The largest organizations are:

e www.ashi.org/ nd
Click on “Find an Inspector”
NATIONAL ASSOCIATION OF HOME INSPECTORS, INC.

e www.nahi.org/inspector/
AMERICAN ASSOCIATION OF HOME INSPECTORS

e www.aahi.com/membership
Click on “Certified Home Inspector Database”

Alist of local qualified inspectors can sometimes be obtained for local reputable lenders.
If local lenders also require a home inspection report, this may save the family money
by using the same inspection report to satisfy the lender’s and the PHA’s requirements.

PHA AS ADVOCATE DURING SALES NEGOTIATIONS
Many homeownership programs rely on the real estate agent to look out for the family’s inter-
est in negotiating what repairs or other costs the seller will take on. Some housing authorities
involve themselves in the inspections negotiations. After all inspections have been conducted,
the Burlington Housing Authority (BHA) in Vermont advocates for the homebuyer, negotiating
with the seller to complete as many needed repairs as possible to hold down the additional
costs that the participant family on a tight budget will need to spend..

THE INDEPENDENT INSPECTION REPORT

After the independent inspector has completed the inspection, he/she will submit copies
of the report to the family and the PHA.
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LIST OF LIKELY REPAIRS IN THE NEAR FUTURE
The Miami/Dade (FL) Housing Authority has adopted an Administrative Plan provision that
requires the independent inspector to “develop a written list of items that are likely to need
replacement or repair within the next one to three years.”

The PHA will review the report with the family, and will determine whether to approve
the home for purchase by the family. Even if the unit otherwise complies with the HQS,
and may qualify for assistance under the rental voucher program, the PHA has the discre-
tion to disapprove the unit for homeownership assistance based on the information in the
inspection report. Reasons for the disapproval of a unit that was otherwise in compliance
with the HQS might include:

¢ Conditions that were required to be, but were not, disclosed to the buyer by the seller.

¢ Conditions that normally require disclosure, of which the owner may not have been
aware.

¢ Conditions that threaten the health and/or safety of the family.

¢ Conditions that will require expenditures for repairs and/or replacement that exceed
the family’s resources.

e Conditions that can be expected to interfere with the family’s use and enjoyment
of the property.

If the family is still — despite the information in the inspection report - interested in
purchasing the house, the PHA may allow the family to negotiate, or may assist the family
in negotiating with the seller to make whatever repairs are needed. The information in
the independent inspector’s report may also be used as a basis for re-negotiating the
sales price for the house.
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POST-PURCHASE PROGRAM ADMINISTRATION

Up to this point, we have been considering what a PHA has to do to assist the families
to the point of purchasing their home. Now we will consider what happens after the
purchase is complete.

This chapter will focus on post-purchase activities that are required in order for the family
to continue receiving voucher assistance, and program guidelines on how to manage the
situations unique to homeownership that will inevitably arise.

FAMILY OBLIGATIONS

Before they receive homeownership assistance, a family participatingin the homeowner-
ship program is required to sign a statement of family homeowner obligations.

The statement marks the family’s agreement to comply with
the homeownership program requirements such as:

¢ Complywith the terms of any mortgage for debt incurred to purchase or re-finance
the home.

e Usethe assisted unit as the family’s only residence, and to promptly notify the PHA
of any absence from the unit. The family may not lease any portion of the home or
grounds.

Supply any information, certification, release or other documentation required by the PHA. For
homeownership families, this specifically includes information about any mortgages and/or
defaults, any sale or transfer of the home, and the family’s homeownership expenses.

¢ Notify the PHA before the family moves out of the home.
¢ Notify the PHA if the family defaults on the mortgage.
e Have no ownership interest in any other residential property.

¢ Complywith any other requirements by the PHA, such as any requirements to attend
and complete ongoing homeownership and housing counseling.

¢ Complywith the housing choice voucher family obligations at 24 CFR § 982.551, as
applicable (certain provisions are inapplicable to homeownership families, as noted).

e Comply with conditions related to crime or alcohol abuse by family members (24
CFR § 982.553).

¢ Comply with other local PHA optional requirements.

The PHA may deny or terminate homeownership assistance to families who do not comply
with their homeownership obligations that are detailed in the statement of homeowner
obligations.

