvneunennennennenns 37,000 37,000”
Program Improvements/Offsets ...... +35, 000 ... S +35, 000

a/ In fiscal year 2009, $2 million was set aside in the Fair Housing and Equal Opportunity appropriation to carryout authorized
activities to protect the public from mortgage rescue scams.

b/ Budget authority is for illustrative and analytical purposes, actual resources, obligations and outlays are in the parent accounts
as described below.

Summary Statement

The Combating Abusive and Fraudulent Mortgage Practices Initiative draws on agencywide programs, resources and accounts. This portion
of the Congressional Justifications summarizes these agencywide efforts and proposed budget items throughout the fiscal year 2010
Budget Request. Given the history of abusive lending practices, the continuing housing crisis, and the potential for increased
mortgage fraud and abuse, the Administration's Budget Request includes key resources that will be brought to bear in combating
mortgage abuse and fraud as part of a Federal and state inter-agency strategy.

In total, HUD is requesting $37 million for a range of activities to prevent mortgage fraud and abuse and to support the enforcement
of fair lending and consumer protection laws in order to combat abusive and fraudulent mortgage practices. This $37 million request
includes: $12 million for the Fair Housing Initiatives Program (FHIP); $1 million for the Fair Housing Assistance Program (FHAP);
$4 million for increased enforcement of fair lending, RESPA and Secure Fair Enforcement Mortgage Licensing Act (SAFE) Act
requirements; $4 million for staff for this effort; and $20 million for an FHA Mortgage Fraud Initiative in the Transformation
Initiatives account. The funding amount from the Transformation Initiative Fund could be supplemented with additional amounts under
that account’s flexible authority to allocate funds to critical activities.

Combating Abusive and Fraudulent Mortgage Practices Initiative has three-broad components:

1) Fair Lending and Greater Emphasis on Discrimination and Abuse in Loan Modifications. HUD anti-fraud and abuse efforts for both
private market enforcement (e.g. fair housing) as well as FHA often focused on mortgage origination. Much greater emphasis needs
to be placed on mortgage modifications, including fair lending discrimination issues and consumer protections.

2) Aggressive use of RESPA and SAFE Act to Eliminate Abusive Lending. HUD staff, capacity and enforcement under its existing RESPA
authority needs to be increased, along with implementing new responsibilities under the Secure Fair Enforcement Mortgage Licensing
Act of 2008 (SAFE Act).
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3) Protecting FHA from Fraud. FHA’s market share and volume of business has skyrocketed, coupled with a large increase in loan
limits. HUD needs better data systems and administration (including staff) to protect consumers, the FHA MMI fund, and protect FHA
itself from becoming a vehicle for fraud by unscrupulous actors.

Background

Typically, fair lending enforcement has focused on preventing discrimination in mortgage origination. The current housing and
economic crisis leaves a large segment of the population at risk of mortgage relief scams, unfair and deceptive lending practices, and
anti-consumer fraud and abuse. The Federal Bureau of Investigation’s (FBI) Financial Crimes Office’s annual Mortgage Fraud Report
issued in April 2008 stated that Suspicious Activity Reports (SARs) from financial institutions indicated large increases in mortgage
fraud reporting. SARs increased 31 percent to 46,717 during fiscal year 2007.

This Initiative will respond to these related issues with key targeted activities to combat abusive and fraudulent mortgage practices.
These activities include increasing funding for fair housing programs, strengthening enforcement and education related to mortgage and
home purchase settlement requirements, and implementing FHA anti-fraud tools to prevent lending abuses.

This Initiative to strengthen HUD’s commitment to combating mortgage abuse will be part of a multi-agency coordinated response with
the Department of Justice, the FBI, Department of Treasury, the Federal Trade Commission (FTA), state attorneys general, and state and
federal financial services regulatory agencies. The fiscal year 2010 Budget Request includes substantial funds and increased staffing
and resources for this effort.

Fair Lending and Greater Emphasis on Discrimination and Abuse in Loan Modifications.

As the housing and economic climate continued to worsen, the potential for abuse has grown. For example, recent studies have shown
that only 35 percent of independent subprime/Alt-A modifications resulted in a decrease in monthly payments. Others have found that
race can have an independent effect even after controlling for borrower income and credit score and raise issues on questionable fees
in foreclosure proceedings. Clearly, HUD needs to create new fair lending enforcement strategies for loan modifications.

HUD also needs to take actions to prevent proliferation of mortgage rescue scams. Recent cases brought or under investigation by the
FBI, the Department of Treasury and the Federal Trade Commission highlight the types of mortgage fraud scams that have been
identified: deceptive advertising and marketing tactics (e.g. firms purporting to be government agencies or affiliates); large upfront
fees, or worse signing over the deed to the house, in exchange for false promises of assistance with negotiating with the homeowner’s
bank for loan modifications or for services that are never delivered.

