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STATEMENT BEFORE THE 
SENATE COMMITTEE ON INDIAN AFFAIRS 

WASHINGTON, D.C. 
FEBRUARY 14. 1995 

by 
Henry G. Cisneros 

8ocrotary 
U.S. Department of Housing and Urban Oevelopment 

Mr. Chairman and Members of the Committee, thank you for holding this 
hearing today and for your strong support for HUD's goals, priorities, and legislative 
Initiatives. 

We especially want to thank you, Mr. Chairman for your leadership as a strong 
advocate for Native Amerioane, Alaeko Natives and Native HHwaiiane. We especielly 
appreciate your efforts in recent years to preserve funding for HUD's Native American 
programs in the face of proposed cutbacks. People that care about the quality of life 
nf Native Americans are well served by your chairmanship. 

We are very pleased to work closely with you and your staff and with the 
Members of the Committee on these Issues. I am delighted to be here today to 
discuss Indian housing and community development needs and the Department's 
ongoing study of those needs, as well ae the proposed budget for Native American 
programs. 

Before I begin the details of our proposed budget. I would like to share with 
you the innovative approach the Department has taken in Native Ameriu-dn programs 
over the last several years. 

INDIAN HOMEOWNERSHIP: THE FIRST OBNERAVON 

The Department's focus on Native American programs in Fiscal year 1994 was 
called "Consultation '94". In a series of twenty-seven meetings held throughout the 
country, Consultation '94 brought together Indian and Aiasica Native tribal 
representativos, indian housing authorities, and national Indian organizations to 
discuss with HUD changes which would improve the delivery of our programs. As a 
result of that consultation process, the Department sfreainlined its procedures and 
reduced regulations for major programs by close to 50%. 

Consultation '94 also reinforced something the nAparlment already knew: there 
is a strong need and desire for homeownership in Indian Country. While the HOME 
program, and the Mutual HtDlp Homeownerbhip Opportunity program to a more limited 
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extent, have brought homeownership to Indian Country, it has been limited to low-
and moderate-income families. In FY 1994, the Department implemented the Indian 
Loan Quarantea Program pursuant to Section 184 of the Housing and Community 
Development Act of 1992. bringing the opportunity for frue homeownership to a newly 
emerging middle class of Native Americans who desire to continue living on 
reservations. 

Because homeownership Is a relatively new concept In Indian Country, the 
Office of Nath/e American Programa has developed a follow-up initiative to 
Consultation '94 called "Indian Homeownarahlp: THE FIRST GENERATION" fbr FY 
1995, We have focused on bringing this Department together with the Departments 
of Agriculture. Interior and Veterans' Affairs, as well as other federal agencies who 
are involved with housing and related Issues, to develop a comprehensive 
presentation to Tribal governments, Indian houaing officials and Native American 
housing associations. The objectives are to educate, to consult, to overcome barriers 
and to develop a unified plan for making homeownership a reality In Indian Country. 

INDIAN HOMEOWNERSHIP: THE NEXT GENERATION 

Fiscal year 1996 will bring the Department and Indian Country even closer the 
the reality of homeownership and choice In housing. As 1 will elaborate later, the 
Department's Reinvention Blueprint allows Tribal governments the greatest 
opportunity ever to plan for the future while meeting current housing needs in the way 
which is most appropriate for their reeon/ation. Many friboa have needed the 
flexibility in funding to create the infrastructure of their environment before meeting 
even basic housing needs. The Community Opportunity Fund in concert with the 
Affordable Housing Fund will provide that flexibility. There are also tribes who have 
had the resources to have In place all that is necessary to move forward into 
individual homeownership for tribal members. The Blueprint provides them the 
additional opportunities available through the Indian Loan Guarantee Program. 

No matter what a tribe's current level of need, the Department's Reinvention 
Blueprint for Native American Programs will provide the opportunity for moving into 
the "NEXT GENERATION." Through the creation of the sevaral funds which will be 
administered as block grants, Ulbes are afforded greater flexibility In creating physical 
as well as administrative Infrastructure to meet the housing needs of their tribal 
members. 

In addition, tho next logloal etop in expanding the concept of homeownership in 
Indian Country is to create a financial infrastructure not only to provide lending for 
homeownership, but to create economic development and commercial financing 
opportunities by and for Indians. The Native American Financial Services 
Organization (NAFSO). which was Introduced In FY 1995, will provide ongoing 
aseistance to the secondary market for residential mortoaG**** economic loans for 
individual families, financial institutions and other borrowers by increasing the liquidity 
of such mortgage invesUnenls. The NAFSO will do this by providing technical 
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assistance and other services to Native American Financial Institutions created 
pursuant to provisions of the Community Development Financial Institution Fund. 

CULTURALLY RELEVANT HOUSING 

Native American residents have long called for a home v^ich was more 
relevant to their life styles and reflected their traditions and cultures. For many years, 
a misconception has existed that IHAs were not pcmnitted to develop housing which 
met these desires. 

Over the past five years. HUD has taken a number of steps to dispel tha myth 
that it was impossible to build a home which is culturally relevant to its Native 
American resident. A number of regulatory revisions have been made which stress 
the authority of an IHA to make its own design and construction decisions. A 
regulatory requirement for citizen participation was added to the regulations In 1880. 

In 1994, ONAP established a Departmental Cultural Design Award to be 
presented each year in several oatogoriea. The first awards will be presented in the 
Spring of 1995. This award is formal recognition of excellence as detemilned by a 
process of selection that reflects the accomplishments of outstanding IHAs and Tribes 
who clearly recognize the benefits to be derived from including cultural relevancy in 
the design of homes and facilities for Native Americans. In presenting awards, we 
will be doing more than merely honoring the recipients, wa will be setting forth 
Standards for others to follow in the future. 

This program promotes cultural flexibility to tribes In moving into the NEXT 
GENERATION in housing opportunities. 

ASSESSMENT OF NATIVE AMERICAN HOUSINQ NEEDS AND PROGRAMS 

It hae long been felt that thee were no accurate data regading housing needs 
among Native Americans and Alaska Natives. Therefore, In January, 1993, the 
Department initiated tho Assessment ef Am r̂iomn Indian Housing Afaeds and 
Programs. The purposes of this study were to: (1) evaluate the housing problems 
and needs of American Indians and Alaska Natives, (2) assess the effectiveness of 
existing federal housing programs in meeting those needs, and (3) compare 
alternative approaches and suggest ways In whk:h federal policy regarding the 
housing of Native Americans could be Improved. 

The major findings of this study indicate that; 

o Housing problems of American Indians and Alaska Natives (AtAN) remain 
considerably more severe than those of non-Indians in all parts of America 
(particularly so In reservations and other AIAN areas), but the character of 
those problems varies Iriipoi tantly in different typea of environments; 
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0 HUD programs have made a substantial contribution toward Improving housing 
onnditions in AIAN Areas and appear to be relatively well managed. However, 
they do lack the statutory flexibility to allow for the use of resources as 
effectively as they might; and 

0 Reform of federal housing assistance should concentrate on consolidating 
existing programs Into block grant mechanisms in a manner that gives tribes 
and their housing authorities broader latitude in planning and implementation to 
address local housing needs as thoy see them, while holding them more 
accountable for performanoe. 

As you will see In the Blueprint, the Department has taken these findings, as 
their recommendations, very seriously. 

HUD'a REINVENTION BLUEPRINT FOR NATIVE AMERICAN PROGRAMS 

The Department's Reinvention Blueprint stresses a Federal commitment to 
cities, affordable housing, economic development and to the housing needs of its 
poorest and most vulnerable oitlzons. Included in this plan is a strong desire to 
pursue the same commitment for Native American communities. The Department's 
Blueprint provides an opportunity to enhance living conditions in Indian country in a 
manner unprecedented In past federal/frlbal relations. 

Over tho past few yeare, HUD has developed a close working relationship with 
Tribal governments, Indian housing organizations and the Native American 
community. As a result, HUD programs have become a particularly valued asset to 
Tribal communities. There is a strong feeling that this relationship should not only 
continue, but do eo in a manner which Is even more productive, cooperative and 
result8>oriented, 

Solving the Problem not the Symptom 

The Reinvention gives HUD an opportunity to address a very serious problem 
which inhibits th© Improvement of life in Indian country In all federal programs. That 
is, most programs do an acceptable Job of addressing bask: human needs, such as 
shelter, health care and food. However, they do not, for the most part, address the 
underlying need for the development of Tribal infrastructure, economic opportuniUes, 
legal systems, etc., the lack of which precipitates the need for massive federal 
funding. 