POST-PURCHASE PROGRAM ADMINISTRATION
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POST-PURCHASE COUNSELING

A PHA may require families to attend post-purchase counseling, or may make coun-
seling available for families who encounter problems after they have purchased a unit.
Like the pre-purchase counseling, the actual counseling may be provided by the PHA, or
by a designated HUD-approved housing counseling agency. HUD strongly encourages
PHAs to offer post-purchase counseling if feasible. If PHAs have partnered with local
HUD-funded counseling agencies, many times the service can be obtained for no charge.

FOLLOW-UP IN THE FIRST 2 MONTHS
In Vermont, the Burlington Housing Authority (BHA) doesn’t require post-purchase counseling,
but checks in with new homeowners 6-8 weeks following the settlement to determine if there are
any payment or budgeting issues, discuss any program obligations, and review voucher proce-
dures. To keep in touch with the homeowners unobtrusively, BHA sends a quarterly newsletter
with topics such as budgeting and maintenance. At recertification, BHA conducts home visits.

ONGOING ELIGIBILITY

Families receiving voucher homeownership assistance are required to comply with the
PHA’s policies on reexaminations. All families are required to complete an annual reex-
amination. If the PHA requires interim reexaminations when the family’s circumstances
or income change, homeownership families, as well as rental assistance families must
comply.

In the annual recertification, the PHA must be sure to apply the proper homeownership
payment standard criteria, which is different than the rental program payment standard
criteria. The payment standard that is used to calculate the family’s TTP at any reex-
amination is the higher of the current payment standard that would otherwise apply
to the family or the payment standard used for the family at the commencement of its
homeownership assistance.

This provision is necessary so lenders can be assured that the level of subsidy will not be
reduced, unless there is a corresponding increase in the family’s ability to pay.

At some point, the PHA may determine that the family’s income has increased to the point
where the family is no longer eligible for a HAP payment ($0 subsidy). Under rental and
Homeownership Voucher Program regulations, the family’s participation is to be termi-
nated after 180 days with no subsidy payment. However, the PHA may allow the family to
remain on the homeownership program, if it determines that termination of the family’s
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participation will result in extreme hardship for the family. This hardship provision is at
the discretion of the PHA, and applies only to the homeownership program.

POST-CLOSING EDUCATION

Supportive Housing and Homeless Programs (SHHP) in Colorado provides post-closing edu-
cation through a variety of strategies to help families maintain homeownership stability. These
strategies include classroom sessions, mailings, and verbal communication between the
homeownership program coordinator and homeowners. In addition, residential coordinators
at partner service agencies maintain an ongoing relationship with homeowners, and inform
SHHP’s homeownership program coordinator regarding any important developments on the
family’s homeownership front.

POST-PURCHASE HQS INSPECTIONS

Homeownership Voucher Program regulations do not require annual HQS inspections
for units receiving homeownership assistance. However, PHAs may adopt their own
program policies regarding unit inspections.

The PHA may require:

e Annual (or periodic) post-purchase inspections of r
the assisted unit.

e Aninspection for a specified period after the family
purchases the home.

e Complaint inspections only.

Some PHAs feel that periodic inspections are important

to ensure that the unit is maintained in good condi-
tion. Other PHAs are more concerned about how the

PHA would respond if deficiencies identified during the

inspection were not corrected by the family. For example,
would the PHA terminate assistance or just counsel the

family if the family were in noncompliance with HQS?

Some PHAs have decided to leave the enforcement of
maintenance of the unit up to the family, lender, and/
or local code enforcement authorities.

EXTERIOR SPOT CHECKS ON HOME CONDITION
The Atlanta Housing Authority (AHA) conducts monthly post-purchase counseling by telephone. In
addition, AHA staff also makes drive-by spot checks to be sure that the property is cared for; the
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windows are curtained (rather than draped with sheets or blankets, for instance). Any concerns
are photographed and the family receives a telephone warning. Thus far, all concerns have been
cleared up with awarning. AHA also conducts an annual Housing Choice Voucher recertification.

PARTICIPANT MOVES

The family may purchase another home and receive homeownership assistance, or may
move to a rental unit and receive rental assistance, provided that no member of the
family still has any homeownership interest in the old unit. Tenant-based assistance may
not commence in the new unit until the
family has sold the previous unit.

For both the rental and Homeownership
Voucher Programs, the PHA may place
a limitation on the number of moves a
family can make during any 12-month
period. If the PHA finds that the family
has moved out of the unit, it must termi-

nate homeownership assistance at the
end of the month in which the family
moved.

