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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