               U.S. Department of Housing and Urban Development

                              Office of Housing

                              H O U S I N G

Special Attention of:                         Notice H 96-71 (HUD)

All State and Area Coordinators               Issued:  August 7, 1996

All Directors, Office of Housing              Expires:  August 7, 1997

All Directors, Single Family Divisions

All Public Housing Directors  Cross References: Handbook 4155.1,

                              REV-4, CHG.1, Mortgagee Letters

                                        94-2, 96-21 and 96-42

Subject:  Public Housing Homeownership Initiative

     The purpose of this notice is to provide FHA offices with

additional guidance with regard to the Public Housing Homeownership

Initiative outlined in the attached Mortgagee Letter 96-42.  The

Mortgagee Letter outlines how FHA will assist in making homeownership

a reality for 25,000 public housing residents by the year 2000.

     FHA allows the cash investment in the property to be gifted as

long as the donor meets the criteria as outlined in the Mortgage

Credit Analysis Handbook, 4155.1, REV-4, CHG-1.  Sellers and other

interested parties cannot provide gift funds to the homebuyer without

these monies being considered an inducement to purchase and requiring

a corresponding reduction to the sales price.  In the case of a public

housing resident seeking homeownership, we will permit the seller to

provide downpayment assistance, subject to certain conditions.

     Acceptable conditions include tenant "self-sufficiency" programs

whereby the Public Housing Authority (PHA) segregates a portion of

monthly rent payments for the goal of eventual homeownership.  Funds

accumulated in this manner and provided by the PHA to the prospective

homeowner are neither considered inducements to purchase nor require a

reduction in the sales price.  In addition, rent payments by a

resident that exceed the appraiser's estimate of fair market rent may

be accumulated for the downpayment.  The "rent with option to

purchase" agreement and the appraiser's estimate of market rent must

be included in the endorsement package.

HSIP:     Distribution: W-3-1, R-1, R-2, R-3-1(H)(RC), R-3-2, R-3-3,

                         R-6, R-6-2, R-7, R-7-2, R-8

                                   2

     Federal, State and local governmental agencies and those

nonprofit agencies considered instrumentalities of the government can

also assist in this worthwhile initiative by providing secondary

financing for the borrower's entire cash investment (refer to the

Mortgage Credit Analysis Handbook, 4155.1, REV-4, CHG-1, Section 5 for

general information concerning Secondary Financing and to Mortgagee

Letter 94-2 for a specific information in regard to secondary

financing by nonprofit agencies). Mortgagee Letter 96-21 outlines

several examples of how the 203(k) program may be combined with

assistance from the above entities to facilitate in making

homeownership a reality for public housing residents.

     The Department is committed to this initiative and encourages you

to support the procedures that will assist public housing residents in

making homeownership a reality.

                         Assistant Secretary for Housing-

                         Federal Housing Commissioner

Attachment

 MORTGAGEE LETTER 96-42 

Enclosure

                                A PUBLIC HOUSING

                                 HOMEOWNERSHIP

                                    STRATEGY

                                  August 1996

                U.S. Department of Housing and Urban Development

     The Department of Housing and Urban Development has announced a

National Homeownership Strategy to achieve an all-time high

homeownership rate of 67.5 percent and generate 8 million additional

homeowners by the year 2000.  As HUD implements this strategy, it must

be sure to pay attention to the particular needs of public housing

families who are interested in and capable of becoming homeowners.

Thus, the Department has produced this Public Housing Homeownership

Strategy.

Introduction: The Benefits of Homeownership

     The Department of Housing and Urban Development is a

strong supporter of homeownership for low-income

families.  HUD understands that homeownership is a basic value

shared by all Americans, no matter what their ages, incomes,

ethnic heritage, or geographic location. Homeownership is the

American dream. Too often, however, homeownership has

remained an unrealized dream for people with low incomes,

especially for residents of public housing.

     HUD believes that it has a responsibility to help public

housing residents realize their dreams of homeownership, just as

it has for millions of other American families.