For example. HUD has recently implemented the Indian Loan Guarantee 
Program, a much needed program to assist In guaranteeing privately financed single 
family home loans made to Native American families. However, a major obstacle to 
full utilization of this program now appears to be the most basic requirement of 
having Tribal laws and codes to support a modern lending system. As a result, some 
communities are not yet able to participate even though they have Tribal members 
ready and willing to seek private financing. 
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Consolidation of Programs to Better Target Resources 

Today, Tribes and Indian housing authorities share in many HUD programs: 
Indian Housing (rental and homeownership), Modernisation, Vouchers, Youth Sports, 
Drug Elimination, Tenant Opportunity Program, Family Investment Centers, Family 
Self SufHciency, Community Development Block Urant, Emergency Shelter Grants, 
HOME. HOPE, the indian Single Family Loan Guarantee Program, the FHA 248 
insurance program, etc. 

While many larger Tribes take great advantage of all of HUD's programs, the 
vast majority of tribal communities are smaller and quickly become overwhelmed by 
the number of programs available. The nature, timing and administration of these 
many diverse programs inhibits the process of comprehensive planning. Because 
most of HUD's programs are competitive in nature, with no guarantee for funding, 
Tribes frequently find their Plans unachievable a short time after they are developed. 

The Department's Blueprint, which ultimately creates three separate funds: a) 
Housing Certificates for Families and Individuals; b) Affordable Housing Fund; and c) 
Community Development Block Grant Fund, Is prooisely the type of program 
consolidation which will allow tribal communities to focus more precisely on their key 
problems, yet retain the flexibility to adjust quickly to changing local conditions. 

It is anticipated that all three funds will have a Native American Program 
component administered separately from the non Indian portion of the fund in order to 
better respond to the unique and different characteristics which are found in the 
Nation's Native communities. 

Furthermore, the separate administration of programs specifically fbr Indian 
Country allowa HUD to implement tho Federal Government's long standing goal and 
desire to provide Tribal governments with the maximum flexibility and relieve the 
Department of the necessity to impose some of the more narrowly focused goals 
found in the non-Indian portion of the programs. 

In addition, to tha three large funde, it is proposed that the Indian Single 
Family Loan Guarantee Program will remain a separate program to serve the needs 
of Individual homebuyers seeking private financing for home purchase and 
construction. Although a very new program, Indian Loan Guarantee Is quickly 
integrating itself into the Tribal housing environment. The nature of the program, 
whioh Involves o federal guarantee for the private financing of housing, is structurally 
different from the grant oriented programs of the Affordable Housing Fund and, 
therefore, should remain separate. 

APPROPRIATIONS 

In general, the Native American component to each of the funds will reflect that 
ruiiJ'» over>all purpose and objectives. However, the Native American portion will be 
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tailored specifically for Tribal governments and communities. Eventually, it is 
recommended that appropriations for Native American programs, be developed on an 
actual dollar Isoeis rather than the percentage basis which currently exists in some 
programs. 

However, to accommodate the transition process, In FY 1986 and FY 1997, 
Tribes will continue to receive a percentagti share of the Affordable Housing Fund (no 
less than one porcont) and of the Community Opportunity Fund (no less than one and 
one-hair percent). Specific funding will also be targeted to Indian housing new 
construction in the Capital Fund sub-category of tha PH/IH Transformation Fund. 

By 1998. the Department would recommend a speriflc dollar figure for Native 
American programs within each Fund. Tha primary justification for thie approach is 
that with the shifting and consolidation of programs, there Is little relevancy between 
today's set-asides and expected funding levels under the fund approach. For 
example, the IH program currentiy funds the off-site sanitatk>n facilities which 
accompany the construction of new housing units through the Indian Housing 
Program. In order to provide for continued funding for this function, the Department 
will need to continue to address these funding needs through the Affordable Housing 
Hund or the Community Opportunity Fund. 

PY 96 BUDGET PROPOSAL 

Fiscal year 1990, will be an exciting year for Indian Country. The new program 
configuration will give tribes the flexibility they have lacked in the past to take the 
holistic approach to housing on reservations, as well as providing the funding 
necessary to develop and undertake comprehensive plans for the future. In addition 
to increasing funding for the new construction of approximately 3,000 traditional 
Indian housing units, I have pledged no less than 1.6 peroent eaoh of tho Affordable 
Housing Fund and the Community Opportunity Fund to go to tribes. This will provide 
an unprecedented $23.1 million from the Affordable Housing Fund and $69.75 million 
from the Community Opportunity Fund for moving Into THE NEXT GENERATION. 

As I mentioned earlier, the Department has chosen to maintain the Indian Loan 
Guarantee Program as a separately funded program. It does not readily nt into tlie 
formula driven Affordable Housing Fund because guarantees are issued on an 
individual demand basis. It does not fit into the Federal Housing Administration 
model because statutorily the Indian Loan Guarantee Fund is established and funded 
separately from tho FHA insuronoe fund. While we have not increased the budget 
request for capalalî ing Ihis program In FY 1896, a reformulation of the credit limit will 
allow the guarantee of approximately 150 more home loans; bringing the total number 
of families realizing homeownership to over 400. 

The attached table reftoote the current FY 1986 and the proposed FY 1896 
funding levels by individual program within the Blueprint Fund structure. Programs 
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which are currently distributed among both public and indian housing authorities 
either by formula or competition are estlmatad on past years funding. 

Native Amerjppp Finance Authoriĥ  

The Department proposes to continue its efforts in support of legislation 
creating the Native American Finance Services Organization (NAFSO). The 
importance of NAFSO is dramatically increased as a result of the Department's 
Blueprint. NAFSO woukj become the foundation upon which a true Native American 
lending community is developed and as a catalyst in the secondary lending maricet. 
When thia lAglslatlon Is enacted, it potentially could be funded through the Affordable 
Housing Fund. 
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represents portfolios of loans to higher risk borrowers that 
cannot be insured on a self-sustaining basis, even for the 
floveriment. Finally, the "unserved" market represents those 
borrowers who the credit markets do not eurrantly reach. Gome of 
these^borrowers may in fact be lees risky than those who are 

because they do not f i t th© profile of traditional 
borrowers or have characteristics untested by the private market, 
the risk of these loans cannot yet be accurately aaaeaaed. 

The federal government can play four rolea in this marketr 

KspftTMl access to capital to *pablle* market borr^iwexs 
who otherwise would not be eerved. For example, 
approximately two-thirds of FBA'a aingle family 
borrowers are first^time homebuyers, most with too N 
l i t t l e wealth to meet private oector underwritina 
Standards. 

• Pioneer new marJcets where risk i s uncertain. The 
gnvemnient'B eicperionoe In those markets creates a 
track record with which the private sector can leam to 
manage risk, allowing the private sector to serve more 
and iBore of the need. 

• Maintain a broad-enough-baaed portfolio to support 
incidental loeses asspciat^ed with opening new marJasta. 
I f , of 100 loans to a category of borrower, one can 
anticipate that 95 will repay and five will default, 
and i f premium income for that portfolio will pay the 
claims for four of thosv loans but not the remaining 
one, the private sector would not make even one of 
those 100 loans. If PHA ia able to earn sufficient 
income from the remainder of its portfolio to support 
that additional claim, its presence in the market has 
made homeownership available to 95 borrowers who 
otherwise would be unserved. 

• Provide stability to aortgage markets durljig ecoiKaic 
downturnsa During a regional downturn like that which 
occurred in the oilpatch states during the mid-19808, 
private credit left the market. The availability of 
rHA-insured mortgages allowed some buyers to sell their 
homes and other families from losing their homes and 
their savings. Aa a result, PHA moderated the severity 
of the economic downturn. ' 

SSdlg^^Lgg^^^^'** BPf^SAflLJalfe in the Mnlf I f ^ , ^rtVT 

In the multifamily mortgage credit market, as in the alnale 
f S ^ i L S ^ ? ' ' " ' ^t^vi*^®"^ government must plonSer^w prSlS^ie 
and markets, reach borrowers outside the reach of the private 
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P«>vide stability. However, unlike the system of 
private system of flnlnce for 

S J ^ ^ ^ t̂̂ ^" '̂ particularly affordable rental housing, hae 
major holes. Thus, the federal government's role in rental 
2S"anL i5!!"S?4i;.*^ J° «*^^et infrastructure to allow the privat© market to serve more and more of th« need. 

hi«>. SfS^'^f^J^tion requires Btandordiaation, large volumes and 
"^"^ characteristics are Incompatible 

with loans for smaller propftrties, loans requiring multiple 
i ; r ? ? ;«l»«i<ly and financing, and other 2ampiex, Sna-6f!a-kind 
;Si;5i?iate'^?«li^2"f '3 J-tlifamily finSSe. 'RSSStSeS jS** 