In order for the family to be approved to

purchase anew unit with homeownership voucher assistance, the PHA must determine
that the family still meets the initial eligibility requirements at the time the family will
purchase the new unit (with the exception of first-time homeowner requirement).

PORTABILITY

The voucher portability procedures at 24 CFR § 982.353 and 24 CFR § 982.355, which
describe the respective roles of the initial PHA and the receiving PHA, apply to families
using portability in the Homeownership Voucher Program. If the family is eligible for
homeownership assistance and has not yet purchased a home, or has sold its ownership
interest in an assisted unit, the family may port its homeownership assistance to the
jurisdiction of a PHA that:

¢ Hasimplemented a voucher homeownership program.
e Isaccepting new families into the homeownership program.

¢ Determines the family meets any PHA requirements for eligibility established by
the receiving PHA.

PARTICIPANT MOVES
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As in the rental voucher program, the receiving PHA’s policies dictate the family’s eligi-
bility, and if accepted, the family must comply with the receiving PHA’s program policies.
Other portability provisions or restrictions (i.e., budget limitations) allowed under the

regulation also apply to the homeownership program.

LOANS FOR REPAIRS AND IMPROVEMENTS

The PHA provides allowances to families in the homeownership program that consider
the homeowner’s responsibility for routine maintenance of the unit, and the need to save
money for major repairs and replacements. Whether the family establishes areserve fund
or not, the unit may, at some point, require repairs that exceed the amount that the family
has available for that purpose. If the family finds it necessary to take out a loan secured
by the home (a “home-equity” loan) to cover the cost of repairs — or chooses to take out
a loan for improvements to the home — the PHA must include the cost of debt service
on the loan in the family’s monthly homeownership expenses. This will, however, only
benefit a family whose monthly housing expense prior to the loan is below the payment
standard. This is because the HAP is capped at the payment standard or the homeowner-
ship expense; whichever is the lesser of the two, minus TTP.

FUNDS FOR UNPLANNED REPAIRS

¢ To coverthe type of repairs that may catch any homeowner by surprise, CHAC, which
runs the Chicago Housing Authority’s (CHA’s) Choose to Own program, requires
each participant open a maintenance/repair account and save $1,000 by settlement.
This is also a way for CHAC to watch over the new homeowners: to use the account,
homeowners submit an estimate or paid bill of needed repairs. CHAC gives permission
for a withdrawal after reviewing the submission. Half of the participants who have
been in a home at least a year have used this account.

REFINANCING

The PHA may require that the family obtain the PHA’s approval for any loans that are
secured by the assisted property, including any refinancing or home equity loans.

In reviewing the proposed loan, the PHA may use the same criteria
that it uses to review the initial mortgage loan, including:

¢ Qualifications of the lender
e Terms of the loan

e Affordability for the family

REFINANCING
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HUD strongly encourages PHAs to establish requirements for the qualifications of lenders

and loan terms with respect to refinancing and to require PHA review and approval of any
proposed refinancing or loans secured by the home. PHAs implementing the program find

thatitis useful to include these conditions in the Statement of Homeowner Obligations,
Administrative Plan and the closing documents. By including them in the closing docu-
ments, the PHA also reduces the ability of predatory lenders from refinancing the home

(home equity loans), without their knowledge.

MORTGAGE DEFAULT & FORECLOSURE

The PHA is required to terminate homeownership voucher assistance for a family that
defaults on a mortgage loan and is dispossessed from the home under a judgment or
order of foreclosure. If the mortgage loan is not insured by the FHA, the PHA may — or
may not, in accordance with its policies — allow the family to move to a new unit with
rental assistance.

If the family defaults on a mortgage insured by FHA, the PHA may not
approve rental assistance for the family unless the family has both:
¢ Conveyed title to the home, as required by HUD, to HUD or HUD’s designee.
e Moved from the home within the period established or approved by HUD.
The PHA may not allow the family to purchase another unit with homeownership assis-

tance if the family defaults on any mortgage loan (FHA or non-FHA) and is dispossessed
from the home under a judgment of foreclosure.

In any event, the family will need to be informed as to whether they will be able to receive
rental assistance orifits participation in the housing voucher program is being terminated.

