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Proposal #__

Create A Better System Of Accessing Credit At A Reasonable Cost For The Purchase, Resale, And Rehabilitation Of Manufactured Housing.

Problem Proposal Addresses:

Manufactured homes, also called mobile homes, are built to National Home Construction and Safety Standards (the HUD-code).  These units are built around a chassis and have a seal certifying the unit meets national uniform housing code performance requirements.  Manufactured units represent one-third of new housing starts and two-thirds of affordable new units.  More than 10 percent of the increase in lending to lower-income borrowers in the last decade is due to manufactured housing.  Nearly 8 million families live in manufactured homes today, 67 percent of whom have incomes below 80 percent of the area median. The manufactured home industry has evolved in the last decade, despite some considerable growing pains, to deliver an increasingly quality product that meets the needs of consumers.  

In many markets, HUD-code off-site built units can save 20 percent of development costs.  Moreover, manufactured units, with recent innovations in design including multi-stories and attached garages, are a much more viable structure type for urban infill developments.  The financing system for these units is behind, however, and needs to become more effective.  The market breaks into two categories:  (1) those who buy their unit and place it on owned-land, generally treated like conventional real estate, and (2) those who buy a unit and place it on leased land.  Many low-income buyers, especially those living in leased-land communities, finance their home with installment personal-property loans.  Until very recently, few banks, savings and loans, or credit unions have been willing finance manufactured homes as real estate, except in cases where land is owned or a land lease is in place with a length longer than the mortgage loan term.  

Lenders are also reluctant to provide financing for the purchase of an existing manufactured home, especially if it has been moved from its original location.  The potential mobility of these units (although rarely exercised), and the fact tenants on leased land have little protection from eviction, has hampered the development of loan products.  In a self-fulfilling fashion, concerns that manufactured units are difficult to sell, except at a large discount have engendered a fear among lenders fear that HUD-code units carry high collateral risk.  However, industry analysts suspect some of this perception may be based on experiences with previous generations of manufactured units and lax underwriting practices of the 1990’s, and is no longer as valid.  Stereotypes related to class bias also are pervasive as “poor people in trailer parks” continue to be judged derogatorily.  Nevertheless, occupants of existing units have limited potential to build equity if they cannot finance repair, replacement or re-sale of their homes. 

Policy Proposal:  Encouraging GSE Participation in Manufactured Housing Lending  Fannie Mae and Freddie Mac have traditionally not supported a secondary market for manufactured housing loans classified as personal property.  In the last year, Freddie Mac introduced a product for tenants of land-lease communities that, under specific circumstances, allows borrowers to access credit as real estate loans.  Each has worked to develop other products, including products for developers of manufactured housing communities, but progress has been slow.  There is some disagreement as to whether GSE charters allow financing of personal property loans, but those who have researched the issue believe it does.   An estimated 100,000 to 150,000 manufactured units financed as real estate are currently passing into GSE portfolios annually, largely un-noticed.  HUD could work to push GSE efforts into the non-real estate market for HUD-code structures used as primary owner-occupied housing—a market dominated by lower-income borrowers in under-served areas.  

Policy Proposal:  State Classification of Owner-Occupied Manufactured Units as Real Estate  In most states, manufactured units may be classified as real estate.  However over a dozen states do not permit HUD-code units on leased-land to be legally defined as real estate.  As a result, FHA and other mortgage programs cannot legally make loans on these units in these states.  States should be encouraged to carefully review the impact of these legal classifications on borrowers in their markets.