Homeownership offers many individual and community benefits.

o    Homeownership permits

     families to invest in an

     asset that will grow in

     value and generate

     financial security. It can

     provide capital to start a

     business, finance a college

     education, or support

     retirement.  It is an asset

     with the potential to be of

     long term value to the

     owner's children and

     grandchildren.

o    Homeownership provides

     families with physical and

     psychological security.  It

     offers the stability so

     important to pursuing

     advancement in education

     and employment.  It

     provides a sense of control

     over one's environment and

     one's future.  It provides

     parents with a sense of

     pride and achievement in

     providing a home for

     themselves and their

     families.

o    Homeownership can help

     stabilize neighborhoods and

     build stronger communities.

     Families feel greater

     responsibility for a home

     and its environs if they

     have an ownership stake.

     They also feel greater

     responsibility for making

     their community a good

     place to raise their

     children because, as

     homeowners, they are likely

     to stay in the community

     for a longer period of

     time.

HUD's Goal:  25,000 Public

Housing Families Become

Homeowners

     HUD's goal is to help

25,000 families who are

currently living in public

housing become homeowners by the

year 2000.  This new public

housing homeownership initiative

will make it possible for

responsible, qualified residents

of public housing - families who

are working, seeking work, or

participating in training or

education that will lead to work

- to prepare for an ultimately

become homeowners.  This

initiative can help them reap

the benefits that homeownership

provides.

     Accomplishing this goal

will require several approaches:

o    Sale of single-family homes

     and other small, low-

     density developments

     already in the public

     housing inventory;

o    Sale of homes developed or

     acquired by public housing

     authorities for

     homeownership; and

o    Enabling families to buy

     homes from the private

     sector and graduate from

     public housing.

     To implement these three

components, the Department will

make use of many tools to help

residents buy public housing or

other homes in the community:

o    The Section 5(h) program

     (or a successor program

     under a new authorizing

     bill), which authorizes

     sales of public housing to

     residents;

o    Opportunities for

     homeownership created by

     offering for sale 10

     percent of the replacement

     housing under HOPE VI - the

     Department's program for

     demolition and

     revitalization of the most

     seriously distressed public

     housing developments; and

o    Implementation of a Section

     8 homeownership program to

     help families in public

     housing buy homes on the

     private market.  Recipients

     will be able to use tenant-

     based Section 8

     certificates or vouchers

     for mortgage payments

     rather than exclusively for

     rent.

Public Housing Homeownership

     Strategy Evolves

     The Department has a long

history of homeownership

efforts, going back over 25

years to the Turnkey III program

and continuing with several

subsequent programs to

accomplish this goal.  In all of

that time, 25,000 homes have

been approved for sale and

another 1,200 approvals are

pending.  About half of the

units approved for sale have

actually been sold.  The pace of

approvals has increased during

this Administration.  From 1993

to 1995 there were over 4,000

approvals, an increase of 40

percent over the previous four

years.  While this is a good

beginning, HUD's goal is to

accomplish in the next few years

what has taken a quarter of a

century to accomplish so far.

     The Department faced

numerous limitations in its

earlier homeownership program,

limitations which this new

initiative will overcome.

Historically, the Department has

also relied exclusively on the

sale of public housing stock to

make public housing residents

homeowners.  Many viewed such

homeownership efforts as a

scheme to sell off the public

housing stock, thereby taking

HUD out of the business of

public housing.  As such, there

was little broad-based support

among public housing residents,

administrators or elected

officials.

     In light of previous

activity, the goal of 25,000

sales is ambitious.  However, a

total of 25,000 sales through a

combination of existing public

housing, new public housing and

families graduating from public

housing into homeownership

represents the loss of a tiny

portion of the existing public

housing stock.  The purpose of

this initiative is not to sell

the stock; it is to create

private homeownership

opportunities for public housing

families.  Moreover, it is part

of a comprehensive

Administration effort to

transform public housing into a

support system creating

opportunities for public housing

families to achieve economic

self-sufficiency and to create

communities of opportunity in

public housing developments.

     Another problem caused by

the older focus on selling the

existing public housing stock

was that for most families,

their dream of homeownership is

to move into a single-family

home, not to remain in public

housing.  Many public housing

families prefer to live in

neighborhoods that offered

better schools, transportation,

or access to employment.