DEATH OF THE HOMEOWNER

If afamily member(s) who holds title to the home or ownership of cooperative membership

shares for the home — in whole or in part — dies, the PHA may continue making homeown-
ership assistance payments on behalf of the remaining family members (provided they

remain in the home) until the estate is settled. If payments were previously made directly
to the now deceased family member, they should be sent to the decedent’s executor or
legal representative. Payments can continue only as long as the unit is solely occupied

by remaining family members.
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TERM LIMITS ON HOMEOWNERSHIP ASSISTANCE

The maximum term during which a family can receive voucher homeownership assis-
tance is 15 years if the term of the family’s initial financing for the purchase of a home
first mortgage is 20 years or more, and 10 years if the initial mortgage term is shorter.

This is a lifetime limit on homeownership voucher assistance for any member of the
family who has an ownership interest in the property, and for the spouse of any family
member who has such an interest. If, for example, a mother and son jointly own an
assisted housing unit, and the son is married, the time limit applies to the mother, the
son, and the son’s wife.

The maximum term applies to all homeownership voucher assistance received by members
of the family, whether the family has remained in one unit or moved from one homeown-
ership unit to another.

No matter how many units the family has purchased:

¢ Thetermlimitapplies to the total time period during which assistance was received.

¢ The term limit is based on term of the family’s initial mortgage.

By way of example, assume a non-elderly/non-disabled family purchases its first home
with a 30-year mortgage. The maximum term for them to receive assistance is 15 years.
After 5 years, the family sells the first house and moves to another unit. This time their
mortgage loan is for 15 years. Notwithstanding, the family’s maximum term limit on
housing assistance is still 15 years. Since the family received 5 years of housing assistance
in the first unit, they can receive up to 10 years in the second unit.

The term limits for homeownership assistance do not affect the family’s eligibility for
voucher rental assistance. A family that has reached the end of its maximum term for
homeownership assistance can, if it chooses, sell the owned unit, and apply to the PHA
for voucher assistance in a rental unit. The family cannot, however, re-apply for partici-
pation in the homeownership program.

Pursuant to 24 CFR § 982.634, term limits do not apply to elderly or disabled families
(head of household or spouse is elderly or disabled). In the case of an elderly family, the
exception only applies if the family meets the definition of an elderly family at the start
of home-ownership assistance. In the case of a disabled family, the exception applies if,
at any time during receipt of homeownership assistance, the family now qualifies as a
disabled family.
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In either case, should the family no longer qualify as a disabled or elderly family, the
maximum term becomes applicable from the date homeownership assistance commenced.
However, the family must be provided at least 6 months of homeownership assistance
after the maximum term becomes applicable.

For example, a family consisting of a disabled man, his non-disabled spouse, and their
newborn baby purchased ahome through the program. After 16 years, the marriage ends
in divorce and the disabled husband moves out of the house and, as part of the divorce
settlement, no longer has any ownership interest in the home. The wife retains owner-
ship of the house and has custody of the minor child. The PHA administrative policy
provides that the voucher remains with the residual homeowners occupying the unit
(wife and child). The maximum term of homeownership assistance is now applicable. The
family has already exceeded the maximum time limit, but in such a case would continue
to receive 6 months of monthly homeownership assistance payments.

SUCCESS OF THE PROGRAM

As a result of eligibility monitoring, ten of Montgomery County Housing Authority’s (MCHA’s) 41
homebuyers are no longer part of the Pennsylvania program because their incomes have risen
above program requirements. One of these families left the program due to income increases as
a result of FSS. More common are families who move above income limits because of the addi-
tion of an employed adult child, forinstance, or who leave voluntarily because a new household
member would not meet program requirements. A few were found ineligible for continuation
on the program because of undeclared income; MCHA is pursuing filing suit so that the monies
due can be lined against the properties. One participant was terminated from the program for
refusing to provide necessary recertification information; this family recently lost the property
to foreclosure.
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PROGRAM REPORTING REQUIREMENTS

HUD’s regulatory framework for the Homeownership Voucher Program provides broad

administrative flexibility for the PHA to adapt the program to local conditions. Chapter 2

discussed the need for an initial assessment of local conditions, and suggested approaches

to assessing the potential demand for the program, local housing market conditions, the

lending climate, and the PHA’s capacity to undertake a home-ownership program. The

PHA’s management capacity included the planning, policy development, and program

reporting requirements. This chapter discusses the development of the plans and poli-
cies necessary to implement a Homeownership Voucher Program and the reporting

requirements.

THE PHA PLAN

The Quality Housing and Work Responsibility Act of 1998 (QHWRA) requires PHAs to
collaborate with local government agencies, program participants and residents in a
comprehensive planning process covering all areas of the PHA’s operation.