? vehicle^is found to reach the secondary markets, the 
capital is not consistently available, as even capital for 
market-rat© rental housing is diverted cyclically to altemative 
investments in pursuft of higher yields^d/or iSwe? JeJcSJid 

Into it??fJL?f®**̂ ^ enhancement can help bring private Investors 

iSkS pSiJilĴ 'JlnSlcSsrfSJTV'***̂  '̂ "'̂  ""''̂ ^ "̂̂ '̂ ^ 
• Housing in inner cities and rural areas; 

• Development and redevelopment of large projects beyond 
tne capacity of local governments or financial 
institutions to finance on their own; 

• Small businesses and individual entrepreneurs who own 
:^ni;"^Sp:??JeSf — ^ r y - s affordabl© housing in 

• One-note loans providing construction and permanent, 
long-torm, fixed-rate financing; 

• Seouritiaation of non-confonning loans or non­
conforming pools to facilitate CRA-type lending by 
local financial institutions; and py 

• Leading to stimulate investment in locol housino 
markets to combat the effects of local and SJS2r>al 
cyclical economic forces. 

cSSdlg^E;^^'™^'^'" ^ ^ ^ ^ ^ ^ ^ ̂ ^ thft Hbsnit^l n ^ ^ g ^ ^ 

5f*>wf!J9 private sector health care capital market also 
leaves a significant niche unserved. AltSugh the eSnst^Jion 
oin?:Ji''\*';" fncilities, including hSipSlS, c ^ S ^ ^ S ^ i ^ S h 

i r i ' JS^i'^^ homes, is ©xpect©d to groi atim annual iate 
of 5% during th© next several yeors, without the crSdi? 
enhancement: afforded by federal mortglJS iniurwcSr^Svate 
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pJ^jJcts^^ provide financing for certain types of 

4 - ?or 26 yeare# FHA has operated, at a signiricant surolus an 
insurance program̂  for the rehovatioi and conSructiSn o^ ' 
i S S i l i J i * " * * refinancing of hospital capital projects in older 
c S S ? S f fil** • ^ i i "^"^ • The infusion of 
oSSiiSi*.?^^ moderniaation projects bring to their 
communities promote local economic development, amployment 
neighborhood stabUiaatlon and improve throualiS^and ' 
accessibility of affordable h e a l t h ^ e S SSie JoSSSnities 

i s toJlS c^S2 Of Health and Human ServicJs' exp2??JIe 
in health care finance can operate a unique partnershio for 

SSaSISi''?i:S'*C^"TJ'*^'^« ^̂ '̂'P̂ '̂̂^ i»or?Sagl*S2u?JScS aS5 
po?f2rm2nS! «o«̂ itoring portfolio and individual hospital 

Thf» Ifif^fl for Beinventfon of ivwiffŷ ff |>p̂  

>w-i. ^^"^^'^J*^ today's FHA has the lower cost of doing business 
i * ! ^ 5̂** 90v©mmeni?^mSSh 6f ?hat 

K„^S?^^!^!" ^ inefficiencies that flow from its 
aSJSJnVfS^'' operatione and constraints. Rather than 
?aSS?Sii Si L n e L ^ i H exposing the uxpayer CO unnecessary losses. For, examples 

• FHA'operatione and product design are prescribed bv 
legislation and further refinod through ?eSulStlSn^ ̂  
PHA's product mix is established in the federal bSdoet 
? v ^ ^ ; f*??*"^ than managing for results, S l a ^ ^ 
PYfSpyr<lPff»?4prr̂ CT results in an inability to resoond to 
changing market conditions., « i^opona to 

• f??^'^^^^^ t̂ he t;f̂ fflin9TQgy i t needs, and cannot spend the 
; ; ^ n ; ? r technology even when those 
©xpenditures would produce greater savings. 

* ttw Bi^UJlg i t needs to manage a comDlex 
insurance portfolio of $380 billion of insurSce-in-

Jo'??aS^i?*™rkeS^^^^ "̂"̂  '^"^ 

* ^SdST^L.£?£lIy"Il?^"™^^.-^^ Pt^fl as market 
needs or̂ ©merging problems require, without ooino 
through lengthy admlnistrativJ and budgetary SiSlesses 

sSiŜ iĵ Ŝt̂ riŝ SrjLr-̂ ^̂ '̂ ^ 
^ ^ ^ ^ ^ ^ 
products for today's markets and unnet^ousln; needinS acquire 
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nS!*.*'̂ *̂''̂ *'̂ ®̂ ^̂ *̂®' technology to brine FHA into the 

Hfir-Tf*̂ *.!* neip PHA use its scarce resources more 

wMch ™ T o ^ L ^ ^ ^ ^ i ^ « decad© - a decade during 

2SSLŜ piSS;rwoS?d air̂ L̂ "̂̂ " f̂̂ê^̂^ ^̂ ^̂  ??© 

the lower cost of government capital and ensuring thaf f^ 

many years, tout when HUD was created, all of PHA'« rtPHAMi./̂ .̂ 

?s-.~2:s'if!;s r'j" r"'' p'̂ i»~"c «̂ vit?s;!'"°" 
S t . S i i ^ S i . ^ . « busli .e. . . i ine operation and the structure 

c o ™ j ; ^ J ' ° ' ' . ^ V P ? ' » ^ * '^^'^ * structure more apprSpJHte to a corporation's business act iv i t ies . « -wroprxare to a 

Thff WPle of ttff PsAvetre aector tn Af^CT,p,|^f,y^Ti This *̂ <ffftfgr 

Of c a S t a r i « % : S ; ? I ^ ^ ^ ^ ^ cost 

'''''' """̂  wSSii?VfidSiJr? dSJy Ir̂ ""̂ ^ 
maximize its return to its private shareholders HoSeL; ̂K*. 
flexibility, and incentives to manaoe risk »aii •P̂ « T S - I I ^ ' 
solution ie to design partnersh^s to eiSloi? th© ^ l A t t ^ 
advantages of each sector. PHA'i current risksharini 

tru«t that the partner's incentive to protect theSelvSTJ^aiMt 
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loss will result in lower exposure for the federal govemment. 

PegcriPtion of the Hew Federal Hoasing Corporation 

The Corporation established under this Charter would operate 
under the policy direction and oversight of the Secretary of the 
Oepartment of Housing and Urban Development, ensuring that its 
policies could be coordinated wit;h other aspects of federal 
housing policy. I t should, b© overseen by a Cabinet level 
official reporting to th© Fre8id©nt both to ensure adequate 
accountability to the President and the Congress. 

The Corporation's Chief Executive Officer would be appointed 
by the President and confizmed by tha Senate, like HDD Assistant 
Secretaries and the heads of cQiî >arable financial organisations 
like the FDIC, GNMA, OCC, OTS, etc. 

A c c Q i i n t j h < H t 7 y 

The Corporation would be held accountable for reaching lte 
dual objectives pf accomplishing its public purpose mission and 
operai-.tng a self-austalnlng operation in a safe and sound manner, 
minimising risk to the taxpayer. A system of accountability 
unprecedented for a govemment agency would be established. 

First, the Secretary of HUO would have reeponeibillty for 
establishing programmatic goals to ensure that the Corporation 
accomplished its public purpose mieeion. The Secretary would 
monitor the Corporation's performance against those goals and 
report on its aotivitios to the President and the Congress. The 
Secretary also would approve an annual business plan setting for 
the business linoe and products that the Corporation expected to 
operate and their anticipated performance. 

Second, the Office of Federal Housing Enterprise Oversight 
would be named aa the safety and soundness regulator of the new 
Corporation* The regulator would have full examiination authority 
and would monitor the aidequacy of the Corporation's capital to 
protect against unanticipatod losses in the portfolio, using a 
rlsk-baoed capital adequacy model. The regulator also would 
establish estimates of performance of projected books of business 
for use in reporting net credit subsidy in the federal budget 
under credit reform. 
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lOMJf&missi 

BxDlanation ef the Legislation 

* • 
Title ZZZ: Federal Housiag Corporation Charier. 