     Even where there was tenant

interest in buying public

housing, the focus on the sale

of multifamily projects was

overly ambitious and the slow

rate of sales that occurred is

not surprising.  Multifamily

homeownership conversions are

the most complicated, expensive,

and difficult to achieve.  They

require vast amounts of time and

money to: complete the

development and rehabilitation

process; conduct resident

counseling; train and select

families to purchase; create

homebuyer, condominium or

cooperative associations; and

obtain mortgage financing.  They

also face the difficulty of

trying to include some families

who either cannot afford to

purchase or do not wish to do

so.  HUD's new initiative will

avoid these problems because it

concentrates on single-family

homes and other small-scale

developments.

     The previous difficulty of

multifamily sales was compounded

by an emphasis on sales to

resident management corporations

which would then resell the

units to the residents (referred

to as the Section 21 program).

This transaction structure

required even more time before

the purchasing families could

become homeowners.  In fact,

only one sale to a resident

management corporation under the

Section 21 program has been

approved - Kenilworth-Parkside

in Washington, D.C., - and most

of those 464 homes have not yet

been sold.  HUD's new initiative

will not focus on such difficult

multifamily transactions.

A New Pragmatic Approach to

Public Housing Homeownership

     HUD's new homeownership

initiative recognizes these

earlier limitations on both

feasibility and interest. The

principle goal is to create

homeowners from public housing

families, not to sell public

housing.  With a primary focus

on the sale of scattered-site

public housing single-family

homes and an expansion beyond

homes currently in the public

housing inventory, these

limitations can be removed. Then

HUD can assist public housing

authorities and families to

create locally-designed

homeownership programs that are

specifically tailored to the

private housing market and

responsive to the financial

conditions and homeownership

goals of community residents. By

being flexible and pragmatic,

HUD's initiative can be

successful, based on three

primary approaches:

o    Sale of homes already in

     the public housing

     inventory:

     Sale of homes already in

     the public housing

     inventory will focus on

     single-family scattered

     site homes, but will not

     exclude other small-scale

     multifamily projects, such

     as townhouse complexes or

     garden apartments, where

     there is strong interest in

     and capacity for ownership

     on the part of a

     preponderance of the

     families.  This will help

     avoid the long lead times

     in earlier sales programs

     caused by the complicated

     legal and financial issues

     involved in a large,

     multifamily condominium or

     cooperative conversion.

     While HUD's initiative will

     permit a sale to an

     intermediary organization,

     it will limit the time that

     such an intermediary organ-

     ization may hold on to the

     homes before reselling them

     to public housing families.

o    Sale of homes developed or

     acquired by public housing

     authorities for

     homeownership:

     Replacement housing being

     developed for homeownership

     as a part of a HOPE VI

     program creates a natural

     opportunity for public

     housing families to become

     homeowners.  HUD is

     committed to having ten

     percent of HOPE VI

     replacement housing be

     developed specifically for

     homeownership

     opportunities. Other

     possibilities, such as

     acquisition of houses

     specifically for sale,

     perhaps under a lease-

     purchase program, can also

     be pursued.  Thus, previous

     impediments caused by the

     limited availability of

     single-family homes for

     sale or by concerns about

     housing located in

     undesirable neighborhoods

     can be avoided.

o    Enabling families to buy

     homes from the private

     sector and graduate from

     public housing:

     The use of Section 8 rental

     assistance as a tool for

     homeownership is an

     exciting option for

     families who wish to

     purchase homes on the

     private market.  Other

     efforts such as creating

     homeownership downpayment

     savings accounts, home

     renovation programs, or

     using HUD funds from HOME

     or CDBG grants to help

     public housing families

     will all be used to meet

     the homeownership goal.

     These efforts provide yet

     another way to expand the

     potential for homeownership

     by offering many more

     options.

Implementing the Initiative

     Many of the same elements

essential to HUD's National

Homeownership Strategy are

important to this initiative to

help public housing families buy

a home. These elements include:

making financing more available,

affordable and flexible; raising

awareness of homeownership

opportunities; and expanding

homeownership education and

counseling.

     To that end, the Department

intends to provide employment

and homeownership counseling

grants, offer technical

assistance, and work to assure

targeted secondary mortgage

market underwriting for

homeownership loans.  HUD also

has been working closely with

the Congress to make key

legislative changes that will

help this homeownership

initiative succeed in reading

the goal of 25,000 families.

o    Employment and

     Homeownership Counseling

     Grants:  HUD will make

     grants for employment and

     homeownership activities

     eligible for funding under

     the $30 million Economic

     Development and Supportive

     Services grant program for

     public housing families.