The products of this planning effort are:

¢ AFive-Year Plan that describes the mission and the long-term goals of the agency.

¢ AnAnnual Plan that provides details about the agency’s needs, resources, programs
and services for the year ahead.

The PHA’s analysis of local conditions during the planning stages of the Homeownership
Voucher Program will overlap to some extent with planning activities that are otherwise
required as part of the PHA Plan process. The PHA Plan process, however, also requires
the PHA to develop its plans and programs in consultation with both voucher program
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participants and public housing residents, and to offer the broader community the oppor-
tunity for review and comment. As part of the planning process, PHAs are required to

establish resident/participant advisory boards to participate in the plan’s development.
Prior to consideration by the agency’s Board of Directors, the draft plan document and

supporting documentation must be made available for review at one or more locations

accessible to the public. Public hearings must be held, and the comments received must

be considered before the Plan is finalized and submitted to the Board for approval.

Plans for the Homeownership Voucher Program must be included in the broader PHA
planning process. When the time comes for the preparation of the actual PHA Plan docu-
ment, the PHA should be sure to include the following items that relate directly to the
agency’s planning and implementation of the voucher homeownership option:

e Statement of Housing Needs. The PHA is required to collect and provide data on
housing needs (affordability, supply, quality, accessibility, size, and location) of families
in its jurisdiction. The data is generally based on the information contained in the
Consolidated Plan applicable to the jurisdiction(s) in which the PHA operates. The
Consolidated Plan is prepared by the local CDBG agency or, in rural areas, by the
State Department of Community Affairs. This information, which the PHA might not
otherwise have occasioned to review, will be helpful in developing a homeownership
strategy that addresses untapped resources and/or unmet needs in the community.
The statement of housing needs also requires information about the demographics
(income, family status, disability status, and race, ethnicity, and family/unit size) of
families on the PHA’s waiting list(s).

The PHA is required to summarize its strategies for addressing the needs of these fami-
lies in the coming year including, if appropriate, the use of the voucher homeownership

option. Broadly, the homeownership program can be seen as a strategy to “maximize the

number of affordable units available to the PHA within its current resources” (Strategy 1

in the plan template). If the PHA expects very large families, families with disabilities, or

other special needs families to use the program to address currently unmet needs; this

should be discussed as a strategy for meeting the needs of specific family types. If the PHA
plans to use the program, at least in part, as a de-concentration strategy to broaden the

neighborhood choices available to voucher holders, this information should be included

in the statement of the agency’s “... activities to affirmatively further fair housing.”

¢ Statement of the PHA’s Policies that Govern Eligibility, Selection, and Admissions.
Part B of this section of the plan requires the PHA to answer a series of questions
about eligibility, waiting list organization, search time, and admissions preferences in
the PHA’s tenant-based programs. This section relates to admissions to the Housing
Choice Voucher Program, not to the homeownership program.

e PHA’s Rent Determination Policies. Part B of this section of the plan is a series of
questions about the PHA’s payment standards and minimum rent. Remember that
the payment standard and the (unit size) subsidy standard must be the same for the
homeownership program as it is for the rental assistance program.
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e Operations and Management. Part B of this section requires the PHA to list by
program the number of families served at the beginning of the year, and the expected
turnover. Homeownership voucher participants are to be included in the count for
housing choice vouchers.

¢ Homeownership Programs Administered by the PHA. Part B of this section asks the
PHA to indicate whether it plans to administer avoucher homeownership program in
the coming year. If so, the PHA must report whether it intends to limit the number of
families participating (and if so, to what number), and to state any additional criteria
(beyond the mandatory HUD criteria) that will be used.

Keep in mind that a PHA that wishes to offer families the homeownership option is
required to demonstrate the capacity to operate a successful homeownership program.
This can be done by any of the following:

¢ Establishing a minimum downpayment requirement of at least 3 percent.

¢ Requiring that the financing used for home purchase comply with industry standards.

¢ Demonstrating in the Annual Plan that the PHA has or will acquire the capacity to
successfully operate a voucher homeownership program.

THE PHA ADMINISTRATIVE PLAN

PHA policy decisions regarding the implementation of the Homeownership Voucher
Program must be incorporated into the PHA’s Administrative Plan. Typically, a PHA
implementing a targeted housing program,
or allowing the use of a new housing type,
adds achapter to its existing Administrative

Plan. The new chapter describes any special

policies or provisions applicable to the new

program, and states that — unless other-
wise noted — all of the PHA’s other voucher

program policies will apply to the new
program.