Risks of being victims of mortgage rescue scams appear to be higher for minorities than for non-minorities. A November 2008 working
paper by the San Francisco Federal Reserve Board found that minority borrowers were much more likely than non-minority borrowers to be
in foreclosure, even when controlling for credit score, housing value change, and neighborhood characteristics. The evidence of
preying on minorities, the elderly and other groups shows that the overall housing crisis and the potential for increased abuses have
serious fair housing implications.

HUD will confront the growing potential for discrimination and abuse in these areas through this Initiative’s coordinated approach,
combining: a) increased funding through the Fair Housing Initiative Program account to assist local fair housing agencies in
enforcement and education; b) increased funding for training of Fair Housing Assistance Program agencies to enhance their capacity to
address lending discrimination and mortgage abuse; c) increased HUD staff, training and resources to address abusive and fraudulent
mortgage practices; and d) assistance to support housing counseling organizations with identifying mortgage fraud and addressing fair
lending issues.
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RESPA/SAFE Act.

The 2008 Real Estate Settlement Procedures Act (RESPA) rule contains new consumer disclosures which help borrowers and financial
services professionals spot currently hidden inappropriate fees and costs. Funding for training and education targeting financial
services industry groups would assure accurate use of the disclosures, and additional training for HUD staff in external review
requirements. Also, data system improvements are needed to identify patterns of abuse, trends in noncompliance, and repeat offenders.

The Secure Fair Enforcement Mortgage Licensing Act (SAFE) of 2008 seeks to “increase uniformity, reduce regulatory burden, enhance
consumer protection, and reduce fraud” by encouraging States and private trade groups to establish a Nationwide Mortgage Licensing
System and Registry for the residential mortgage industry. HUD will play a role in the implementation of this important law. HUD is
required to establish and maintain a system for the licensing and registration of loan originators in States that do not implement
their own systems under the Act. HUD is also required to ensure that State systems are consistent with the Act. Effective
implementation of these statutory responsibilities, as well as training for state and private organizations on the Act’s requirements,
is a key component of this Initiative. Additional S&E funding will also be dedicated to HUD staff training and expenses for outside
education efforts.

FHA Anti-Fraud Efforts.

The Initiative also contains a key component for increased anti-fraud protections for the FHA Single Family Mortgage Insurance
program. During the current housing crisis, FHA market share has increased from under 2 percent in 2006 to 30 percent in the 4th
quarter of 2008. This significant expansion in the volume of FHA-insured loans reinforces the importance of taking appropriate steps
to minimize any abuses within this program. The number of new participating lenders and the FHA share of single family market sales
have both increased rapidly pointing to the need for increased FHA fraud protection mechanisms to protect both consumers and the FHA
Insurance Fund. At the same time, the FHA single family mortgage loan limit has also greatly increased, potentially adding risk to
the Mutual Mortgage Insurance Fund.

Through this Initiative, FHA will deploy fraud detection tools in its single family origination operations to better detect and deter
fraudulent behavior by mortgagees, borrowers, appraisers, real estate agents and others with a vested interest in defrauding the
government. This systematic approach will greatly increase the ability of FHA to detect and prevent fraud over current compliance
review procedures.

Funding Breakout.

More detailed descriptions of funding uses appear in the actual Program Account budget requests.

Specifically, the $37 million request includes the following key components:
$12 million increase for the Fair Housing Initiatives Program (FHIP) for private enforcement efforts and consumer education and
outreach. This initiative will provide funding to leading fair housing groups with experience in lending activities to develop
refined methods of data-gathering, investigation, and enforcement activities to respond to new types of mortgage products and new
dynamics in mortgage regulation. In addition, this initiative will provide incentives for integration of approaches undertaken
by consumer protection and fair lending organizations--each of which has addressed abusive lending practices prevalent in
underserved communities but historically without coordination. The $12 million increase includes:
$4.5 million for the FHIP Private Enforcement Initiative;
$4.5 million for the Fair Housing Organizations Initiative;

$1 million for training of housing counselors; and

$2 million for local outreach efforts.
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$1 million under the Fair Housing Assistance Program (FHAP) to address fair lending issues. This will support training to
enhance the capacity of agencies in the FHAP to address lending discrimination and mortgage abuse, including through attendance
of the National Fair Housing Training Academy’s fair lending course and education and discussion at the Fair Housing Policy
Conference.

$4 million for additional staff in FHEO, the Office of General Counsel (OGC), and Housing to address abusive and fraudulent
mortgage practices, including: (a) increase in FHEO’s systemic fair lending division including economists, fair housing
specialists, and investigators to expand fair lending efforts, especially in the context of the President's Making Home
Affordable Plan; (b) OGC increase to handle increased fair lending and mortgage fraud enforcement, including increased action by
Mortgagee Review Board, and Real Estate Settlement Protection Act (RESPA) enforcement; and (c) Housing to create a new Secure
Fair Enforcement Mortgage Licensing Act (SAFE) office to administer the new program;

$20 million under the new Transformation Initiative to support efforts to combat mortgage fraud through a number of different
critical activities including targeted technical assistance, data systems improvement through Information Technology, and a
variety of research efforts. The $20 million request could be supplemented with additional funds under this proposed new
account’s flexible authority. Examples of Transformation Initiative activities that may be implemented to combat abusive and
fraudulent mortgage practices include:

. Development of FHA anti-fraud data tools that would be applied to all phases of the mortgage insurance process to detect

misrepresentation at consumer, application, and property levels;

. Technical Assistance to support housing counseling organizations with identifying mortgage fraud and addressing fair lending

issues;
. Training of industry and regulatory agencies and contract hiring to monitor state compliance with SAFE and RESPA; and

. Research, assessment and data analysis to assist in the effective implementation of the Neighborhood Stabilization Program
and the Homeowners Affordability and Stability Plan (Making Home Affordable Plan) mortgage loan modification program.
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Budget Activity

Combating Abusive and
Fradulent Mortgage

Practices Initiative

FTE
Headquarters ........