This Title transforms the Federal Bousing Administration 
into a wholly-owned, self-^sustaining, government oorporation. 
This Act establishes the structure of the Federal Housing 
Corporation (the "Corporation" or "FHC"), sate forth the 
Corporation's powers and authorities, establishes public purpose 
and safety aLnd soundness perfonnance measures and a system of, 
oversight and accpuntabillt]!^, provides for a transition period, 
and provides for the repeal and termination of certain programs 
formerly under the jurisdiqtion of the Secretary. 
Section 101s Short Zitle ; 

This section would entitle this Title, the "Federal Housing 
Corporation Charter Act." 
Section' 102 s Flnddj»gs 

This section would enumerate findings justifying the 
incorporation of the Federal Bousing Corporation. Findings would 
includes 

e An assessment of unmet housing and housing credit needs 
of families, communities, and certain markets, and the 
reletionanip bettween hbusing and vibrant communities; 

• A statement about the persistence of housing and 
lending discrimination in the nation, and the need to 
assure that housing credit provided by a government 
corporation is made available on a non-discriminatory 
basis. 

e An assessment of the health care facility financing 
heeds of particular communities, and relationship 
between health care facilities and community 
development and empowerment. 

e A statement of the historical role PRA has played in 
the housing finance arena, including its pioneering and 
market stabilising role; 

• A statement of the role PHA plays today in the system 
of housing finance, and the housing needs served by FHA 
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today; 

' e An assessmeint of the weaknesses bf FHA today and an 
evaluation of the intact of those weaknesses on the 
ability of FHA to f u l f i l l its unique mission; 

© A description of the housing finance system, how i t hae 
matured and changed, and its continuing weaknesses and 
strengths in meeting the needs of certain Americans and 
in providing capital for affordable rental housing; 

• A statement of the potential critical role to be played 
by instrumentalities of the federal government in the 
housing finance system; 

© A statement recognizing the need to benefit low- and 
moderate-income families, and recognizing the 
importance of business diversity in order to maintain 
self-sufficiency during an era of Scarce federal 
appropriations for government programs, while 
acknowledgiiig the cost that would be incurred by 
limiting the government role to serving only Ipw-incone 
families; 

• A statement that, to carry out such a role, the federal 
government entity must be stmctured differently s i t 
must be flexible and entrepreneurial without reducing 
accountability, by building mechanisms to monitor the 
corporation's accomplishment of its public purposes cuid 
its ability to manage risk prudently and prevent 
losses. 

section I03t Bstablishment of Corporation. 

(a) Ih general — . This section %rould create the Federal 
Bousing Corporation as a distinct government corporation within 
the Department of Housing and Urban Development (the 
"Department"). The Corporation would be wholly owned by the 
federal government, pursuant to the provisions of the Government 
Corporation Control Act, and would have succession until 
dissolved by an Act of Congress. The Corporation would be 
subject to the policy direction and performance oversight of the 
Secretary of the Department (the "Secretary"). 

(b) Corporate Offices.— The Corporation would be required 
to maintain an office in the Distriot of Columbia, and would be 
deemed a resident thereof. The Corporation may additionally 
establish offices in suoh other places as i t deems iieoessary or 
appropriate in tha conduct of its business. 
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Section 104s Purposes 

The purposes of the Corporation would include the following: 

e To stimulate homeownership and rental housing 
opportunities through the provision of credit 
enhancement and related activities. 

e To address the unmet housing credit needs of American 
families and ooamunities. 

e To address the unmet health care facility credit needs 
of particular communities. 

• To suppiejnent and expand private sector activity by 
better serving underserved markets, testing new 
products, and filling gaps in the provision and 
delivery of mortgage credit. 

• TO deliver housing credit enhancemaht and provide oth**r 
services in a nondiscriminatory manner, and to 
administer its business in a manner which affirmatively 
furthers fair housing. ' 

• TO promote liquidity and provide stability to the 
hpusing finance market, by continuing to provide credit 
enhancement on a sound basis during times of regional 
economic fluctuation. ^ 

• Jo engage in research and development of new products 
designed to promote housing credit to underserved 
markets. 

e To collect and provide information relevant to the 
provision of housing oredit to American families and 
neighborhoods. 

• To increase the capacity of localities, atates, aud 
private and nonprofit entities in delivering housing 
credit to Anerioan faskilies and communities. 

Section 105. Corporate Oeveraasiee 

«i.r.f««̂ J»,I'̂ *̂ '*" • system for corporate governance, 
placing the^locua pf powers and authorities within a Chief 
Executive Officer, undor the direction and auihSSt? ot l L 
Secretary of the Department. jr tne 

(a) Chief Executive Officers All powers of the corporation 
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would be vested in a Chief Executive Officer, appointed by the 
President, with the advice and conaent of the Senate, and who 
would serve at the pleasure of tbe President. The CBO would 
designate one or more deputy chief executive officers, whose 
powers would he prescribed by the CEO. The general deputy would 
serve as the CBO in the event of death, absence, resignation, 
disability of the CBO. The CBO would be required to be 
experienced in the business of the Corporation and in the needs 
of underserved borrowers ond communities, and would be 
compensated at the same level as the President of the Government 
National Mortgage Association, or Level IV of the Senior 
Executive Servioe. 

(b) Authority ef the Secretarys The Corporation would be 
subject to the authority and direction of the Secretary, as to 
both policies and performance. The Secretary's oversight would 
onsure tHat the public purpose performance requirements are met, 
the purposes of the Corporation are accomplished, and the 
Corporation operates in a financially safe and sound manner. 

(c) Advisory Boards This subsection would provide the 
Secretary with tha authority to establish an advisory board, at 
the Secretary's discretion. If established, the advisory board 
would provide advice to the Secretary as to the policies of the 
corporatipn, and would be authorized to examine the Corporation's 
performance vis a vis the public purpose requirements. The 
purpose of establishing such a.board would be tos 

1) obtain guidance from participants in the mortgage 
markets; 

2) assess the needs of consumers of single-family and 
multifamily housing, as well as the needs of coimminities and 
housing providers; 

3) Obtain information as to the activities of the private 
market, in order to better assess how to complement and 
partner with private entitles. 

4) Coordinate the role of federal houaing, banking, and 
Other credit agencies in delivering housing credit to 
families, comniunitles and snarkets underserved by tiie private 
mortgage markets. 

Members of the advisory board would include market 
participants, consumers, representatives of communities, and 
representatives of federal banking, housing and credit providing 
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8©eticin lQ€t Nanageamt and Persoaaelt 

(a) Appointment of employees and officers — The CBO would 
be given the authority to appoint officers and employees of the 
Cprppration, as the CBO determines necessary to carry out the 
functions, powers, and duties of the Corporation. 

FHA cannot hire staff quickly or effectively. I t cannot 
procure outside skills quickly, as needed to respond to changing 
markets. I t cannot spend a nickel on staff to save a dime in its 
portfolio. Finally, FHA's staff is included in the Depart^ient's 
overall FTE staffing ceilinos — resulting frequently in 
management choices that inhibit FHA's ability to manage; its risk 
prudently and hamstring the fulfillment of FHA's mission, 
mandates, or effective operation. 

As e goversuaent oorporotion responsible to the American 
taxpayer for prudent risk management, the FHC must have highly 
skiiled staff that pan respond to ever-changing market oondiiious 
in an entrepreneurial manner. Additionally, the Corporation will 
need to maximize market efficienoieu by availing itself of 
certain talent through procurement for specific functions better 
performed by the pcivabe seotor. 

This section will identify the specifics ot the 
Corporation's personnel system. The system will provide the CBO 
with appropriate flexibility, yet will ensure the fair, 
equitable, and non-discriminatory treatment of staff. Most of 
the c i v i l service protections and benefits of Title V of the 
United States Code will be retained. The Corporation's salary 
schedules may mirror the comparability system retained by other 
federal banking regulatory agencies. Additionally, 
modifications to the c i v i l service statute will be made to ensure 
that the Corporation can hire, deploy, and terminate employees 
quickly, fairly, and,effectively. 

(o) Former HUD employees transferred to the FHC — 

This subsection would delineate the treatment of employees 
whose last regular enqployment prior to employment by the 
Corporation was the Department of Bousing and Urban Development. 
Such M^loyees will be given priority consideration for positions 
at the Corporation for which they are determined to be qualified. 
Federal retirement and health benefits will continue in the 
Corporation as i f the ea^loyee was merely transferred to another 
federal agency. 

(d) Former HUD Office of Boualng/FBA esaployeea set 
transferred to the FHC— 
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This seotion v i l l describe the treatment of former FHA 
employees not transferred to the Corporation. In general such 
employees will be given priority consideration for available 
positions for which they are determined to be qualified at the 
Department. 

Section 107t Procurement 

, This section would require the CBO tb establish standards 
governing the procurement of goods and services. 'Generally, the 
Corporation will oomply with the Federal Property and 
Administrative Servioes Act, except for certain exceptions noted 
in this seotion. Currently, FHA Is hampered in its ability to 
procure goods and services. While propriety in procurement is 
Imperative, exooosivo regulation coupled with elongated bid 
prooesses and evaluations have essentially defeated FBA's ability 
to maxisnise efficiencies through procured talent and ski l l s . In 
general, the federal proourement system precludes expedited 
operations, which ore critical to a finanoial iiiwtitutipn 
Operating in complex mortgage and financial markets. The absence 
of speed in proourement results in losses to the government. For 
example, the inordinate length of time i t took (nine months) to 
hire a financial advisor in connection with FHA's multifamily 
note sales resulted in unnecessary losses due to interest rate 
increases. 