Additions or changes to the Administrative

Plan must be formally adopted by the PHA

Board or other governing body before they are considered the official policies of the PHA.
(HUD’s formal approval of the PHA Administrative Plan is not required in order for the
policy to take effect.) Homeownership Voucher Program regulations specify several policy
areas in which the PHA must — or may — establish policies. If the PHA has established
local or optional policies in any of the areas listed below, they must be addressed in the
PHA’s Administrative Plan.
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LIMITATIONS ON THE NUMBER OF FAMILIES

The PHA is not required to permit families to use their voucher assistance for homeown-
ership, and a PHA that does allow families to use their assistance to purchase ahome, may
limit the number of families who are able to do so. Alternatively, some PHAs have chosen
to effectively limit participation in the homeownership program by imposing additional
requirements for program participation.

For example, if the PHA intends to limit the number of families participating in the
homeownership program, the Administrative Plan should state what the limit will be, and
how the PHA will make its selection among eligible families. Possible methods include
taking applicantsin first-come, first-served order; selecting eligible participants by lottery;
or giving preference to certain families (such as FSS participants, families with lengthy
employment histories, etc.).

Any limitations imposed by the PHA can be applied equally to families currently residing
within the PHA’s jurisdiction, and to families moving into the jurisdiction under porta-
bility procedures.

PHA REQUIREMENTS FOR PARTICIPATION

The minimum eligibility standards for participation in Homeownership Voucher Program,
including minimum standards for income and employment, are established by HUD,
and need not be reiterated in the PHA’s Plan. The PHA does, however, have discretion to

establish a higher minimum income limit and in how it will apply the HUD requirement

for “continuous employment” that is, whether (and to what extent) an interruption in the

applicant’s employment will be permitted. If, for example, the family member held a job

for eight months, then quit to move to a higher-paying or more convenient job, and took

a two-week vacation in between, the PHA could determine that the applicant’s employ-
ment had not be interrupted.

Program regulations allow the PHA discretion in limiting homeownership assistance to
“families or purposes” defined by the PHA.

For example, this allows PHAs to limit eligibility to:

e Current program participants or program participants that have been receiving
rental assistance and have been in “good standing” for an established length of
time. As discussed earlier, the primary considerations here seem to be that current
participants are aknown quantity, and/or that the PHA is able to earn administrative
fees for the families while they are preparing for homeownership. Income targeting
requirements may also limit the number of eligible families that could qualify for
homeownership directly from the waiting list.
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e Family Self-Sufficiency participants. FSS participants are often good candidates a
for ahomeownership program because they are generally highly motivated families
who have some employment history and some savings that can be used to cover the
downpayment and settlement costs associated with buying a home.

e Other groups designated by the PHA. This could include targeting the program for
special needs families, such as elderly/disabled families.

MAXIMUM TIMES TO LOCATE AND PURCHASE A HOME

Under the Homeownership Voucher Program, no voucher is issued to the prospective
homebuyer, and HUD prescribes no time limits on the search period. The PHA may adopt
local policies regarding the maximum time it will allow a family to find and to complete
the purchase of a home. A PHA may also make a distinction (with separate time limits)
for locating a potential house and actually closing on the home.

Based on local experience with housing search in the rental assistance program, and an
expectation that families will require a longer search period to find a home, many PHAs
have established 120-180 days as the basic homeownership search period. If the PHA is
willing to extend this period under certain conditions, the Administrative Plan should
state the conditions.

ISSUING NON-PURCHASING FAMILIES A RENTAL VOUCHER

Homeownership voucher regulations allow a PHA the option of issuing a rental voucher
to unsuccessful applicant (non-participant) families at the conclusion of the search period,
requiring them to re-apply for housing voucher assistance, or returning the families
to the housing voucher waiting list (at either the top or bottom of the waiting list). The
Administrative Plan should state whether, and under what conditions, the PHA will issue
rental vouchers to unsuccessful applicant families.