Field ..........ou.

COMBATING ABUSIVE AND FRAUDULENT MORGAGE PRACTICES
Summary of Resources by Program
(Dollars in Thousands)

2007 2009 Budget
2008 Budget Carryover 2008 Total 2008 Authority/
Authority Into 2008 Resources Obligations Request
e e e e 82,000
2,000
2008 2009 2010
Actual Estimate Estimate

2008
Carryover 2009 Total 2010
Into 2009 Resources Request
C. $2,000 $37,000
2,000 37,000
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COMBATING ABUSIVE AND FRAUDULENT MORGAGE PRACTICES
Justification of Proposed Changes in Appropriations Language

Appropriations language is in the parent accounts for this Initiative.
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COMBATING ABUSIVE AND FRAUDULENT MORGAGE PRACTICES
Crosswalk of 2008 Availability
(Dollars in Thousands)

Total
Supplemental/ Approved 2008
Budget Activity 2008 Enacted Rescission Reprogrammings Transfers Carryover Resources

Combating Abusive and Fradulent
Mortgage Practices Initiative ......

B o



Budget Activity

Combating Abusive and Fradulent

Mortgage Practices Initiative ......

Total

COMBATING ABUSIVE AND FRAUDULENT MORGAGE PRACTICES

2009
President’s
Budget
Request

Crosswalk of 2009 Changes
(Dollars in Thousands)

Congressional
Appropriations 2009
Action on 2009 Supplemental/ Total 2009
Request Rescission Reprogrammings Carryover Resources
$2,000° c. $2,000
2,000 2,000



HOUSI NG
ENERGY | NNOVATI ON FUND
2010 Summary Statenment and Initiatives
((Dollars in Thousands)

Enact ed/ Suppl enment al / Tot al
ENERGY | NNOVATI ON FUND Request Carryover Resci ssi on Resour ces Obli gations Qutl ays
2008 Appropriation ................
2009 Appropriation/ Request ........
2010 Request ...................... $100, 000 e e $100, 000 $75, 000 $75, 000
Program | nprovenment s/ Offsets ...... +100, 000 .. .. +100, 000 +75, 000 +75, 000
Summary St at enent
The Department requests $100 million for a new Energy | nnovation Fund to overcone barriers to energy efficiency in privately owned

single-fam |y homes and nultifam |y housing and to support prom sing | ocal initiatives that can serve as nodels for replication in
other markets. The objective of the Energy Innovation Fund is to help catal yze a hone energy retrofit market in the United States, by
accelerating private investnent in cost-saving energy efficiency retrofits in the residential sector. |nnovative strategies to

i mprove the useful ness of existing HUD programs will lead to significant reductions in energy consunption, operating costs, and the
carbon footprint of both affordable and market-rate housing. FHA will also work with HUD's new O fice of Sustainable Housing and
Comunities to test--and where feasible bring to scale--new and innovative products such as energy efficient and | ocation efficient
nor t gages.

Resi denti al energy expenditures in the U.S. totaled $201 billion in 2005, based on the Residential Energy Consunption Survey. Even
modest gains in energy efficiency will yield significant benefits to renters, homeowners and owners of rental properties, while also
supporting job creation, energy savings and climte change objectives.

The Energy Innovation Fund will support three initiatives: A Local Initiatives Fund, directed at communities with denonstrated
capacity in energy efficiency retrofits; Energy Efficient Mrtgage I nnovation, directed at the single-famly homeownership market; and
Miltifam |y Energy Enhancement Financing, directed at the rental market. The initiatives will be funded at $50 million, $25 mllion
and $25 million, respectively.