The corporation's procurement policies will be structured tp 
ensure that the Corporation takes advantage of private sector 
efficiencies quickly and competently. In fact, the Corporation 
intends to engage in public/private partnerships< matching 
government efficiencies and economies of scale with private and 
other state and local pubiic sector expertise. In this manner, 
the costs of providing housing credit to tbe underserved markets 
in this nation will be minimized. With relief from certain 
restrictive components of the Federal Property and Administrative 
Services Act ("FPASA"), the Corporation can streamline and 
downsize the federal government while indreasing i t s 
accountability. 

Therefore, this section will explain in detail the 
Corporation's procurement system. Such system will follow the 
broad mandate of the FPASA — including promoting competition, 
justifying prices, promoting fairness, and preventing waste and 
abuse. At the same tine, the FHC'a procurement systein will be 
sufficiently and appropriately flexible to respond rapidly to 
changing market conditions. 

Section lOSt General Powers of the Corporation 
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Background 

The Corporation's powers would include any and a l l powers 
necessary to effectuate its purposes, and to accomplish it s 
mandated activities.. These powers would include, therefore, 
powers related to insuring mortgages and mortgage pools, managing 
assets and disposing bf property, and otherwise providing housing 
credit and credit-related services, products, and information. 
Additionally, the Corporation would possess the general corporate 
powers wpropriate and necessary for independent govenunent 
corporations. 

This section will enumerate the powers of the Corporation in 
connection with a l l lines of business and activities to be 
undertaken by i t . In general, the new Corporation will be 
structured, through its powers, to be more entrepreneurial, 
streamlined, downsiaed, and aodountable. The Corporation's 
overall business will be self-sustaining. 

Specifically, the powers would include the following, 
subject only to the corporation's ability to meet the performance 
requirements set forth in sections 109 and 110, and the 
provisions of section 117s 

1| Corporate Homes Tu adopt, alter, and use a corporate 
seal, and to sue and be sued in its corporate name; 

2) Corporate Self-Govemance: To adopt, amend, and repeal 
by-laws, and other written administrative guidance; 

3) Credit Enhancements To enhance and make commitments to 
enhance credit, including commitments to lend, insure, 
reinsure, advance, incur liabilities, pool loans, 
reinsure, risk share, and securitize; 

4) Business A c t i v i t i e s — Purchase and sale of property 
and obligations: To purchase and otherwise acquire, 
including through foreclosure or eminent domain, to 
sell and otherwise dispose of, and to use and otherwise 
deal in and with# real and personal property and assets 
and obligations; 

5) Business Activities — Agreementis s To execute 
contracts and other agreements in its own name, with 
parties including any State, the District of Columbia, 

, the territories and possessions of the United States, 
or with any political subdivision thereof, and Indian 
tribes; 



M ^ / ' ^ r/ '33 c e i X O nut ; ; n o a i ac^.. n u u s i i i u T 

Discussion Draft 
2/27/95 8:00 pm 

6) Business Activities — Asset Management: To take any 
actions necessary to manage its existing jportfolio of 
property, assets, and obligations, including the 

: Improvement of assets, the disposition of assets, and 
the restru9taring of debt; 

7) Custody and Investment of Funds: TO hold its funds in 
its own accounts with the Secretary of the Treasury, or 
with another financial or depository institution, 
subject to the requirements of the Governmient 
Corporation Control Act; and to,invest its funds In 
Treasury obligations; 

8) To determine the character of and the necessity for the 
obligations and expenditures of the Corporation, and 
the manner in which such obligations will be incurred, 
allowed, and paid; 

9) Lines of Businessi To create eobsidlarles, distinct 
insurance funds, or otherwise segregated business 
activities or accounts; 

10) To qualify any person or party to engage in business 
with the Corporation, and to enforce, and to impose 
penalties-for the breach of, obligations and other 
commitBients made by such persons or parties. 

11) To create and supply any product or service consistent 
with the corporate purposes, to charge reasonable fees 
and prices for such products and services; 

12) To take actions necessary to administer its business in 
a manner which is nondiscriminatory and which 
affirmatively furthers fair housing; 

13) To invest in capital, such as systems and technology, 
at any time after the effective date of this Act, in 
order to expedite the Corporation's ability to function 
as a going concem, and to enhance its ability to 
engage in the business contemplated by this Act; and 

14) To have and exercise a l l powers necessary or 
appropriate to effect any of tha purposes of the Act. 

Section 109. Publio Purpose Performanoe Requirements; Publie 
Purpose Overseer; Sanotioas. 

This section would establish a series of mandatory public 
purpose performance requiremanta which must be met each year and 
would establish the Secretary as tbe overseer of the 

• • V • • 8 .• • 
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Corporation's public purpose performance* Additionally# this 
seotion wpuld establish transition performanoe requirements to 
cover the period until the overseer develops more appropriate 
measures and requirements for future years. 

FHA'B current inefficiencies stem, in part, from 
prescriptive requirements that limit its abilities to f u l f i l l its 
mission prudently. Performance has been measured not upon 
results obtained, but often, upon whether prescriptive 
requirements have been fulfilled. Recognizing that a results-
oriented focus leads to increased accountability. Congress 
enacted the Government Performanoe Results Act of 1993 (the 
"GPRA"). The Corporation i s designed to be a model of an 
accountable government activity envisioned in tbe GPRA. 

To provide the utmost accountability to the taxpayer, the 
Corporation will, for the first time in FHA's history, be 
measured for effectiveness based upon its results, in two 
distinct areass 1) fulfillment of the public purpose 
recpiirements will ensure that the Corporation effectively uses 
i t s epooial govormnont status to produce publio benefits, while 
aiinimlzing coa^tition with the private sector; and 2) achieving 
the safety and soundness requirements will ensure that the 
Corporation's mission is accon^lished without exposing taxpayers 
te undue.risk of loss. 

In 1992, Congress enacted the Federal Housing Enterprises 
Financial Safety and Sotindness Act. This Act placed public 
purpose and safety and soundness requirements upon two housing 
GSEs: the Federal National Mortgage Asspciation, and the Federal 
Home Loan Mortgage corporation. The GSE public purpose goals 
were established, in part:, in response to Congress's recognition 
that the GSiss were assigned in their respective charters an 
affirmative obligation to facilitate the finaneina of affordable 
housing tor low- and moderate income families while maintaining a 
strong financial condition and a reasonable economic return. 
Congress believed that public purpose business could be good and 
profitable business. 

The requirements established under this section are similar 
to those established in 1992 in connection with the GSEs. 
However, they also differ significantly, in t>oth the substantive 
focus of the requirement (what is measured) and the level of 
performance demanded (the proportion of business devoted to 
public purposes). Tbe difference i s partially attributed to the 
fact that the GSE business will be different from that of the 
Corporations GSEs are sbcondarY market enterprises. Hence, the 
Corporation will be charged in its mission to serve markets 
underserved even by the GSEs. Second, the difference reflects 
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the different ownership stmcture of the Corporation vis a vis 
the GSEs: namely, the GSEs are privately owned with private 
shareholders, while the Corporation will be a wholly owned 
government corporation, accountable to American taxpayers. 
Therefore, to the extent that both the Corporation and the GSEs 
are required to reach markets underserved by the conventional 
market through similar performance requirements, the level^of 
performance required of the publicly accountable FHA will be 
higher than that required of the privately owned GSEs. 

(a) Publio Purpose Requirements. This subsection will 
establish a number of performanoe requirements ensuring tnar^tne 
Corporation provides housing credit or credit enhancement which 
benefits families, communities, and markets underserved ny the 
private mortgage markets. The level of performanoe that will be 
required under each requirement will be no less than FHA s level 
of performance in connection with each measure during 1994. 

(1) Underserved areast This performance requirement would 
measure the Corporation's provision of credit or services to 
certain underserved geographic regions. Analyses of mortgage 

, flows demonstrate that mortgage originations and mortgage 
declines aro related to the income cr race of a 
neighborhood. Recognizing the need tor more lending in 
these areas, th© Department recently refined the underserved 
areas goal for the GSEs to measure credit provided to low-
inoome and minority census tracts. For exasq^le, geographic 
areas typically underserved by the private mortgage markets 
include portions of central cities, suburban areas, and 
rural areas. 

(2) Underserved homebuyerss This requirement would measure 
performance in connection with oredit ox services provided 
to certain families who otherwise find i t difficult to 
attain homeownership, such as first-time homebuyers, 
minorities, immigrants, young households lacking savings, 
and low-income households. The entire market, including PHA, 
must do better to enable families to achieve the dream of 
homeownership. 