COUNSELING REQUIREMENTS

Homeownership Voucher Program regulations require that participant families attend
and satisfactorily complete a pre-assistance housing counseling program identified by the
PHA. The regulations suggest, but do not require, topics to be covered. The Administrative
Plan should include the counseling topics that are required by the PHA. If the PHA permits
some modification in the topics covered based on the needs of individual families, the
Administrative Plan should state what modifications are permitted and how the decision
will be made. If the PHA also requires post-purchase counseling, it should include it in
the Administrative Plan.
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MINIMUM DOWN PAYMENT OR EQUITY REQUIREMENTS

Program regulations require a PHA to demonstrate its capacity to operate a homeown-
ership program by meeting one of three criteria. The firstis “... establishing a minimum
down payment requirement of at least three percent of the purchase price, and requiring
that at least one percent come from a family’s personal resources.” This does not mean
that the PHA is required to establish down payment or equity requirements for families
who wish to participate in the voucher homeownership program. If a PHA elects to adopt
any minimum down payment or equity requirements, the requirements then should be
spelled out in the Administrative Plan.

REQUIREMENTS FOR FINANCING THE PURCHASE

A PHA may also demonstrate its capacity to operate a homeownership program by
requiring that the loan used to finance the purchase of a home either

Be provided, insured, or guaranteed by the State or Federal government.
Comply with secondary mortgage market underwriting requirements.
COMPLY WITH GENERALLY ACCEPTED UNDERWRITING STANDARDS.

Again, the PHA is not required to impose these requirements, but if it chooses to do so,
this policy should be stated in the Administrative Plan.

The Administrative Plan should state any other standards the PHA will use to review
the families’ proposed financing, refinancing, or other debt secured by the home. These
include standards relating to qualifications of lenders or the terms of the proposed
financing, such as:

Qualifications of Lenders: The PHA may adopt policies relating to the qualifications of
lenders. Some PHAs, for example, have prohibited the use of seller financing. Others
require case-by-case approval of lender financing arrangements.

Balloon mortgages, which allow payment of interest only during the term of the loan, and
the full amount (the “balloon™) of the principal at the end of the term. Mostly associated
with widespread defaults during the Great Depression, the balloon mortgage has been
brought up to date in a number of variations on the original theme. Generally, the use of
balloon financing is not recommended unless the borrower knows that he/she will sell
the home before the balloon payment is due, or will be able to refinance when the balloon
payment is due.
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Adjustable rate mortgages that have interest rates that are subject to increase during the
term of the loan. Adjustable rate mortgages, that frequently have lower initial interest
rates than fixed rate loans, are generally more attractive when interest rates are especially
high. They are less attractive when interest rates are low, because borrowers risk nega-
tive amortization if interest rates rise substantially and a larger portion of the monthly
payment is consumed by interest charges.

The PHA may also disallow certain overly restrictive provisions in the financing agree-
ment, such as a prohibition on prepayment of the mortgage, high prepayment penalties,
predatory loans, or other abusive lending practices.

AFFORDABILITY RESTRICTIONS ON DEBT SECURED BY THE HOME

The PHA may adopt policies regarding the affordability. The affordability can be placed
on loans taken out to finance the purchase of the home, or loans proposed subsequent
to the purchase that are secured by the family’s equity in the home, such as “cash out”
refinancing and/or home equity loans that provide cash for home repairs, improvements,
or non-housing consumer spending. Many lending institutions tout the availability of
home equity loans as “turning your home into a checking account.” PHAs may wish to
ensure that the checking account is not overdrawn by requiring families to secure PHA
approval for any loans secured by the value of the family’s home, and develop standards
for the affordability of these loans. These standards must be included in the PHA’s
Administrative Plan.

FINANCING AFFORDABILITY

Unlike the rental assistance program, voucher homeownership regulations do not impose
an affordability cap on the homeownership expense of participant families. Nevertheless,
PHASs have the option to disapprove proposed financing, re-financing, or other debt
secured by the home (such as a home equity loan) if they determine that the debt is not
affordable. The PHA’s standards for determining affordability must be included in the
Administrative Plan.

Mortgage lenders generally impose limits of 36-50 percent of gross monthly income on the
amount of “back-end” debt — the total housing and non-housing debt — that borrowers
can assume. The PHA may wish to apply this or a similar standard when financing is
provided by other than a traditional lender (e.g., seller financing).
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REQUIREMENTS FOR CONTINUATION OF HOMEOWNERSHIP ASSISTANCE

e Theactual cost of principal and interest on the initial mortgage debt (or refinancing
of initial debt), and any required mortgage insurance premium.

e The actual cost of real estate taxes and other public assessment on the property.

e The actual cost of home insurance.

