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Housing cooperatives, an affordable homeownership model that has worked in the US for over 100 years, can and should have a renewed role in achieving the national goal of increasing homeownership opportunities for moderate income families.  Policies and programs considered by the next Administration and the next Congress should include making more widespread use of the cooperative model.

The housing cooperative model has been underutilized for 20 years as the country has sought to extend the benefits of homeownership for moderate income families. Focus during this period has been mainly on single family homes, whereas co-ops are a blend of single family and multifamily concepts. Co-ops provide the occupant all the tax, equity, and estate benefits of single family homes, plus all the tax, financing and operating cost saving benefits of multifamily ownership. 

Co-ops are a successful and proven concept

Co-ops have a superior record in the US, providing homeownership to 1.5 million families. 

Co-ops insured under the HUD Section 213 mortgage insurance program have the best loan performance and lowest default rate of any HUD multifamily program. The Section 213 program requires no appropriation, subsidy or assistance. In fact, the 213 program actually returns dividends to the participants every year. 

Assisted co-ops have been proven superior to rentals in side by side comparisons. Studies have shown that co-ops with subsidized interest rates have lower default rates and better quality of life ratings than similarly subsidized investor owned and non-profit owned rental properties. 

Co-op ownership is recognized by HUD/FHA; by USDA/Rural Housing Service; by Ginnie Mae, Fannie Mae, and Freddie Mac secondary mortgage market programs; by Federal banking laws; and by the IRS. Housing cooperatives can be created under general state business law and non profit corporation law. No special state statute is necessary.

Co-ops help to remove several common barriers to homeownership

Getting the next several million Americans into homeownership will require addressing the barriers faced by moderate income families. Co-ops address these very well. For example

*lower downpayment. By providing 98% blanket financing, the existing Section 213 program allows downpayments, including closing costs, to be as low as 2%. 

*downpayment easier to assemble. Under the 213 co-op program, individuals may use borrowed money for the downpayment.

*lower closing costs. Co-ops have a single mortgage for many families, and the mortgage remains in place for 30-40 years. Transfer of shares (resales of units) is a personal property transaction in the vast majority of states, and purchasers therefore avoid costs for title insurance, abstract, survey, recording, and related local taxes. In a building by building comparison, co-ops have strikingly lower closing costs than a condo building or a tract of fee simple townhouses.

*easier for buyers to meet credit standards. The cooperative corporation is the borrower. The initial lender does not review the credit of the individual members or shareholders in the co-op. Instead, the co-op does credit screening of potential members of the cooperative. The corporation can be more flexible, take into account explanations of past credit difficulties of a potential purchaser, and assume a credit risk that commercial lenders may shy away from.

*less paperwork. Social investment programs such as urban homesteading, use of CDBG funds, using a land trust, or using a “silent” or “soft” second trust can be done on a blanket basis for a co-op, and therefore done more efficiently.

*protection from cyclical interest rates. Because the co-op’s financing is long term, resales continue to benefit from a fixed interest rate by virtue of the new owner assuming a share of the blanket mortgage.

*longer mortgage term means lower payments and more eligible purchasers. The Section 213 program allows for the blanket mortgage to be for 40 years, making the monthly payments lower, and putting homeownership within reach of families who would not have incomes sufficient to purchase with a 30 year mortgage.

*lower payments due to lower taxes. In most jurisdictions, property taxes are assessed on the co-op as a whole, and tax appraisals for a co-op building are usually lower than the sum of appraisals on a similar building of condo units.

Co-ops prevent early term default due to problems often faced by other new homeowners

The cooperative model addresses other problems sometimes associated with new homeowners who might be marginal credit risks. Problems that arise in the early years of ownership are the biggest threat leading to default by single family homeowners. The co-op model handles these problems better. For example:

*sudden budget-busting home repairs. Major repairs are the responsibility of the co-op, not the member. And the co-op’s budget and reserves can usually absorb the expense. If the co-op’s budget cannot absorb the expense, a co-op is in vastly superior position to a condominium or townhouse association or an overextended single family owner in its ability to borrow in order to finance a repair, and, by borrowing, spread the impact out over several years.

*jumps in real estate taxes following purchase. Real estate taxes are assessed against the co-op as a whole in most states, and therefore do not jump following each resale within the co-op.

*interest rate increases in adjustable mortgages. The co-op’s rate is fixed, and a new purchaser needs little additional financing the early years of the co-op’s life.

*loss of job or other income source. Co-ops have a built in sense of community and often tolerate work out situations when members face temporary economic adversity. The co-op’s ability to act swiftly to evict a delinquent member provides the co-op with an allowance of more waiting time than a single family lender that must act quickly to initiate a lengthy foreclosure proceeding.

Co-ops can be a more powerful tool with several modest legislative and program changes

Several modest changes to current law and programs would make the co-op model even more attractive and increase its use and availability as a means of providing homeownership for moderate income families. They are:

*raise the per unit mortgage limits under Section 213 of the National Housing Act. Section 213 statutory mortgage limits got out of synch with other FHA multifamily programs in the 1980’s. In addition, the last increase across the board in FHA multifamily programs was 1992. The National Association of Housing Cooperatives, the Mortgage Bankers Association, and the Cooperative Housing Coalition propose a 23% increase in the Section 213 per unit mortgage limits. It is important to note that 213 requires no Congressional appropriation and no credit subsidy because of its unique status as a separate mutual fund.

*activate the 203n program.

Legislation for the 203n FHA co-op share loan financing program has long been on the books, but HUD has failed to implement the program in any meaningful way. Market acceptance of cooperative ownership would be aided greatly by an active 203n program for unsubsidized co-ops.

*authorize VA guaranteed co-op share loans. The Department of Veterans Affairs lacks statutory authority to guarantee “no money down” VA loans for veterans wanting to buy a share in a co-op. Veterans deserve access to such a program. HR3751 would have provided the statutory authority. The FY2001 VA-HUD Appropriations Act report language directs VA to study this problem and report back by February 2001.

*authorize the use of housing counseling funds for co-ops. Legislation (HR.1776 and S.1452) passed the House in 2000 to explicitly permit housing counseling funds to be used to counsel co-op purchasers, and because of the special role of co-ops in home maintenance, to allow use of counseling funds for training co-op boards of directors. 

*appropriate funds for training FHA and VA staff. Underwriting co-op loans and appraising co-op buildings involve specialized knowledge that can be easily transferred with training.

*encourage rental buildings financed through the Low Income Housing Tax Credit to convert to co-op when the credits expire. A weakness in the LIHTC program is the short duration (15 years) of the benefit of affordable housing to the occupants. If developer applicants in the program were given preference on condition of agreeing to convert to a limited equity co-op at the conclusion of the program, the affordable housing stock would be stronger for a longer period of time, there would be less displacement at the expiration of the tax credit, and the residents would gain in place experience in self governing and management years before the conversion takes place. 

Conclusion

Housing cooperatives represent a unique form of homeownership that removes many barriers to potential single family and condominium home buyers. Co-ops provide all the benefits of single family ownership, without many of the risks to the lending community or the borrower. 

A few no-cost changes to HUD/VA legislation and regulations would return housing cooperatives to a role that they has been proven successful in meeting before: to create homeownership opportunities for moderate income families.