Policy Proposal:  Reinvigorate the FHA Title I and II Manufactured Housing Programs  FHA Title I can guarantee loans for manufactured homes, for manufactured homes and the property on which they are located, or for just manufactured home lot purchases.  FHA Title II can be used where the home is permanently placed on land and treated like real estate.  Fewer than 10 percent of all manufactured home placements in a given year, however, use any FHA programs.  Inefficient administration of these programs, very low loan limits, and other restrictions, create barriers few lenders are willing to confront.  Moreover, these programs are less comprehensive than they should be.  Title I and II allow for the purchase of existing units, but only if they have not been moved.  There are no home improvement or refinance provisions in either program.  HUD could streamline both programs, increase loan limits and encourage use of these products for purchase, re-purchase, refinance and home improvement lending among FHA lenders.  Much of the low volume of Title I is due to limited support by GNMA.  Only lenders issued GMNA ‘eagle’ certifications can use Title I; fewer than 10 lenders nationally have such status.  Competition among the pool of Title I lenders would be enhanced if more Title I lenders were allowed to enter the market.  Title I is also a conditional insurance, rather than providing a full-faith and credit endorsement of the loan.  Lenders, even after they receive a claim payment, may be forced to take back the bad loan.  FHA could re-examine its policies to change Title I’s conditional status.  Although more banks and mortgage companies are entering this market and responsibly underwriting loans, the lax signature loans that marked the recent boom and bust cycle could be dampened if FHA provided a consistent source of credit with clear and effective standards.

Policy Proposal:  Revise FHA Program for Manufactured Housing Developments  At the developer level, owners of land-lease communities also lack access to credit for new “communities,” or estate developments, and for replacing infrastructure.  FHA regulations regarding guarantees for loans developing manufactured home communities similar to multifamily development programs – the only federal programs involved in the finance of communities – are out of date. The loan limits are low and the application process is inefficient.  Too often, FHA local office staff, lenders and other actors in the transaction will not consider manufactured home projects due to a lack of clarity on allowable uses and inflexible processing systems.  FHA needs to review these programs to enhance their utility, train HUD staff and lenders, and clarify regulations allowing the use of these programs for the development of manufactured home communities. Simplify existing FHA 207(m) and FHA 221(d)4 programs will encourage loans to developers of manufactured home communities.

Policy Proposal:  Revise RHS 502 Programs to Allow Manufactured Housing  RHS will support manufactured housing loans, but requires that the home and land be included in one loan financed as real property. Very few of these loans are made annually.  The program could be modified to allow personal property loans in specific circumstances, including re-sales of existing units and replacement of existing manufactured homes with new units, rather than simply newly placed homes and real estate.  

Policy Proposal:  Clarify Allowable Use of Manufactured Units  Manufactured units, with recent innovations in design including multi-stories and attached garages, are a viable structure type for urban infill developments, particularly because they require dramatically reduced security costs and shorten construction time. In some markets, HUD-code off-site built units can save 20 percent of development costs.  Yet local developers resist using these units as they are unfamiliar, as well as provide lower revenue for local contractors.  Explicitly, few prohibitions exist, but local administrators often discourage the use of HUD-code units in developments.  Making clear in the administrative rules that these units are an option would help overcome that barrier.  

Policy Proposal:  Encourage Cooperative Ownership of Leasehold Estates  Nearly three million families live in manufactured homes sited in land-lease communities where they pay a monthly ground rent to a landlord.  Similar to multifamily rental housing, landlord quality is uneven. Tales of frequent rent increases, little or no maintenance and excessive rules governing what tenants can and can not do are common.  Unfortunately, the ground lease arrangement is ripe for exploitation because, unlike an apartment building, the landlord extracts rent but is not responsible for any maintenance to the individual resident-owned housing units.  Moreover, it is difficult and expensive to move a manufactured home (typically $3,000-5,000), essentially tying low-income and wealth occupants to a site.  In some cases, tenants of estates have collectively purchased their community as a cooperative.  These resident-owned communities allow owners to have control of their community, acquire long-term site commitments and transformed their homes into real assets.  Several states have laws providing residents of a park the right of first refusal as communities are placed on the market.  Currently, New Hampshire has forty-four cooperative manufactured housing parks, California has over a hundred, and Florida has nearly five hundred.  Despite the challenges of management and finance, the benefits of this ownership structure are significant.  State laws offering right of first refusal are important, as are local intermediaries and sources of capital for financing these ownership structures.  States could be encouraged to pass right of first refusal laws, and HUD, FHA and the GSEs could develop programs to support these cooperative financing arrangements.
Recommendation:

The Commission should recommend FHA revise its Title I and Title II programs, and RHS to revise 502, to include expanded manufactured home purposes, larger loan sizes and streamlined processing.  HUD oversight of the secondary market should encourage innovative loan programs for manufactured units on owner-occupied real property and on land-lease communities.  HUD also should make explicit the allowable use of manufactured units in other development programs.
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