Homeownership Voucher Program regulations require that participating families comply
with certain family obligations in order to qualify for continued assistance. These family
obligations are regulatory and stated in 24 CFR § 982.633 and need not be reiterated in the

PHA’s Administrative Plan. The regulations allow the PHA to establish additional require-
ments for continuation of homeownership assistance. Any PHA-established requirements

for continued participation must be included in the PHA’s Administrative Plan. The PHA
may, for example, require families to participate in post-purchase counseling.

The PHA may also require annual or periodic post-purchase inspections of the assisted

unit. Some PHAs feel strongly that periodic inspections are important to ensure that

the unit is maintained in good condition, and believe that this additional level of over-
sight can be used to encourage participation of the program to lenders. Other PHAs have

looked ahead at what might happen if deficiencies identified during the inspection were

not corrected by the family, and have decided to leave enforcement on the maintenance

of the unit up to the family, lender, and/or local code enforcement authorities.

DETERMINING HOMEOWNERSHIP EXPENSES

The PHA is required to adopt policies for determining the amount of homeownership
expenses it will allow. Most elements of the homeownership expense are based on the
family’s actual expenses, or allowances that the PHA has already established.

For homebuyers other than families purchasing shares
in a co-op, the PHA is required to include:

¢ An allowance for utilities, in accordance with the PHA’s utility allowance schedule
for the rental voucher program.

¢ For the homeownership program, the PHA must also include:
¢ An allowance for routine maintenance expenses.

¢ An allowance for the costs of major repairs and replacements of major systems and
appliances.

¢ The actual cost of principal and interest on mortgage debt incurred to finance the
cost of major repairs and replacements, or to improvement to the home.

¢ Input participant data correctly into PIC
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These allowances are intended to allow program families to set aside a small amount
each month against the time when major repairs or replacements are necessary. The
PHA must decide the appropriate levels for the allowances, based on its expectations
concerning the cost, frequency of repairs, and system replacements to homebuyers in
local markets. The amount allowed should not be adjusted to reflect the age or condition
of the unit purchased by the family or the actual cost of the specific repair. The PHA may
advise families about the importance of establishing a “rainy day” fund, but it may not hold
assistance payments aside in escrow for the family. The PHA could require the family to
maintain a minimum balance and/or make monthly contributions to a savings account
tobe used asreplacement reserve as an additional requirement for continued assistance.
The PHA can review the account during the annual recertification.

After purchasing the home, the family may find it necessary to pay for major repairs and/
orreplacements that exceed the amount available in their reserve. If the family takes out

aloan to finance the cost of major repairs and/or replacements, or to make improvements

to the home, the PHA must include debt service for the loan in the family’s homeowner-
ship expense. The PHA’s policies for determining reserve amounts must be included in

the PHA’s Administrative Plan.

For families purchasing sharesin a co-op, the PHA may also include allowances for the co-op
charge (Which includes payments for real estate taxes and public assessments) and for co-op
maintenance fees assessed by the co-op association. Families purchasing condominiums
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are also eligible to receive any allowances provided by the PHA for condominium main-
tenance fees assessed by the homeowner’s association. For families purchasing units
where the family will not own the land (assuming the eligibility requirements for such a
unit are met), the monthly homeownership expenses would include land lease payments.

LIMITATIONS ON MOVES BY FAMILIES

A PHA may establish policies limiting the number of
moves that a family in the homeownership program may
make in any one-year period. These moves would include
both moves from one homeownership unit to another, and
moves from a homeownership unit to rental unit.

However, PHAs may not impose other PHA
restrictions on homeownership families’ right to
move, unless the family is subject to termination
or denial of assistance because of either:

e Noncompliance with Housing Choice Voucher Program
requirements.

e Failure to comply with family obligations under the
Homeownership Voucher Program.

e Mortgage default.

If the family defaults on the original mortgage loan, or any subsequent refinancing of the
loan used to purchase the assisted unit, the PHA may allow the family to move to a new
unit with rental assistance. (However, this is not an option if the family has defaulted on
an FHA-insured loan, and has not conveyed the title to HUD, and moved out of the home
within the required period.)

The PHA’s policies, if any, on moves by homeownership families, and on the provision of
rental assistance to families in default on their mortgage loans, must be included in the
Administrative Plan.

PHA REPORTING REQUIREMENTS

PHASs are reminded that information on families assisted under the homeownership
option is reported on section 15 of Form HUD 50058. It is extremely important that the
PHA correctly identify homeownership participants in reporting program participant
data to HUD.
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