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POLICY GUIDANCE ON NSP-SUPPORTED HOMEOWNERSHIP:  
AFFORDABILITY, FINANCIAL STRUCTURE, AND PROGRAM INCOME 

 
PURPOSE: 
 
This memorandum seeks to clarify issues that are separate but related in the Neighborhood 
Stabilization Program (NSP). These include initial affordability, continued affordability, 
financial structures, and program income. Providing definitions and examples should reduce 
potential confusion for grantees. 

OVERVIEW 
 
NSP funds are allocated to the grantee—a city, urban county, or state. 
 
 

 
The grantee acquires foreclosed or abandoned homes directly, or through subrecipients 
or private parties. If necessary, the grantee can also arrange for rehabilitation to local 
standards.    

 
 

A family with income that qualifies for NSP wishes to buy the home. The family 
applies for NSP assistance from the grantee. The home will be the family’s principal 
place of residence.        

        
 

     The grantee reviews income documentation for the family and calculates an “affordable 
rent” (or mortgage payment) for the home. In many cases, this will require a subsidy in 
the form of a reduced sales price, downpayment assistance, and/or a second mortgage 
at favorable terms in order to make the transaction initially affordable for the family. 

 
 

  The amount of the subsidy to make the house affordable initially (above) becomes the 
 basis for determining “continued affordability”. Based on HOME Program or stricter 
standards, the grantee requires the house to remain affordable for 5, 10, 15, or more 
years. The grantee places a lien or covenant on the house to enforce this requirement. 

 
 
When the family sells the house, the grantee determines whether the period of 
continued affordability is completed. If the affordability terms have been met, the 
family owes no more money and may sell the house free of NSP conditions. If the 
affordability terms have not been met, the grantee may recapture some or all of the 
 subsidy funds or require that the house be resold to an income-eligible family. 

 
 
If any funds are returned to the grantee at sale, these funds are considered Program 
Income to the NSP and must be used for NSP-eligible activities in accordance with 
CDBG Program Income procedures. 
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 BACKGROUND: 
 

Congress established the NSP to stabilize neighborhoods by addressing problems 
created by the abandonment and foreclosure of homes and residential properties. 
 
 

NSP activities are carried out through five Eligible Uses: 
 

A. Financing Mechanisms for foreclosed homes and residential properties; 
B. Acquisition and rehabilitation to sell rent or redevelop abandoned or 

foreclosed homes and residential properties; 
C. Establishment of land banks for foreclosed homes; 
D. Demolition of blighted structures; and  
E. Redevelopment of demolished or vacant properties. 
 

Separate Policy Guidance on Eligible Uses describes the terms used under each eligible activity 
and under the 25 percent set-aside for low income housing. The terminology and applicability 
varies slightly between Eligible Uses, so grantees must exercise care. See “Guidance on Eligible 
Uses” at the URL below: 
(http://www.hud.gov/offices/cpd/communitydevelopment/programs/neighborhoodspg/pdf/nsp_terminology.pdf ) 
 
The NSP Notice requires grantees to ensure affordability to LMMI by:  
 

• Calculating “affordable rents” to ensure that purchasers and renters of NSP-assisted 
structures do not have problems making mortgage or rent payments. A common 
standard is that housing payments should not exceed 31% of adjusted family income;  

 
and 

 
• Adopting standards that ensure that the units will continue to remain affordable. 

 
The NSP Notice allows grantees flexibility in meeting this standard, but says that grantees using 
the HOME program standards at 24 CFR 92.252 (for renters) and 92.254 (for owners) must meet 
the minimum compliance standards. These standards link the amount of funding to the length of 
time that the units must remain affordable and offer methods of ensuring affordability. HUD will 
allow grantees to impose more restrictive standards, but not less restrictive ones. 
 

http://www.hud.gov/offices/cpd/communitydevelopment/programs/neighborhoodspg/pdf/nsp_terminology.pdf�
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For rental properties, the standards are:  For owner-occupied units, the standards are: 
 

       
 
INITIAL AFFORDABILITY: 
 
 

NSP grant recipients also have options for meeting initial affordability through 
different Eligible Uses. Grantees may offer multiple types of homeownership 

assistance or utilize different subrecipients.  
 
The following strategies can be applied using each of the five Eligible Uses: 
 

A. Financing Mechanisms for purchase and redevelopment of foreclosed upon homes 
and residential properties may include soft-second mortgages, loan loss reserves, and 
shared equity loans. This use must involve some form of loan or credit enhancement 
and might include a pool of low interest loans for individuals who purchase and 
rehabilitate homes for use as their primary residence. Loan forgiveness is allowed, 
based on performance by the borrower according to terms set by the grantee. Such 
Financing Mechanisms are distinct from the type of subsidies used below in B or E. 

 
B. In purchasing and rehabilitating homes and residential properties that have been 

foreclosed upon or abandoned, grantees can finance rehabilitation with loans or grants 
to make housing affordable, provide direct homeownership assistance, reduce the 
price of the home being sold, or offer downpayment assistance and other support. See 
last page for details on options under Homeownership Assistance allowed by law. 

 
C. Land banking will not be discussed here, but properties that have been landbanked 

may use any of the strategies mentioned above under A or B when they are put back 
onto the market, then renovated and/or sold. 

 
D. Demolition of blighted properties generally does not involve financing and is not 

discussed here. 
 