Local Initiatives Energy |Innovation Fund

The Local Initiatives Energy Innovation Fund will bring to scale a nunber of innovative | ocal approaches that address these barriers
to advanci ng energy efficiency. HUD seeks to use up to $50, 000,000 to fund 10 or nore local energy funds. Funding will provide a mx
of incentive grants, “demand-si de” subsidies, and supply side |leveraging to support the expansion or start-up of local energy retrofit
funds. Energy | nnovation Fund grants for local initiatives will require a mnimm|leverage ratio of 10:1, yielding an anticipated
$500 mllion in energy efficiency investnents.
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Through targeted grants to | ocal communities, the Local Initiatives Energy | nnovati on Fund woul d support local initiatives that
include one or all of the follow ng elenments

. incentives to catal yze investnment by private sector institutions (local utilities, and banks), to include interest rate
reductions, |less stringent underwiting criteria, |oan guarantees and reserves, strategic use of rebates, and/ or support of
transaction costs

. the use of innovative collection or billing mechanisnms such as utility on-bill financing or property-tax bill financing
mechani sm or |easing arrangenents for solar or other renewabl e equipnment;

. the provision of a package of necessary techni cal services, fromenergy audit to post-retrofit performance nonitoring, that has

been found to be a key to ensuring positive results

innovative information and outreach efforts, that will expand consunmer awareness of the potential for energy efficiency, such

as “time of sale” energy performance disclosures, the use of the DOE Energy Smart Scale or similar indicators of a honme's

energy efficiency

. linkage or coordination with other public sources of funds, such as the Department of Energy’'s weatherization program or state
Cl ean Energy Funds, or HUD s CDBG and HOVE programs, that will allow for targeting of some of the funds to |low and noderate-

income borrowers.

By targeting successful |ocal prograns that include these elenents, and at the sane tine supporting the incorporation of new and
i nnovative approaches where feasible and appropriate (e.g. on-bill utility financing), the Energy Innovation Fund will serve a
val uabl e function in supporting the devel opment of a standardized energy retrofit market in the United States

Background. Despite a growing overall single fanily market share, FHA's energy efficient nortgage products serve a relatively smal
share of the residential market. |In addition to these FHA products, the Energy Innovation Fund will leverage financing for the |arger
residential market--both single famly and nultifanily--by supporting local energy funds that can be tailored to |ocal needs, |everage
addi tional local resources for energy efficiency (such as utility, clean energy funds, or other resources), and support innovative

financing, billing and quality assurance features.

Over the past few years, in the absence of Federal initiatives, there has been a great deal of innovation taking place at the state
and local level. The Energy Innovation Fund will conplenent, and help bring to scale, successful nmobdels, such as

. I'n Pennsyl vania, the Keystone Hone Energy Loan Program (HELP) provides financing for honeowners through a suite program
financed by utilities or housing finance agencies. These include the Energy Star Loan program which offers secured |oans of
up to $15,000 at a fixed rate for the installation of Energy Star rated i nprovenents to an existing honme. Homeowners may al so
take advantage of rebates of up to $250 for Energy Star basic or advanced inprovenents.

(] New York offers the Home Performance with Energy Star Energy $mart Loan, which provides | oans of up to $20, 000 for honme energy
retrofits. For nultifanily devel opnents, the Energy $mart Loan program offers $5,000 per unit or $2.5 million per project that

i ncorporates conprehensive, advanced electric neters in the devel opnent

. In Wsconsin, the Energy Conservation Corporation created Energy Finance Sol utions (EFS) in 1995 as an underwiter and
originator of energy efficiency loans. EFS has |everaged $64 mllion to assist qualified homeowners in financing eligible

energy inprovenents.
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Several successful energy retrofit funds al so operate at the city |l evel in Chicago, Portland, Austin, and other | ocations. Despite
these successes, and despite the potential for reducing energy consunption in the buil ding sector, energy efficiency prograns have
often met with disappointing results. A recent study conducted for the State of Vernont studied 18 energy |oan prograns in depth, and
also identified over 150 | oan progranms for residential energy efficiency in the United States. The study found that only a “tiny
fraction” of the popul ati on has been reached. Mst of the prograns reached |less than 0.1 percent of their potential custoners,
suggesting that in many cases their inpact is marginal. Programs that have higher participation rates tend to have networks of
engaged and i nforned contractors, or have created “service delivery” mechani sns to provide a package of energy audit, installation,
and post-retrofit nonitoring and eval uation to ensure that predicted energy savings are achieved.

The study identified several barriers to nore wi despread use and success of these energy funds: their limted applicability to
househol ds nmost in need (low and noderate-income famlies), the difficulty of assuring that savings will exceed paynents, their
limted support for intensive energy retrofits, and the inability of some progranms to cover their costs. The study identifies two new
areas for replication: financing linked to property tax payments, and on-bill financing through utility payments.

Energy Effici ent Mdrtgage | nnovation

FHA-i nsured Energy Efficient Mrtgages all ow homebuyers to cover the costs of energy-efficient inprovenents in both existing hones and
new homes. | n existing hones, these inprovements can be made w thout an additional appraisal or additional income qualification. But
despite the benefits offered by these nortgage products, the nunber of EEMs nmade each year is a very snall proportion of the potential
nort gage market. I n 2007, for exanple, the nunber of FHA nortgages reported as EEMs was only 1,100, of 424,442 | oans endorsed by FHA
Barriers to nore wi despread use of the product include: |ack of consumer awareness, |ack of sufficient |ender incentives; and

addi tional requirenents for energy assessments and escrow funding that conplicate the standard home buyi ng transacti on.