     HUD envisions making grants

     to public housing

     authorities that form part-

     nerships with local non-

     profit community

     organizations, banks and

     savings and loans, public

     housing resident councils,

     community development

     corporations and city

     agencies.  The grants may

     be used to provide an array

     of services to help public

     housing families acquire

     the financial stability and

     other skills necessary for

     homeownership. Eligible

     activities include: job

     training, employment

     counseling and employment

     enhancement activities;

     entrepreneurship training;

     a micro-loan fund for

     business development; pre-

     and post-sale homeowner-

     ship counseling and

     training; and supportive

     services for the benefici-

     aries of these other

     counseling services.

o    Technical Assistance: The

     Department will invest

     $500,000 to offer expanded

     technical assistance to

     public housing authorities,

     non-profit and public

     housing resident

     organizations, and other

     interested parties to

     understand the

     homeownership options

     offered by HUD and to

     provide advice on how to

     implement them locally.

o    Support from the Federal

     Housing Administration

     (FHA) and Government

     National Mortgage

     Association (GNMA):  FHA

     will play an important role

     in this homeownership

     initiative.  Its single-

     family home mortgage

     insurance for loans by

     private lenders permits

     banks to use more flexible

     underwriting and lower

     downpayment requirements

     for public housing home-

     buyers.  FHA's home pur-

     chase loan products may be

     used for lease-purchases,

     and FHA offers insurance on

     combined purchase-home

     rehabilitation loans.

     These two programs will

     support HUD's public

     housing homeownership

     initiative.

     In addition, the Ginnie Mae

     guarantee of securities

     issued by FHA lenders will

     permit access to capital

     necessary to make home

     mortgage loans.  The FHA

     Commissioner and Ginnie Mae

     President are preparing a

     letter to FHA lenders and

     Ginnie Mae issuers

     highlighting these oppor-

     tunities for assisting

     local public housing home-

     ownership programs.  FHA

     field staff will be

     available to link private

     lenders to local programs.

o    Targeted Secondary Mortgage

     Market Underwriting for

     Home Loans:  HUD will also

     work with Freddie Mac and

     Fannie Mae to assure that

     public housing authorities

     use the announced

     commitment of these two

     organizations to purchase

     loans make to low-income

     homebuyers.  Expansion of

     the secondary mortgage

     market will make financing

     easier and increase the

     number of financing options

     available to help public

     housing families become

     homeowners.

o    Changes in Existing Laws to

     Expand Homeownership: The

     Department and the Congress

     share a desire to help

     public housing families

     become homeowners.  For

     that reason, HUD has had

     great success in its

     discussion with the

     Congress concerning

     legislative changes needed

     to expand public housing

     homeownership options.  It

     is expected that

     deliberations of the

     Conference Committee on

     pending public housing

     legislation will result in

     a bill that will permit the

     use of non-profit groups to

     help with sales programs,

     but will require that the

     sale of homes by the non-

     profits to the prospective

     homeowners must take place

     within five years.  HUD

     will be able to provide the

     expanded technical assist-

     ance that is so essential

     to a successful homeowner-

     ship program.  There will

     be a tenant-based

     assistance program that

     will help families

     currently living in public

     housing to graduate to

     ownership of homes

     available on the private

     market, using a workable

     lease-purchase ("rent-to-

     own") homeownership option

     when necessary.  HUD will

     also be able to create a

     time-limited Section 8

     homeownership post-sale

     subsidy for families

     purchasing existing public

     housing.

Building a Foundation for

Success

     Creating homeownership

opportunities for 25,000 public

housing families by the year

2000 is an ambitious goal, one

that HUD is fully committed to

reaching.  Earlier homeowner-

ship programs and the successful

experiences of public housing

authorities offered extremely

valuable lessons, which are

incorporated into our new

efforts.  By focusing primarily

on single family homeownership,

expanding beyond existing public

housing to the private sector,

offering necessary technical

assistance, and creating a

variety of effective financing

options, HUD can use many

available tools to enable 25,000

families currently living in

public housing to attain their

dreams of owning their own home.