E. Redevelopment of demolished or vacant properties could include many of the 
activities noted above in A and B, as well as new construction of housing for LMMI. 
These would include loans and grants for homeowners and rental housing providers, 
homeownership assistance, and other similar forms of assistance.  
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This homeownership guidance is based on the assumption that families receiving assistance 
occupy the home as their primary residence. Note that some of these forms of assistance may be 
combined, although in such cases, the more restrictive standards will apply. However, because of 
the different property types described in each eligible use, combinations are not always possible. 
For example, Eligible Use A, Financing Mechanisms, applies only to foreclosed upon homes and 
residential properties, not to abandoned homes.  
 
CONTINUED AFFORDABILITY 
 
Grantees must ensure that, regardless of the repayment terms, the home remains affordable for at 
least the minimum period shown on the charts above, generally five to fifteen years.     
 
Options for Continued Affordability 
 
The HOME regulations cited in the NSP Notice provide options for continued affordability 
including the following: 

 
• Resale of the home to the grantee or to another income-eligible buyer; 
 
• Recapture all or part of the initial subsidy, via full repayment of the loan, forgiveness 

of a portion of the principal, or equity-sharing. With recapture, the subsidy funds can 
be used for another home. Such recaptured funds become Program Income to the NSP 
Program; 

 
• Presumed affordability of homes in affected neighborhoods. Using analysis of 

market conditions, the grantee may show that houses will continue to be affordable to 
LMMI purchasers with conventional mortgage financing. This allows the grantee to 
avoid requiring repayment of the initial housing subsidy.   

 
To ensure continued affordability, grantees often structure financing terms to mirror the periods 
of affordability, but this is not required. More often, however, grantees impose financing 
requirements that tie the amount of subsidy to the term of affordability. If properties are sold 
before the period of affordability ends, the seller must reimburse the grantee for some or all of 
the initial subsidy. This revenue is Program Income and must be used by the grantee or approved 
subrecipient for other NSP-eligible uses.  The hyperlink below provides related policy guidance 
on Program Income to determine how the funds are distributed after the calculation is made. 
 
http://www.hud.gov/offices/cpd/communitydevelopment/programs/neighborhoodspg/docs/program_income_guidance.doc  
 

http://www.hud.gov/offices/cpd/communitydevelopment/programs/neighborhoodspg/docs/program_income_guidance.doc�
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Note that the affordability period is calculated differently under the resale and recapture 
provisions. For example, assume that $50,000 in NSP funds were used to purchase and 
rehabilitate a home and the purchaser repaid $30,000 to the grantee at the time of sale. $20,000 
would remain as the direct subsidy to the owner (via grant, deferred loan, or other terms).   
 

• Under the Resale Provisions

 

, ALL $50,000 used in the project would become the 
amount used to calculate the period of affordability, in this case 15 years. 

• Under the Recapture Provisions

 

, only the $20,000 direct subsidy would count toward 
the affordability period calculation, resulting in a term of 10 years. 

However, with all types of assistance, the NSP grantee cannot require the beneficiary (usually a 
homeowner) to repay more than the original amount of NSP assistance, nor can it recover any 
more than the amount of the net sales proceeds. This mirrors a similar requirement in the HOME 
Program. 
 
HOMEOWNERSHIP ASSISTANCE EXAMPLES 
 
The following pages come directly from a HOME Program handbook called Using HOME 
Funds for Homebuyer Programs: Structuring Recapture and Resale Provisions. These are 
suggestions, because grantees may develop their own programs. However, since the NSP Notice 
allows HOME to be used as a base for affordability issues, these tested models should be helpful. 
There are also excerpts about the presumption of affordability and about definitions of recapture 
and resale, as well as a chart of pros and cons of each, that may prove useful.  
 
HUD is posting this entire handbook on the NSP website for more detailed reference. From this 
point until the last page on Homeownership Assistance, all material is from the HOME 
guidebook. The Program Income referred to in the HOME guide will, of course, become NSP 
Program Income in this program.  
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HOME definitions of recapture and resale. 
 

 
 
Note that the affordability period is calculated differently under the resale and recapture 
provisions. In a resale situation, ALL NSP funds that have been used in the project count toward 
the period of affordability. Under the recapture provisions, only the net amount of subsidy 
remaining in the transaction would count toward the affordability period calculation. 
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Grantees may wish to adopt similar provisions to bring buyers to areas with limited appreciation. 
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This method of ensuring continued affordability requires some analytical capabilities and can 
only work in areas with stable or declining property values. However, it can make the program 
more attractive to purchasers and result in less monitoring in the future. 
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CDBG Direct Homeownership Assistance 

 
From The Housing and Community Development Act Section 105 (a) 

 

(24) provision of direct assistance to facilitate and expand homeownership among 
persons of low and moderate income (except that such assistance shall not be considered 
a public service for purposes of paragraph (8)) by using such assistance to-- 

(A) subsidize interest rates and mortgage principal amounts for low- and 
moderate-income homebuyers;  

(B) finance the acquisition by low- and moderate-income homebuyers of housing 
that is occupied by the homebuyers; 

(C) acquire guarantees for mortgage financing obtained by low- and moderate-
income homebuyers from private lenders (except that amounts received under this 
chapter may not be used under this subparagraph to directly guarantee such 
mortgage financing and grantees under this chapter may not directly provide such 
guarantees); 

(D) provide up to 50 percent of any downpayment required from low- or 
moderate-income homebuyer; or 

(E) pay reasonable closing costs (normally associated with the purchase of a 
home) incurred by a low- or moderate-income homebuyer; and 

 
































































































