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Practitioner’s Roundtable Discussion: Federal Policies Expanding Homeownership

Organized for the Millennial Housing Commission by the Neighborhood Reinvestment Corporation.

August 23, 2001, Washington, D.C.

This document summarizes a three-hour discussion shared by two dozen community development professionals from across the nation on policy issues related to homeownership.

Questions

1. What limits the expansion of homeownership?

2. How does federal policy play a role in expanding homeownership?

3. What factors contribute to the success or failure of federal policies?

4. What new ideas should be on the table?

1) What limits the expansion of homeownership?

A. Production of New/Renovated Units

1. Cannot find or acquire larger tracts of land at costs that allow affordable development

2. Costs, lack of financing, lack of buildable space, variance and design requirements, and NIMBY discourage development in most needed areas.

· Land in brownfields requires navigating regulations that are not user-friendly

· Creating or replacing public infrastructure raises total development costs

· Codes and regulations increase total development costs above than appraised value

· Need zoning laws that allow overrides for higher-density in redevelopment

· Tax delinquent properties should be opportunity, but control of property too slow

3. How we do development is crucial. Need to recognize revitalization context of work – if we create a critical mass of properties, target eyesore units, organize residents and stir up demand with marketing, neighborhoods can come back and appraisal gaps will diminish. 

· Due to the lack of desirability of neighborhoods, we need low-cost development funds to help improve existing homes.

· Some states have state tax credits that offset development costs, especially for historic buildings.

4. We need incentives to get private contractors/developers to do affordable urban infill and renovations, rather than green field, suburban subdivisions.

5. Rural markets face extremes, as is evidenced in Montana:  High-end housing is driving up costs in resort areas, but in other communities there is no demand and no development at all.

6. There is no real home improvement lending system anymore—because making and administering these loans is cumbersome and expensive.  There is no source of capital for smaller projects.

· CDBG funds have bureaucratic regulations that add to costs.

· Need a new source or type of tax-exempt bond financing for home improvement.

· High transaction costs of small loans create a need for simple, efficient management—or direct transaction cost subsidy.  Home improvement loans also require local oversight; nonprofits can add value to for-profit lenders by administering home improvement lending.

· A few portfolio lenders will provide below market rate home improvement loans, but mostly lenders focus on home equity loans. This becomes an entry point for predatory lending.

· When financing is in place, often we cannot find contractors to complete smaller projects.

· Secondary market entities need to play a stronger role in home improvement lending

B. Mortgage Finance

1. Lack of access to mortgage products for targeted customers and neighborhoods

· Higher denial rates 

· Higher costs of marketing and financing

· Longer-term preparation needed for buyers

· High need for special, non-conventional financing

· Not enough state mortgage-backed bond capital

· Need to find funding and delivery system for pre-and post-purchase counseling 

· Market is not transparent – lenders size up applicants to charge maximum. No way to know what is fair given your unique credit characteristics. Need for more transparent transactions is acute in subprime markets. Nonprofits can play role of trusted source of information and disclosures.

2. Mortgage brokers and lenders are not acting in best interest of applicants or neighborhoods

· Banks are outsourcing marketing, outreach and loan application to brokers.

· Brokers rushing people into bad deals, but have no accountability. Banks motivated by CRA credit turn blind eye to broker practices.

· Risk-based pricing means everyone gets a loan, but at progressively higher costs

· Estimated half of subprime could be prime, counseling can help move people to prime

· Pressure to close the deal prevents people from working for 6 months to repair credit. Used to be applicants had to do this to qualify.  Today, they just pay higher costs, and build up less equity.

· Continue to be concerned about risk-based pricing and possible disparate impact on targeted neighborhoods/populations.  People and neighborhoods are profiled to certain products and rarely are “referred up” to prime products from higher-cost channels.

3. Financial consolidation has reduced innovation and responsiveness

· Portfolio products have worked best because lenders stretch underwriting criteria in more than one area.  After consolidation lenders offer less flexibility and are more difficult.

· More lending by brokers and less by local banks means there is no entity for the community to work with regularly—has harmed community development relationships.

· Since banks buy loans on the back-end they have less connection to the community and are less likely to be perceived as being responsible.

4. Regulations do not go far enough to encourage “good lending” to target neighborhoods and populations

· Seems lenders have less interest in quality or source of CRA loans than getting credit

· GSE goals and GSE products have little impact out in neighborhoods

· CRA activities are narrowly focused on certain areas under assessment

· Fractured regulatory oversight of lenders, brokers, appraisers and real estate agents does not serve communities well. We need to strengthen finance and real estate regulations and better prosecute violations.

5. Need to look at alternative structures and systems

· Mixed-use buildings 

· Re-develop starter homes

· Employer-assisted housing

· Integration of housing and healthcare 

· Insure people against home equity loss or sharing of equity

C. Home Buyer Education and Counseling

1. Availability, Accessibility, Affordability.  There is not enough funding to provide counseling to all who need it in a timely, convenient way.

2. HUD housing counseling needs to be re-engineered. 

· It is not targeted to pre- or post-purchase counseling

· It discourages jointly funded fees from counselors and lenders – federal grant preempts other sources. Prohibitions on counseling fees need to be repealed.

