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RECOMMENDATION

It is recommended that the Rules Committee recommend to the Mayor and City Council that
City staff work with the U.S. Department of Housing and Urban Development and the U.S.
Congress to oppose proposed changes to the Community Development Block Grant (CDBG)
formula that would adversely impact the City of San Jose.

OUTCOMES

Approval of the staff recommendation will allow staff to work with HUD and Congress to ensure
that any changes to the CDBG formula allocation will not adversely impact the federal resources
available to the City to meet housing and community development needs.

EXECUTIVE SUMMARY

The U.S. Department of Housing and Urban Development (HUD) is proposing to change the
funding formula for the Community Development Block Grant (CDBG) Program. Certain
changes under consideration would reduce the federal funding allocated to the City of San José
annually. It is recommended that City staff be authorized to communicate with HUD and
relevant members of Congress to relate concerns regarding the formula changes and
recommendations for improvements.

BACKGROUND

The CDBG program has been a vital resource for local governments to improve lower-income
communities. Last year, the President’s budget proposed the elimination of the CDBG program
and transfer of funds to the U.S. Department of Commerce. As a result of the widespread
opposition to the President’s proposal, Congress refused to eliminate, or move the program, or to
adopt the proposed budget reductions.
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The President’s Federal Fiscal Year 2007 budget proposal was released in February. An
Information Memo was sent to the Mayor and City Council on February 28, 2006 from the
Director of Intergovernmental Relations highlighting some of the key policy and budgetary
changes reflected in the President’s proposed budget. One of the programs most significantly
impacted was the Community Development Block Grant (CDBG) program. Under the
President’s budget, funding for the CDBG program would be reduced by 25%, or $1 billion, the
lowest level of funding for this program since 1990. Under the proposed budget, funding for the
City of San Jose would be reduced by an estimated $2,578,427.

ANALYSIS

In addition to the cuts requested by the President, the budget also proposes to drastically change
the CDBG funding distribution formula to better reflect the relative need of need of entitlement
jurisdictions across the country. While the President’s proposal does not detail how funds would
be distributed under a new formula, a study released by HUD in February 2005 may provide an
indication of what HUD is considering. At that time, HUD introduced four alternative funding
distribution formulas. This memorandum analyzes the current allocation formula and the
impacts of the four alternatives to San José and the rest of the region.

Current CDBG Formula

HUD currently uses two basic formulas, known as Formula A and Formula B, to allocate CDBG
funds to entitlement communities and states. Under the current system, local entitlement
communities receive 70% of the total CDBG funds appropriated by Congress and states receive
30% to distribute to “non-entitlement” jurisdictions.

The current CDBG funding Formula A allocates funds to a community based on its metropolitan
share of: (1) population (weighted at 25%), (2) poverty (weighted at 25%), and (3) poverty rates
(weighted at 50%). Formula B allocates shares based on: (1) share of growth lag' (weighted at
20%), (2) poverty (weighted at 30%), and (3) pre-1940 housing (weighted at 50%). Both
calculations are run for each entitlement jurisdiction and the greater number is assigned to the
entitlement jurisdiction. San José generally qualifies under Formula A given that it has not
experienced a growth lag, its federal poverty levels are not relatively high, and the City has a
relatively newer housing stock.

One of the major concerns with the current funding formula is that the indicators typically are
designed with the needs of older, East Coast cities in mind. For example, 2004 Census
information shows that 11% of residents in San José were below the federal poverty rate
(819,484 for a family of four). In comparison, the City of Cleveland has a poverty rate of 23%
but also a lower cost of living. While San José has fewer residents living at or below the federal
poverty level, it is a high cost area with significant income disparities. In San José, households

1 HUD defines growth lag as “shortfall in population that a city or county has experienced when comparing its
current population to the population it would have had if it grew like all metropolitan cities since 1960.”