The goal of the Energy Efficient Mdirtgage (EEM | nnovation pilot programis to nake it easier and | ess expensive for honebuyers and
homeowners to finance energy inprovenments. Energy inprovenents reduce long-termcosts to honeownership in the formof lower utility
bills. In addition to making FHA EEMs easier to obtain and | ess expensive for honmebuyers, HUD is proposing a new energy retrofit | oan
product, and will be working with Fannie Mae and Freddi e Mac to coordi nate product designs so that they are nore easily understandabl e
and accessible to | enders and borrowers.

HUD wil |l be seeking legislative |anguage to permt testing and potenti al adoption of a range of approaches to overcone these barriers.
These approaches include: streamining the current EEM and allow ng greater flexibility in use of the EEM offering a second nortgage
product; and providing incentives to borrowers to take advant age of the product. HUD seeks to use $25, 000, 000 of the Energy

I nnovation Fund to fund Energy Efficient Mdirtgage |Innovati on. The programwill extend the benefits of the existing FHA Energy
Efficient Mortgage (EEM programto nore homeowners through a coordinated approach that addresses supply-side, demand-side, and
financi ng i ssues, while providing a nechani smfor evaluati ng strengths and weaknesses of the initiative.

HUD proposes to test a variety of nechanisns and proposes the following efforts to enhance FHA' s Energy Efficient Mrtgage program

EEM St ructural Enhancenents. HUD wi | | consider proposing statutory amendrments to the EEM program that woul d make the program

avai lable to a | arger set of borrowers. Under consideration is authorizing EEMs as a second nortgage option; this could benefit a
greater share of homeowners who are interested in energy inprovenent projects but do not want to refinance their primary nortgage.
HUD is al so exploring extending the EEM programto permt investors to qualify. These anmendnents could help to expand the |evel of
energy efficient retrofits in the market. HUD also is considering seeking flexibility to waive Home Energy Rating assessment for EEM
transactions that satisfy the Energy Star Buil der Option Package for a particular geographic area, or are energy inprovenents
recomrended or prescribed by State or local governnental entities for existing housing.

Additionally, HUD will work with Fannie Mae and Freddie Mac to align FHA' s EEMwi th Fanni e Mae and Freddi e Mac products, all of which
have different features. Streamining these products will reduce confusion and nmake EEM products nore attractive and underst andabl e
for both consuners and nortgage | enders.
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Up- Front Prem um Reduction or Interest Rate Wite Down for EEMs. HUD is evaluating the use of Energy Innovation funds to reduce or

of fset the cost of FHA's up-front premiumor origination points on EEM | oans. FHA currently requires an up-front prem um of

1.5 percent of the loan anount to be paid at closing, or to be financed into the nortgage amount. The 1.5 percent prem um may vary as
FHA i mpl ement s risk-based pricing under recently enacted statutory authority.

Premi um Reduction for Title | Energy Efficient Property Inprovement Loans. FHA's Title | program offers both secured and unsecured
chattel -1 oan products that HUD proposes to enhance to pronote energy retrofits. In conjunction with other inprovenments to the Title 1
program HUD is evaluating the use of Energy Innovation funds to reduce or offset the cost of prem unms that FHA charges for insuring
property i nmproverment | oans under the Title | Property | nmprovenment Loan program provided that borrowers intend to use the |oan funds
for energy efficiency retrofits as prescribed by a docunented hone energy rating. Under the current Title | program FHA insures
private |l enders against the risk of default for up to 90 percent of any single loan, requiring | oans over $7,500 to be secured by the
nort gage or deed of trust on the inproved property. FHA charges an annual prem um of $1.00 per $100 of the anount advanced, whi ch may
be up to $25,000. The property inprovement |oan product is expected to be nore cost-effective for sone homeowners because it avoids
the substantial closing costs associated with nortgage refinancing. The linkage of the Title | incentive to an acceptable Hone Energy
Rati ng System (HERS) rating for the property could strengthen the |inkage between public investnent and the intended benefits for
homeowners and t he environnent

Stream ining energy audits and FHA marketing. HUD is evaluating the use of a portion of the Energy |Innovation funds to finance the
cost of energy audits that may limt some borrowers’ ability to secure an EEM |In addition, a portion of funds may be used to support
a partnership with EPA and DCE to streanmline energy audit procedures in conjunction with national home energy rating organizations
This collaboration will lead to a rapid deploynent system for energy audits that incorporates quality control neasures and links to
FHA's EEMs and Title | products. Increasing the availability of certified home energy raters will reduce the cost of effective energy
efficiency retrofits, while also providing consumers with informati on about FHA's EEMs and Title | products as enhanced under this
initiative.

Eval uation. HUD proposes to use Energy Innovation funds for a conprehensive evaluation effort that will cover the inpl enentation of
the above initiatives; the effect of the incentives on consumer acceptance and uptake of EEMs and Title | | oans; estimates of the
initiative's inpact on lowering residential energy consunption and greenhouse gas em ssions; and estimates of the net public benefit
of the public and private investnent.

The Departnment will submit formal |egislative |anguage for authorization of this new programto Congress in 2009, and will work with
the appropriate Commttees, including the House Commttee on Financial Services, the Senate Committee on Banki ng, Housi ng and U ban
Affairs, and their respective subcommttees to secure necessary statutory authority.