(3) Underserved rental marketss This requirement would 
measure the Corporation's performance in connection with 
providing credit or services that benefit renters and rental 
markets. Currently, the stock of privately owned affordable 
rental housing i s dwindling, through age, deterioration, 
lack of capital, and inadequate replacement. Multifamily 
housing finance i s complex, lacks standardization, and each 
financing package must be stmctured to meet the needs of 
individual neighborhoods. This requirement, therefore, could 
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measure products or services benefitting large familiea and 
very low-income families, or small properties or properties 
located in underserved neighborhoods. 

(4) Low- and Noderate-iacoM faadliess This requirement 
would measure the Corporation's provision of credit or 
services, in both the single- and multifamily arenas, to 
low- and moderate-income families and individuals. 

(b) Transition Period Publio Purpose BequirsMents. 

Because more analysis will be needed in order to determine 
the appropriate focus sad level of each reqnirement, the 
transition period public purpose requirements will reflect 
proxies for oaoh requireniont set forth in (b). The following 
requirements will be established as transition period public 
purpose requirements. 

(1) Underserved Areast Credit or servioes benefitting low-
income and minority census tracts. 

(2) Underserved Homebuyerss Mortgage credit afforded to 
"first-time homebuyers". 

(3) underserved Renters or Rental Markets: Mortgage credit 
or benefits afforded to very low-income families; and 

(4) Low- and moderate-inoome familiess Mortgage credit or 
benefits afforded to low-and moderate-income families. 

The level of performance required for each transition period 
requirement will be no less than the level of performance 
achieved by FHA in 1994. 

(c) Authority of the Secretary— 

This subsection will establish the Secretary as overseer of 
the Corporation's publie purpose performance. As overseer, the 
Secretary will be authorized to make such rules and guidelines as 
will be necessary atid proper to ensure that this section and the 
purposes of the Corporation are accomplished. In establishing 
the public purpose requirements, the Secretary will consider 
national housing needs; economic, housing, and demographic 
conditions; the performance of the Cbrporation in prior years; 
the size of the FHA-eligible conventional market serving families 
asid communities identified as underserved; and the need to 
maintain the financial safety and soundness of the Corporation. 

(d) Bafereement of Publio Purpose Requirementst 
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This subsection would establiah.the procedures to be used by 
the Secretary upon the Secretary's determination that the 
Cbrporation failed to make a good faith effort to comply with the 
requirements of this section. Specifically, the Secretary would 
be authorized to take appropriate actions I f 

(1) the Corporation fails to make a good, faith effort 
to comply with the requirements of this section; 

(2) the Corporation fails to make a gOod faith effort 
to submit or complete reports required by the Secretary 
in conjunction with determining compliance with this 
section; asid 

(3) the Corporation engages in or in about to engage ih 
conduct that violates the charter of the Corporation. 

Section 110: Financial Safety and Soundness; Transition Period 
RequiresMats; Safety and Souadaess Regulator; Sanctions 

Backgrounds Currently, FHA prepares an audited financial 
statement prepared in accordance with generally accepted 
accounting pxluciples (GAAP). In FY 1993, FHA received its first 
clean opinion on its financial statements since the Chief 
Financial officer's Act was euected. However, Congxress primarily 
assesses FHA's financial performance by reference to two static 
measuress the capital ratio of the Mutual Mortgage Insurance 
(MMI) Fund and the multifamily loss reserve. 

In 1990, Congress required that the MMI Fund, in which most 
of FHA's single family business is conducted, be subject to au 
independent actuarial study each year and achieve a capital ratio 
of 1.25% by the year 1992 and 2.0% by the year 2000. In FY 1993, 
a Price Waterhotise actuarial study found that the MMI Fund had a 
capital ratio of 1.44% and would achieve a ratio of 3.40% by the 
year 200O. 

FHA also prepares an annual evaluation of the health of its 
multifamily insurance portfolib and sets aside for financial 
statement purposes a reserve against anticipated losses. In FY 
92, the multifamily loss reserve was $11.9 billion dollars 
against approximately $43.5 billion in insurance-in-force. In FY 
93, the loss reserve dropped to $10.3 billion dollars against a 

fortfolio of $43.9 billion in insiirance-in-foroe. All actual 
oases in the current multifamily program are supported by a 
permanent indefinite appropriation. 

The Corporation's overall business will be self-
sustaining. However, given the past perfprmance of some of FBA's 
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lines of business, the changee proposed in i t s product line, the 
commitment to serving markets underserved by the private mortgage 
markets, and the magnitude of ita potential operations, public 
acceptance pf a new corporation with broad and flexible insurance 
authorities requires, a systein to AnstirA that safety and soundness 
will be adequately monitored and reported independently of the 
Corporation directly to the Secretary, the President, and 
Congress. 

Safety and soundness, as measured by the safety and 
soundness regulator, will isielude the measurement of actuarial 
soundness as well as additional indicators of financial 
integrity. The measures will be applied to both single-fasoily . 
and multifamily business, and will allow those lines of business 
that generate more revenue to support loss profitable lines of, 
business, prpvided that the pverall capital requirements are iitet. 
The safety and soundness regulator will therefore measure the 
actual risks of the Corporation's business, the safety of its 
operations and managesnent, and the required level of capital 
sufficient to support the entire corporation's business, 
including multifamily buisiness. 

This section establishes the safety and soundness 
performance measurements as well as the safety and soundness 
regulator who will monitor that performance. 

(a) Financial Accountability and Safety and Soiudness Goalst 

This section would set forth.a system for establishing 
financial safety ahd soundness performance reguirements designed 
to ensure that the Corporation is capable of covering anticipated 
expenses and losses and protecting the taxpayer against 
unanticipated losses. Specifically, in addition to maintaining 
reserves against anticipated losses for outstanding books bf 
business, the Corporation would be required to maintain a certain 
level of additional capital, as determined under a risk-based 
capital adequacy model developed by the Safety and Soundness 
regulator, described in (o). Although the model will evaluate 
individual business lines against capital standards appropriate 
for the risk of that activity, the capital adequacy of the 
Corporation will be determined based on the activities of the 
Corporation as a whole, rather than on ai business-by-busineaa 
basis. 

(b) Transition Period Piaaneial Aocouatability and Safety 
asid Sbundaess RequireiM&ts. 

This subseotion w i l l require the safety and soundness 
regulator to apply two transition period safety and soundness 
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measures: 

1) To the extent that any new loan originations are made 
by the Corporation in connection with pre-existing 
insurance funds, the Corporation shall camjply with 
existing statutory requirements in connection with 
thbse funds as of the date of enactment of this , 
legislation^ 

2) The safety and soundness regulator shall develop 
interim capital standards to be used in connection with 
the business entered into by the Corporation under new 
credit enhancement authorities provided in this Act, 
which standards shall be used for determining the 
Corporation's compliance with the requirements of this 
section until such time as the risk-based capital 
adequacy snodel i s completed. 

(e) FisMMCial Safety and Souadaess Regulator— 

(1) This subseotion would establish the Director of the 
Office of Federal Bousing Enterprise Oviarsight ("OFHEO") as 
the Financial Safety and Soundness regulator of the 
Corporation. 

(2) The powers of the safety and soundness regulator would 
include — 

(A) DevelopmBut o£ a risk-based capital adequacy model; 

(B) Development Of interim capital standards; 

(C) Perforinance of regular examinations of the 
Corporation's risk management stmcture and techniques; 

(D) Analysis of historical data on the perfbrmance of 
mortgages insured by the Corporation; and 

(E) Development of models which assess the performance 
of the Corporation's entire outstanding portfolio and 
reserves, through simulations which would assume both 
the Administration's economic forecast and severe 
eoonomic conditions. 

(d) Baforoement Provisionss 

This subsection would establish the procedures to be used by 
the safety and soundness regulator upon the regulatorfs 
determination that: the Corporation failed to achieve the capital 
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requirements established by the safety and soundness regulator. 
Specifically, the regulator would be authorized to issue cease 
and desist crders i f — 

1) the Cprporatxon fails to make a good faith effort to^ 
comply with the requirements of this section or to submit or 
complete reports required by the safety and soundness 
regulator in conjunction with determining compliance with 
this section; 

7) the Corporation engages ih or ia iabout to engage in 
conduct that threatens to cause a significant depletion of 
the core capital of the enterprise; and 

3) i f the Corporation falls to take certain affirmative 
actions, required by the safety and soundness regulator in 
response to specifio conditions to be enumerated in this 
paragraph, to remedy undercapitalization. 

(e) Fundings 

This subsection would establish the mechanism that will fund 
ths safety and aoundness regulator's operations in connection 
with the Corporation. 

(f) Reportss 

(1) This subsection would set forth the types of reports 
required to be submitted to the safety and soundness regulator by 

, the CEO. 