· The amounts involved are too small to cover costs—not even close.

· Some nonprofits would prefer to drop the HUD grant because of its limitations.

3. Need more incentives for customers to attend education or counseling and need better cost-recovery.

2. How Does Federal Policy Play a Role in Expanding Homeownership?

A. How Federal Policy Helps:

1. FHA underwriting and approval policies 

2. CDBG, HOME and HOPE VI provide crucial development funds

3. HOME and CDBG provide loan capital and downpayment assistance

4. HUD housing counseling funds have helped build capacity and cover some costs

5. HUD’s 312 program worked well because it provided more rehabilitation resources based on performance

6. Mortgage credit certificates work – but are rarely used

7. State-level tax credits have helped improve units, created jobs and supported revitalization.  Also state tax abatement policies can make developments possible.

8. FHA Asset Control Areas (ACA) have potential to allow for more rapid redevelopment of FHA foreclosed units

9. Greater flexibility for CDBG – local variance of use

10. CDFI and Neighborhood Reinvestment Corporation provide needed technical assistance, loan capital and operating grants.

11. CRA has been crucial in bringing lenders to the table.

12. The mortgage revenue bond program provides key below-market capital.

13. The old Nehemiah program was flexible and worked well.

14. The Rural Development 502 and 504 programs are flexible and work well.

15. Section 202 is simple and flexible for development of senior’s rental.

16. The neighborhood development grants (Heinz) provided a comprehensive approach.

17. IDA programs administered by Health and Human Services are innovative

18. The Family Self-Sufficiency (FSS) program of public housing is good new direction.

B. How Federal Policy Impedes Expanded Homeownership:
1. CDBG and HOME grants offer flexibility, but local jurisdictions also need some guidance and direction.  A blended block grant with set-aside programs may be optimal.

2. Too often planning components of programs are meaningless exercises. Need real planning processes.

3. CDBG often has additional requirements that nonprofits bid-out work that for-profits do not face

4. Nonprofits depend on development fees, but how these can be charged is unclear under CDBG, HOME and HOPE VI.

5. Davis-Bacon requirement of HOME program increases costs.

6. The income limitations of CDBG/HOME programs discourage more diverse communities

7. CDBG has become extension of local government operating budget – used for infrastructure instead of community development/affordable housing.

8. CDBG is not flexible enough on home improvements due to maximum per unit caps and problems with bond requirements, especially for minority contractors.

9. FHA disposition process is highly problematic for neighborhoods.  Some concern that ACA discounts are being misused by shell nonprofits.

10. GSE goals have not produced more flexible loan products on the street. Not enough below-market interest rate capital for targeted markets. GSEs have not recognized that CDCs could become a viable delivery system.  Secondary markets for nonprofit loan pools or table funding for CDC loans should be part of goals. GSEs need to not just create programs, but make them work.

11. Federally-supported lending (FHA, GSE, RHS & FHLB)should require enhanced counseling incentives.

12. We need closer monitoring of GSEs and subprime sales, as well as closer scrutiny of subprime market.

13. FHLB system AHP program has become harder to access and more competitive in recent years. No longer as useful as it once was.

14. Lead-based paint is an enormous mess. 

· Lead hazard controls make more sense than abatement

· Raise the caps triggering abatement for different thresholds of work

· Process for becoming an approved abatement provider is too difficult/expensive for most private sector contractors. Many communities do not have manpower. 

3. What factors contribute to the success or failure of federal policies?

1. Flexibility

2. Use of efficient and effective delivery systems – such as housing finance agencies. HUD has not proven an effective delivery system. 

3. Appropriate monitoring – not too excessive, nor too lax

4. Requirements for comprehensive planning are helpful, consolidated plan has become too broad, disconnected and ephemeral.  Pro forma, generic plans have become the norm.

5. Need to understand value of “Flexible” (block grant) vs. “Program” (set-aside) funds.  Variability in local delivery systems means uneven results from block grants.  Local discretion not always enlightened.  Some share of funds needs special purpose to provide focus at local level.  Some required elements, such as planning or income restrictions, may be necessary in any grant funding.

4. What new ideas should be on the table?

1. Homeownership Tax Credit – either to developers or lenders – either way will open up market.

2. Expansion of “New Markets Tax Credit” to housing and lending

3. Create tax-exempt bond issue to cover home purchase assistance

4. Expand tax-exempt bond issue to fund home improvement

5. Facilitate nonprofits to be mortgage brokers

6. Create incentives for employer assisted housing 

7. Provide tax credits for equity investments in affordable mortgage loan funds or CDFIs

8. Expand rural programs and delivery system

9. Counseling requirements on all federally-supported loans

10. Increase funding to grow homebuyer counseling industry

11. Create incentives or requirements for pre-purchase education

12. Create incentives or requirements for post-purchase counseling

13. Increase standards for face-to-face homebuyer counseling, including documentation on HUD-1 settlement statements.  Reject telephone counseling as a form of effective counseling.

14. Facilitate better system for allocating and financing homeownership choice (section 8) vouchers

15. Expand Financial Literacy training

16. Create link to money management skills with public schools, churches, employers, etc.

17. New programs integrating mortgage finance system into comprehensive revitalization work in communities.