Information Systens Enhancement. HUD proposes to use a portion of the Energy Innovati on Fund for necessary upgrades and i nprovenents
to HUD s information systems to inplenment these changes and to better nonitor, assess and track EEM and Title | | oans

Background. FHA's existing Energy Efficient Mortgage program provi des additional nortgage i nsurance to enable a person qualified
under Section 203(b), 203(k), 234(c), or 251 to purchase or refinance a principal residence and incorporate the cost of energy-
efficient inprovenents into the nortgage. The borrower does not have to qualify for the additional |oan amount. Until amended by the
Housi ng and Econom c Recovery Act of 2008 (HERA), the anmpunt that could be financed was capped at 5 percent of the underlying |oan
(not to exceed $8,000). HERA included a provision that lifted the $8,000 cap, but a technical error in the bill nust be corrected

bef ore that provision can be inplenented.

The energy-efficient inprovements nust be cost-effective, meaning that the total cost of the inprovements is |less than the tota
present value of the energy saved over the useful life of the energy i nprovenent. The cost of the energy inprovenents and estimte of
the energy savings nust be deternined by a honme energy rating which may be financed as part of the cost-effective energy package.
Funds are rel eased to the borrower from escrow after an inspection verifies that the i nprovenents have been installed and the energy
savings will be achieved
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Benefits. HUD estinates that added energy-rel ated i nvestnments resulting fromadditional EEMs will reduce energy consunption and costs
by an average of $683 per househol d annually, totaling $10,254 per household over the useful life of the energy inprovenents. The
energy savings are estimated to reduce greenhouse gas production by an average of 3.48 netric tons of carbon dioxi de per household per
year .

HUD expects that the enhancenents and incentives provided by the Energy Efficient Mortgage | nnovation initiative will stinulate growh
in the supply and conpetitiveness of qualified home energy rating contractors, and increase the understandi ng of building science
anong both providers and consuners of residential construction services. The evaluation conponent will ensure that program

i mpl ementation and inpacts are understood and docurmented so that future policy efforts are well -designed.

Miultifanmi|ly Energy Enhancenent Financing

The Multifam ly Energy Pilot will increase energy efficiency in the multifamly housing market. HUD seeks to use up to $25, 000, 000 of
the Energy Innovation Fund to fund retrofits in the multifamly sector through HUD s existing nortgage i nsurance prograns. The
programw || extend the benefits of the follow ng progranms: Mortgage |nsurance for Suppl emental Loans for Miultifanmily Projects

Section 241(a); Mrtgage Insurance for Purchase or Refinancing of Existing Miultifam |y Rental Housing Section 223(f); and Mrtgage
Insurance for Rental and Cooperative Housing Sections 221(d)(3) and 221(d)(4).

HUD is evaluating two possible conponents for the Multifamly Energy Pilot: first, changes to reduce or offset the cost of FHA s
nort gage i nsurance premum (MP)for Section 241(a), 223(f), 221(d)(3) and 221(d)(4) loans related to energy conservation; and second,
a reduction in the application and inspection fees for Section 241(a), 223(f), 221(d)(3) and 221(d)(4) borrowers seeking energy
efficiency inprovenents under these programs. The overall intent of this initiative is to test the extent to which these incentives
encourage greater |evels of energy efficiency in these projects, and simlar MP incentives could be offered through ri sk-based
pricing in the future.

Miultifamily I ncentives for Section 241(a), 223(f), 221(d)(3) and 221(d)(4). HUD is evaluating the potential to use the Energy
Innovation Fund to reduce or offset the cost of FHA' s nortgage i nsurance premium for Section 241(a), 223(f), 221(d)(3) and
221(d)(4) loans. Such savings could be linked to the amount of the prenium Total subsidies for non-assi sted and HUD-assi sted
properties would be capped at a | evel deternmined by the Secretary.

Reduce Application and Inspection Fees for Section 241(a), 223(f), 221(d)(3) and 221(d)(4). In addition to providing reductions in
nort gage i nsurance prem uns for significant energy investments in energy efficiency as described above, HUD proposes to anmend the
appl ication and inspection fees for Section 241(a), 223(f), 221(d)(3) and 221(d)(4)loans to encourage the devel opnent and
rehabilitation of energy efficient multifamly housing.

Internal Systens Enhancenment. HUD proposes to use a portion of the Energy | nnovation Funds for necessary upgrades and inprovenents to
HUD s internal systens to inplenment these changes and to better nonitor, assess and track Section 241(a), 223(f), 221(d)(3) and
221(d)(4) | oans.