(2) This subsection would set forth the types of reports 
required to be submitted by the safety and soundness regulator to 
the CBO, the Secretary, the President and tbe Congress, and the 
timetetbles required in connection with submitting reports 
sufficient for purposes of the President's budget. 

S©etioa 111. Budget Process; Federal Credit Reform 

This section will set forth the procedures and timetables 
pursuant to whioh the Corporatibn's practices will be deemed to 
conform to the Federal Credit Heform Act in lieu of a l l other 
requirements under such Act. 

Baekgrounds Title V of the Congressional Budget Act, the 
Federal Credit Reform Aot of 1990, reguires the advance budgeting 
of a l l estimated coste arising fr«a direct loan obligations and 
loan ;guarantee commitments made after 1991. Compliance with this 
Act ensures that Congress is accountable in any one year for the 
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entire cost that will be incurred in f aider al credit programs over 
the l i f e of the credit or credit guarantee. This Act was 
intended to ensure that future losses would be supported through 
the revenues of the credit programs or through contemporaneous ' 
appropriations. Government business-type programs that generate 
sufficient revenues to cover obligations do not rely upon 
appropriationa; compliance with the Federal Credit Reform Act's 
goals in such cases becomes an exercise in conforming the 
program's busineiks accounting with the budget prooess of the 
Federal government. 

The n©w Corporation i s intended to be self-sufficient. The 
safety and soundness regulator's primary role will be to 
determine whether or not, at any given time, there is sufficient 
capital reserved fpr the outstanding books of business. However, 
i t i s lucrative that the methods used for assessing the adequacy 
of tho capital reserves are not inconsistent with the methods 
used by the President to estimate credit subsidy for purposes pf 
reflecting the Corporation's activity in the federal budget. 
Operating a business under two conflicting regimes could result 
in decisiozuaaking that would iidiibit the Corporation's ability to 
aoooiq;>lish its public purpose mission. Therefore, this section 
sets forth a process by which the estimates, of performtuice uaed 
by the safety and soundness regulator for purposes of determining 
capital adequacy under the Administration's economic assumptions 
will be the estimates of performance reflected in the President's, 
budget. 

(a) President's approval of risk-based capital adequacy 
standards or model. 

This subsection will, provide that: prior to the commencement 
of business under new insurance authorities during the Transition 

reriod, set forth in Section 120(b), the President will approve he interim capital standards. Prior to the safety and soundness 
regulator's utilization of a risk-based capital adequacy model, 
the President will approve the model. 

(b) Aanual Budget Reporting Requirements 

This section will set forth the timetable for submission of 
an annual budget (including the annual business plan) by the 
Corporation to the safety and soundness regulator to enable the 
safety and soundness regulator to promptly transmit to the 
President for purposes of the federal budget, estimates of 
performanoe based upon the risk-based c a p i t a l adequacy nodal or 
the interim capital standards, as applicable. 

(c) Annual Credit Reform Subsidy Bftiaates 
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This section will set forth the process pursuant to which 
the President will determine an annual credit subsidy estimate 

?hrcoScration based un^^ estimates of P«-J<»™S%2oi;ir 
using the risk-based capital adequacy model or interim oepital ̂  
standards applied to the Corporation by the "*«ty,*?d so^^S 
?e5ttStor. The safety and soundness regulator will provide 
estimates of performanoe to allow two aubsidy " t e s to^be 
Calculated: (a) the subsidy rate associated with fftimated 
losae. and prifits resulting from new business i ^ . S ^ H r S f 
vears and tb) the subsidy rate associated with reestlmates of 
IoSi« iSdpiofi?s Resulting from the Corporation's outstanding 
portfolio. 

Both subsidy rates will be "unified." .Although^he safety 
and soundness re^ilator will assess the^performance of, and apply 
tpprSpJiSe capital standards to, individual °* 
business, the oredit B»ibsidy rate will be applied to the 
cSJpSmtion as a whole. Such unified •«b«idy,J*t««.^^}iJ*ff ^ s 
the Corporation to engage in varied business lines so long^as its 
ov«S?De?fS?mance satisfies the strict risk-based capital 
SSqjioy^JJaXSS defined by the safety and -oundness regulator. 
Sirapproach will enable the Corporation to 
and untested markets, while operating on a self-sustaining basis, 
coveSnrfuture lossis, and minimizing risks to the government 
and the. taxpayer. 
Section 112. Authorisation of Appropriations. 

(a) Annual appropriations of retained earaiags t 

The Corporation will be self-sustaining. However; in oj^er 
to be self-sSstaining, i t must retain the ability to invest any 
of its earned revenue back into its reserves or to support more 
targeted service to markets and borrowers underserved by the 
private market, in this section, the Cuxporation will be 
authorized to receive, and there will be appropriated 
indefinitely, an annual appropriation of the Corporation s 
negative subiidy in any year to its reserves. This appropriation 
i^Sot an appropriatioi I t federal dollars, per se, but rather, 
an accountiSi mScbanism to penidt the ̂ ^fpo^tion tp run its 
business on a year-to-year basis, unconstrained by fiscal year 
artifices. This appropriation will bppst the Corporation's 
Sfety " d soundness b? allowing i t to build^re.eryes to cover 
losse; resulting from any current or future businesa. Beca^ of 
the nature of the housing oredit business, i t will be critical 
for the Corporation to place its yearlv •""^^S*,^,,"*;™? 
dedicated for these purposes. Any displacement of such tunds 
would jeopardize the Corporation's.ability to Junction J» * 
housing credit business, to honor its commitments, and to operate 
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AS a going concern beyond each fiscal year. 

(b) Appropriation to cover certain activities that oonflict 
with Corporation's ability to be self-eustainiBg. 

(1) The Corporation will be authorized to receive 
appropriationa necessary to cover the costs of engaging m 
certain activities mandated or authorized by statute enacted 
after the effective date of this Act, i f such activity is not 
expectttd to b© 8©l£*sustaining, and if such activity has not been 
anticipated by the Corporation. This section will prohibit the 
Corporation from engaging in any such activity mandated unless i t 
receives sufficient appropriations. 

Section 113. Capitalisation and Ouaranty 

This section would establish a mechanism for the initial 
capitalization of the Corporation. This section will designate 
I the sources of capital to serve ae ini-tlal capital. This section 
will also state that obligations of the Corporation will be 
backed by tbe same level relationship to the U.S. Treasury as are 
obligations today's Federal Housing Administration. 

Seotion 114. Bvaluatioa of Potential Partners ̂ d Other 
Partioipants. 

To maximize its efficiency and the benefits accruing to 
families and conmiunities underserved by the conventiozuil 
moirtgage markets, the Corporation will rely upon private and 
other public partners and business participants in different 
capacities, une type of partnership will be risk-sharing 
arrangements, under which FHA shares the risk of default with 
another well-capitalized institution. FHA ctirrehtly retains 
demonstration multifamily risk-sharing authority which allows i t 
to enter into agreements with state and local housing finance 
agencies, government sponsored enterprises, and others. 

The risk-sharing partnerships in which the new Corporation 
will engage will cover both the single-family and multifamily 
arenas, with current partners and new partners. Partners would 
include: private mortgage insurers, state and local housing 
finance agencies, government sponsored enterprises, including 
Fannie Mae, Freddie Mac, and the federal home loan banks, and 
other private and publie entities determined by the CEO to be 
capable of such arrangements. Such risk-sharing arrangements 
have permitted FHA under certain oirotimstances to delegate 
processing, underwriting, and asset management amd disposition 
functions to partners, resulting in financial and administrative 
savings to the government, and further insulating taxpayers from 
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losses. 

This section would require the Corporation to establish 
guidelines to be used in evaluating the capacity of potential 
partners and other participants. These guidelines will be 
consistent with the following goals: 

(1) To ensure that partners and participants are fully 
capable of fulfilling obligations to the Corporation; 

(2) To ensure that partners and participants ore 
sufficiently capitalized and retain sufficient 
oreditworthlnosa to cover future obligations; 

(3) To ensure that the general business of poituers and 
participants does not conflict with the mission of the 
Corporation; 

(4) To maximize effioieucy and effectiveness in product 
delivery and operations; and 

(5) To minimize losses. 

Seotion 115: Corporate Guidelines and Practioes 
J . . . 