G her Program Enhancenents. HUD also will consider additional program enhancenents, such as nodifying underwiting standards wi thin
existing authorities to include, for exanple, increasing | oan coverage limts (to 90 percent from 85 percent) to enabl e HUD assi sted
properties to cover sonme or all of the debt associated with energy-rel ated i nvestnments from energy savings; increased owner
distributions for projects neeting performance criteria for energy and green rehabilitation; or adjustments to utility all owance
schedul es for tenant-paid utilities to reflect lower utility costs for residents that result from owner investnments in energy
efficiency. HUD also may al locate up to $1 nmillion to provide technical assistance to HUD assisted properties to |everage additional
energy incentives provided by utility conpanies, and state and | ocal agencies, and take advantage of federal and state tax incentives.
The pil ot programwill be inplenmented in targeted narkets by selected multifam |y HUBs.
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Background. The Section 241(a) programinsures nortgage | oans to finance repairs, energy conservation inprovenents and additional
inmprovenents to nmultifam |y rental housing and health care facilities with FHA i nsured first nortgages or HUD hel d nort gages.
Section 223(f) insures nortgage loans to facilitate the purchase or refinancing of existing multifamly rental housing. Section
223(f) permts the conpletion of non-critical repairs after endorsenment for nortgage insurance. The Section 221(d)(3) and Section
221(d)(4) programs insure nortgage loans to facilitate the new construction or substantial rehabilitation of multifamly rental or
cooperative housing for noderate-income famlies, elderly, and persons with disabilities.

Rati onal e: Census data reveals that nost of the assisted nultifanmly housing stock was built prior to the enactnment of building
energy codes, which were first initiated in nbost states in the 1980s. Upwards of 85 percent of HUD s assisted housing inventory is in
this category. For housing built prior to these standards, reducing energy consunption to achi eve high levels of energy efficiency
will require substantial investments in new building systenms, hot water heaters, heating and cooling systems, w ndows, insulation,

equi pnent, appliances, and conplenmentary building renovations.

An opportune tinme to undertake investments on this scale is part of planned refinancing and recapitalization transactions. A

consi derabl e segnent of the FHA-insured multifam |y housing market involves refinancing and recapitalization of existing multifanmly
housing. These transactions typically use HUD's Section 223(f) nortgage insurance programfor projects involving nore substanti al
rehabilitation, the Section 221(d)(3), or (d)(4) program HUD s Section 241(a) programmay al so be used for insuring supplenental

| oans on existing HUD insured and assisted properties, but the product is underutilized.

Unl i ke new construction projects, financed by Low-Inconme Housing Tax Credit (LIHTC), bonds, and ot her sources, FHA insured nultifamly
refi nanci ng transactions have not, to date, included significant investnents in energy efficiency or renewabl e energy. Key reasons
for this include the absence of standards and incentives (or disincentives) to property owners and |lenders. Additionally, in sone
cases, the financing terns and underwriting or asset managenent requirenents may not support investnments due to higher first costs,
and, current underwriting processes do not include energy assessnents or audits as part of physical needs assessnents; thereby
limting the inclusion of “whole buil ding” energy neasures in capital plans.

The application of the Enterprise Green Cormmunities underwriting criteria and targeted equity investments provided to affordable
housi ng projects nmeeting such standards has had a transfornative effect on the Low Inconme Housing Tax Credit program and the

wi I lingness of | enders and equity investors to finance affordabl e housing wi th higher first cost but with better |onger term cash
flow, financial stability, valuation and housing quality. The reach of the Green Communities programis particularly evident in the
desi gn and devel opnent of new construction and, to a | esser extent, substantial rehabilitation.

HUD seeks simlar changes to transformthe FHA nultifam ly insurance market not currently affected by the Green Comunities
initiative, or other simlar progranms to induce energy-related i nvestnments at the state and local |evel.
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Budget Activity

Local Initiatives
Energy | nnovati on Fund
Energy Efficient
Mor t gage | nnovation ..
Miultifam |y Energy
Enhancenent Fi nancing
Total ...............

FTE

Headquarters ........
Field ...............

HOUSI NG
ENERGY | NNOVATI ON FUND
Summary of Resources by Program
(Dol lars i n Thousands)

2007 2009 Budget 2008
2008 Budget Carryover 2008 Tot al 2008 Aut hori ty/ Carryover 2009 Tot al 2010
Aut hority Into 2008 Resour ces ol i gati ons Request Into 2009 Resour ces Request
$50, 000
25, 000
100, 000
2008 2009 2010
Act ual Estimate Estinate
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HOUSI NG
ENERGY | NNOVATI ON FUND
Program O fset s
(Dol lars i n Thousands)

Local Initiatives Energy |nnovation Fund Anount

2008 ApPropriati ON ... .o

2009 Appropriati on/ Request . ... ... S
2010 REQUEST .ottt e $50, 000
Program I mprovement s/ OfF fSet s .. ... . +50, 000

Proposed Acti ons

The Local Initiatives Fund will address the broader housing market, both single and nultifam ly, by leveraging private sector (utility
and other third party) financing to stinmulate the devel opment of nodel residential energy efficiency retrofit initiatives in specific
markets. The fund will support prom sing nodels that are being initiated at the local level, and hel p expand themto additional

markets. These local nodels can be tailored to | ocal needs, climate conditions and building types, and can leverage utility, private

foundation or bank financing in ways that are difficult to do at a national level. Funding will provide a mx of incentive grants,
demand- si de subsidi es, and supply-side | everaging to support the expansion or start-up of local energy retrofit funds. The Local
Initiatives Fund wi Il support | ocal market devel oprment initiatives that include: energy efficient or green retrofit investnment funds;

incentives to catal yze investnment by private sector institutions (local utilities, and banks) in selected markets; |everagi ng ot her
public sources of funds; and stream i ned delivery of energy audits and related technical services. The Fund coul d al so support a
variety of innovative financing prograns that are being tested locally, such as utility bill financing or financing through | ocal
property tax bills.
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HOUSI NG
ENERGY | NNOVATI ON FUND
Program Of f sets
(Dol lars i n Thousands)

Energy Efficient Mdrtgage I nnovation Anount

2008 ApPropriati ON ... ..

2009 Appropriati on/ Request . ... ... S
2010 REQUEST .ottt $25, 000
Program I nprovement s/ Of fSet s .. ... . . e +25, 000

Proposed Acti ons

The Energy Innovation Fund will be used to devel op an Energy Efficient Mrtgage (EEM Innovation pilot programthat will extend the
benefits of the existing FHA EEMand Title | Energy Efficient Property |nprovenent |oan prograns to nore honeowners. |n devel oping
the EEM I nnovati on HUD wi |l consider several options for financial incentives. HUD also may use a portion of the Energy Innovation
Fund to finance the cost of energy audits, to the extent that this expense may be a barrier to sone borrowers securing an EEM HUD

will also explore a Federal partnership with national home energy rating organizations to streamine energy audit procedures, and with

an ener gi ng hone performance renodeling industry to ensure quality installation of recormended energy conservation nmeasures.
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HOUSI NG
ENERGY | NNOVATI ON FUND
Program Of f sets
(Dol lars i n Thousands)

Miultifami |y Energy Enhancenment Financing Anount

2008 ApPropriati ON ... ..

2009 Appropriati on/ Request . ... ... S
2010 REQUEST .ottt $25, 000
Program I nprovement s/ Of fSet s .. ... . +25, 000

Proposed Acti ons

HUD will develop a Multifam |y Energy Pilot (MEP), which may include financial incentives for borrowers in the follow ng FHA
Miltifam |y programs: Mrtgage I nsurance for Supplenmental Loans for Miultifam |y Projects, Section 241(a); Mrtgage |Insurance for
Purchase or Refinancing of Existing Multifam |y Rental Housing, Section 223(f); and Mrtgage |Insurance for Rental and Cooperative
Housi ng, Sections 221(d(3) and 221(d)(4). The MEP programw || target property owners and devel opers seeki ng energy efficiency
improvenents in multifamly rehabilitation projects.
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HOUSI NG
ENERGY | NNOVATI ON FUND
Justification of Proposed Changes in Appropriations Language

The fiscal year 2010 President’s Budget included proposed changes in the appropriations |anguage |isted and expl ai ned below. New
language is italicized and underlined, and | anguage proposed for deletion is bracketed.

For an Energy Innovati on Fund to enable the Federal Housing Adm nistration and the new Ofice of Sustainabl e Housing and Communities
to catalyze innovations in the residential energy efficiency sector that have pronise of replicability and hel p create a standardi zed
hone energy efficient retrofit market, $100,000,000, to renmin available until Septenber 30, 2013; Provided, That $25, 000, 000 shall be
for the Energy Efficient Mrtgage Innovation pilot program directed at the single fam |y housi ng market; Provided further, That

$25, 000, 000 shall be for the Miltifam|ly Energy Pilot, directed at the multifam |y housing market; Provided further, That

$50, 000, 000 shall be for the Local Initiatives Fund so as to |leverage additional public and private sector capital to stinulate the
devel opnent of nodel residential energy efficient retrofits in ten or nore comunities; Provided further, That selected comunities
shal | have denonstrated capacity to conduct energy efficient retrofit activities, and no comunity shall receive nore than

$10, 000, 000

Expl anati on of Changes

New Initiative
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HOUSI NG
ENERGY | NNOVATI ON FUND
Crosswal k of 2008 Availability
(Dol lars i n Thousands)

Suppl enent al / Appr oved
Budget Activity 2008 Enact ed Resci ssi on Repr ogr anmi ngs Transfers Carryover

Tot al
2008
Resour ces

Local Initiatives Energy |nnovation

Energy Efficient Mortgage I nnovation

Miultifami |y Energy Enhancenent
Financing .......... ... ... ... .......
Total ...... ... .. ... ..
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Budget Activity

Local Initiatives Energy |Innovation

Fund ..

Energy Efficient Mdrtgage I nnovation
Mil tifam |y Energy Enhancenent
Financing .......... ... ... ... .......

Tot al

2009
President’s
Budget
Request

HOUSI NG
ENERGY | NNOVATI ON FUND
Crosswal k of 2009 Changes
(Dol lars i n Thousands)

Congr essi onal

Appr opriations 2009
Action on 2009 Suppl enent al /
Request Resci ssi on Repr ogr anmi ngs Carryover

Total 2009
Resour ces
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