This section would prescribe a system for establishing 
business rules, guidelines, and practioes, which would be 
developed by the Corporation. To pmdently address business 
concerns, within the context pf a rapidly changing housing 
finance arena, the Corporation would retain the ability to 
continually revise its mles, guidelines, and practices. To 
accommodate this flexibility, the Corporation would be exempt 
from most of the rulemaking requirements of tha Administrative 
Procedures Act. Additionally, in connection with their 
respective roles as overseers or regulators of tha Corporation's 
performance requirements, the Secretary and the OFHEO director 
would be exempt from most of the mlemaking requirements of the 
Administrative Procedures Act. Finally, this sacti on would . 
specify that any rule or reoulation issued by the Secretary with 
respeot to the Department will not apply to the Corporation 
unless the Secretary specifically finds that application of such 
mle or regulation to the Corporation is consistent with tho 
Corporation's achievement of Its mission. 

8©otion 116: Ovorsight and Raporting Requirements. 

Most of the pversight specified in this secticn i s derived 
from the Governsaent Corporation Control Act. These requirements 
are in addition to internal procedures the Corporation would 
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undertake to minimize risk and ensure the integrity of 
operations. For example, the Corporation w i l l establish an 
internal audit office. 

, (a) Audit of Financial Statements — The Corporation would 
be required to submit to the Secretary, the President, and 
Congress, an annual audit of financial atatemelnts, performed by 
an qualified independent third party. 

,(b) GAO Audit— ' The Corporation would be required ̂ o submit 
any financial, operatione, or other information, as needed, to 
the Comptroller General of the United States, pursuant to the 
existing federal audit powers possessed by the Cbs^troller 
General• 

(c) Annual Budget — The Corporation would be required to 
submit an annual business-type budget to the President of the 
United States, to tha Secretary, to the safety and soundness 
regulator, and to Congress. 

(d) Annual Business Plan.— 

The Corporation would be required to submit an annual 
business plan to the Secret«try and to the safety and soundness 
regulator. The business plan would specify the product and 
operational strategy of the Corporation, Including plans to 
address coo^liance with the performetnce requirements 

(e) Quarterly Reports. 

This subsection w i l l require the CEO to submit quarterly 
repbrts as to financial information and business volume to the 
safety and soundness regulator and the President, and w i l l 
explain that submission of such reports w i l l satisfy the 
apportionment requirements of the Antideficiency Act. 

(f) Annual Report on Performance — The Secretary and the 
safety and soundness regulator would submit an annual report to 
Congress pn the Corporation's performance as measured by the 
performance requirements. 

Section 117 s Limitation on Business Activity 

The Corporation w i l l be subject to two overall business 
limitations s 

(1) a maximum mortgage amount, which w i l l be set at the 
statutorily imposed limit; and 
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(2) a total new business volume limitation, which shall be 
defined as no higher than x by the last day of the fifth 
calendar year foi1owi ng the commencement of new business 
under new authbrities pursuant to Section 120(b)(2)1 

Section 118: Civil Monoy Psnalties and other Sanotioas. 

This sectipn would specify the array of sanctions available 
to the Corporation for the purpose ef sanctioning partners and 
Other participants who failed to comply with program requirements 
or with the terms of their obligations to the Corporation. 

Seotion 119. Applioahility ef Other Federal Statutes. 

This seotion will provide that, unless otherwise specified 
in this Act, the Corporation will oomply with a l l applicable 
statutes. Bxexaptions will be listed In this section based upon a 
finding that compliance with such statute is incon^tible with 
the Corporation's ability to aocomplioh it s purposes in a safe 
and sound manner. 

Seetioa 120t Transition Period. 

(a) la general. This section will define a transition 
period for the operations of the new corporation. The transition 
period will commence upon the date of incorporation, which shall 
be the effective date of thia Act. During the transition period, 
the Corporation will phase out operations under existing 
insurance authorities, invest in new capital systems and 
infrastructure, develop a detailed business plan and mles and 
guidelines governing the Corporation's new business operations, 
accommodate the transfer of former FHA employees to the new ' 
Corporation, and hire enployees skilled in the new business to be 
undertaken by the Corporation. During this transition perioid, 
the Corporation will continue to issue mortgage insurance and 
enter into risk-sharing arrangements under existing authorities 
and begin to undertake new business under the authorities set 
forth in t:his Act. 

(b) Business activities diirlng tbe Transition Period. 

(1) CoatiniiatloB of business under authorities exist lag 
prior to the date of incorporations 

Upon the Secretary's delegation to the CBO, pursuant to 
' Section 12i, of pre-existing authorities and po«rers, the 
Corporation may engage in new business only to the extent that 
such business is authpriaod under suoh pre-existing authorities. 
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(2) rtiiHnsiKiamaiil of new busiskess sinder new authorities 

This paragraph would create "triggers" pursuant tb which the 
Corporatibn's ability to engage in new business would be 
determined. Oiice thf triggers are met, the Corporation oould 
enter into new business under both new and old authorities. The 
Corporatipn loould he authorized to enter into new business under 
authorities contained in this Act only upon the following: 

(A) A business plan must be approved by the Secretary; 

(B) The safety and soundness regulator must establish a 
risk-based capital adequacy model or appropriate 
interim capital standards; 

(C) The President must approve the risk-based capital 
adequacy model, or appropriate interim capital 
standards^ i f applicable, prior to initial usage by the 
aafety and soundness regulator; 

(D) The Secretory, in conjunction with the CBO, determines 
that the Corporation's staff, systems, and 
administrative infrastructure axe sufficient to carry 
out its operations. 

S©otion 121. Transfer Authorities, Continuation of Contracts, 
Orders, Proceedings, and Regulations. 

(a) 0©l©gation from the secretary.— The Secretary would be 
authorized to delegate to the CEO any of the functions, powers or 
duties of the Secretary (with respect to the Federal Housing 
Administration), including the ability to be compensated, to 
receive appropriations, and to deal with any assets or 
liabilities of any fund authorized tinder the National Housing 
Aot. The purpose of this delegation vrould be to permit the 
Corporation to operate selected existing FHA programs during the 
transition period until the businesses of the new Corporatipn can 
be fully established. 

(b) Continuation of Contracts — This subsection would 
permit the Corporation to continue a l l contracts, agreements, and 
other privileges, which pertain to the bnsiness of the 
Corporaltion after the date of enactment and which were formerly 
executed with the Department as i f the Corporation had executed 
such pontracts, agreements and bther privileges. 

Section 122. Termination of Single Family Batioaal Housing Aot 
Prograaus. • . 
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This section will require the Secretary, in conjunction with 
the CBO, to make a determination as to the ability of the 
Corporation to operate fully as a going concern. No business 
operating under the existing insurance funds will be permitted to 
cease until this determination has been made. This section will 
also, irepeal, as of the date of the termination of new business 
under the MMI Fund, the pre-existing reguireakent that the MMI 
fund achieve specified capital ratios. Additionally, i f 
necessary for budget neutrality, this seotion will provide for 
the transfer of funds to the MMI Fund on such date. 

Section 123. Termination of Multifamily Batioaal Housing Aet 
Psregrows. 

This sectioii will authorize the termination of new business 
under the General Insurance and Special Risk Insurance Funds* 

Seotion 1241 Amendments to the Charter of the Government 
Rational Moirtgage Association 

This section will amend the charter of the Government 
National Mortgage Association to reflect the changes made to FHA, 
so that 6HHA can continue to its secondary market function as the 
primary method of accessing capital to finance mortgages insured 
by the federal government. Specifically, GNHA would ba 
authorized to guaranty securities backed by: (a) mortgages fully 
insured by the new corporation; (b) mortgages fully insured by 
the new Corporation and other well-capitalized financial 
institutifons on a risk-sharing basis; (c) the portion of 
nortgages or pools of mortgages that are insured by the new 
corporation; and (d), other products otherwise credit-enhanced by 
the Corporation. In addition, net income of GNMA may be 
transferred to the MMI fund to ensure i t meets statutorily-
required capital standards or to the new insurance funds of the 
new corporation. Finally, GNMA's charter will be amended so that 
the provisions of federal mlemaking, procurement and personnel 
statutes applicable to QIMA mirror those applicable to the new 
Corporation. 

Soction 125s Evaluation by the Seeretacy 

Upon the third anniversary of the Corporation's cosmnencesaent 
of new business under authorities contained in this Act, the 
Secretary shall submit an evaluation of the Corporation's 

, activities to the President and Congress. The evaluation shall 
inolude the follewlngt 

1. Whether the Coirporation's charter provides the 
necessary powers and authorities for the Corporation to 
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accomplish its public purpose mission in a safe and 
sound manner; and 

2. To assess whether the business activity limitations set 
forth in Stetion 117 ara consiatent with the 
Corporation's ability to f u l f i l l i t s public purpose 
mission in a safe and sound masiner. This assesament 
shall determine the impact of these limitations upon 
the Corporation's current and anticipated future •' 
business activity. 

The Secretary shall make recommendations based upon the 
results of the evaluation for any ohanges dotormincd to be 
necessary to the Corporation's charter. 
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