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Foreword

One of the top priorities of the U.S. Department of Housing and Urban Development is to
expand homeownership opportunities for low-income families. Homeownership provides a
family with a stable environment to live and raise their children. Homeownership increases a
family’s stake in the community. When a family owns their own home they build equity and
accumulate wealth, which helps the family live the American Dream and improves the national
economy by increasing the family’s purchasing power.

The homeownership option in the housing choice voucher program (Voucher
Homeownership Program) offers public housing agencies the administrative flexibility to expand
homeownership efforts in their communities. The basic premise of the homeownership option is
that the subsidy payment that assists a program participant with the rent may instead be used to
help a first-time homeowner pay for their monthly homeownership expenses. The idea to permit
tenant-based rental assistance to be used as homeownership assistance was first authorized when
the Housing and Community Development Act of 1992 created section 8(y) of the United States
Housing Act of 1937. However, the program as initially enacted was not viable, and Congress
subsequently amended section 8(y) as part of the Quality Housing and Work Responsibility Act
of 1998. HUD issued the proposed and final rules for the Voucher Homeownership Program in
1999 and 2000 respectively.

This study is an assessment of the early implementation of the Voucher Homeownership
Program. The purpose of this study is to provide insight into aspects of the program that are
working well and those that are problematic. Although it is too premature to conduct a complete
evaluation of the program at this time, this study provides useful information about how the
Voucher Homeownership Program has been designed and implemented in different parts of the
country, the characteristics of program purchasers and properties purchased, and the local factors
that affect program implementation.

The overall results of this early study are encouraging — the program can work to provide
low-income working families with the opportunity to afford decent, safe, and sanitary housing
that is their own. In a geographically diverse sample of 12 housing agencies, this study found
that more than three-quarters (78 percent) of the purchasers in the sample are female heads of
household, the median income of purchasers in the sample is $17,377, and almost half (48
percent) of the purchasers in the sample are minorities. The majority of voucher homeownership
program participants in the sample purchased two- or three-bedroom single-family detached
houses in neighborhoods with slightly higher incomes and greater residential stability than the

neighborhoods where they had been renting.
@ﬂnﬁfg '{\LL
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Executive Summary

The idea of allowing low-income families to use voucher assistance to purchase housing is not a new
one. In 1992, section 8(y) of the United States Housing Act of 1937 authorized the use of tenant-
based assistance for eligible families who occupied homes purchased and owned by family members.
However, it was not until the passage of the Quality Housing and Work Responsibility Act of 1998
and HUD’s issuance of proposed and final rules for the voucher homeownership program that PHAs
were able to offer low-income households the option to use their vouchers for homeownership.

The voucher homeownership program is a component of the housing choice voucher program. The
principal difference between the housing choice voucher rental program and the voucher
homeownership program is that homeownership program participants use the monthly housing
assistance provided by the voucher to help pay the homeownership expenses on a housing unit that
they purchase, rather than to pay rent. The homeownership program also has some distinct
regulations. (The differences between the rental and homeownership components of the housing
choice voucher program are summarized in Appendix B of this report.) The regulations for the
voucher homeownership program were established in the proposed and final rules for the program,
published in April 1999 and September 2000 respectively.

As of September 2002, HUD estimates that the voucher homeownership program has helped
approximately 500 low-income families become homeowners. (Exhibit A-2 in Appendix A of this
report provides a list of the approximately 100 PHAs offering the program as of September 2002.)
The families who have purchased through the voucher homeownership program include families with
children, families headed by persons with disabilities, and families headed by persons aged 62 and
over. Minorities make up a substantial share of purchasers to date. The annual incomes of the
program purchasers sampled for this study range from approximately $5,800 to $35,000.' The
purchase prices of the homes purchased range from $32,500 to $167,300.

Overview of the Study

HUD contracted with Abt Associates Inc. in 2001 to describe the early implementation of the voucher
homeownership program and to provide insight into aspects of the program that are working well and
those that are problematic. The study examines how the program has been designed and implemented
in different parts of the country, the characteristics of program purchasers and properties purchased,
and the local factors that affect program implementation. The study also provides practical
information to PHASs that may be interested in offering the voucher homeownership program.

This study includes PHAs authorized to operate the voucher homeownership program under the proposed
rule as HUD pilot sites as well as PHASs operating the program under the final rule. The proposed rule did
not establish a minimum income requirement for program participation. Under the final rule, which applies
to all PHAs with the exception of the HUD pilot sites, households must have an annual income of at least
$10,300 in order to participate in the program.



This study is the first assessment of the program at this early stage of its implementation. The study
focuses on program implementation in 12 locations across the country:

e Bernalillo County, NM e Montgomery County, PA
e Colorado (state program) e Nashville, TN

o Danville, VA e San Bernardino, CA

e Green Bay, WI e Syracuse, NY

e Milwaukee, WI e Toledo, OH

e Missoula, MT e Vermont (state program)

The 12 study sites were selected to include both PHAs that are operating their programs without
outside resources (beyond the voucher program) to defray the cost of administering the program and
PHAs that are offering the program as part of the Neighborhood Reinvestment Corporation (NR)’s
voucher homeownership demonstration. Under the demonstration, as of May 2002, NR has provided
funding to 21 of its local NeighborWorks affiliates—community-based organizations that work with
low-income homebuyers and homeowners—to partner with PHAs to implement the voucher
homeownership program. In fiscal year 2001, Congress provided $5 million to NR to support this
initiative. In fiscal year 2002, Congress appropriated an additional $10 million to continue support
for these local partnerships.

A second site selection criterion was that at least one family at the site had purchased through the
program as of November 2001 when site selection was conducted. After satisfying these two criteria,
we selected sites covering a range of program designs, geographic locations, and PHA characteristics.
However, the 12 study sites were not intended to be representative of any broader pool of
homeownership programs, housing markets, or PHASs.

Data Collection and Analysis

Abt Associates assembled a team of experienced site visitors to spend two days at each of the 12
study sites interviewing program staff, partners, and participants. In addition to these in-depth
interviews, we gathered data on families who have purchased through the program and on families
who are planning to purchase, as well as detailed information on how the purchases are financed.
Finally, we collected Census data at the neighborhood level to evaluate how the neighborhoods in
which families purchase compare to the neighborhoods in which they were renting.

Together, these sources of information provide a rich picture of the early implementation of the
voucher homeownership program in 12 quite different local contexts. Because the program is at such
an early stage and the questions of interest about the program are wide ranging, we attempted to
provide as complete a picture as possible of the program’s early implementation, even if in some
cases the results must be considered preliminary.

The study draws on complementary analytical techniques—case studies and cross-site analysis. The
study findings are organized into two volumes based on these different modes of analysis. Volume 1
of the report—the Cross-Site Analysis—highlights common themes and patterns across the study
sites, including lessons learned from the early implementation of the voucher homeownership
program. Volume 2 of the report—the Case Studies—provides a detailed examination of the program
at each study site and tells the story of program implementation from the point of view of local




program staff, partners, and participants. The case studies discuss in detail the choices made
regarding program design—including eligibility and recruitment, financing arrangements, and
counseling—as well as the experiences of PHA staff and program participants to date.

Findings on Program Design and Implementation

One of the goals of this study was to document how the voucher homeownership program is being
implemented across the country. Unlike the regulations applicable to many other HUD programs, the
voucher homeownership regulations established mandatory requirements covering only a few areas of
program operations, such as minimum income and employment requirements, mandatory pre-
purchase counseling, and term limits on the provision of homeownership assistance. Otherwise, the
regulations give PHAs flexibility in tailoring the program to local conditions.

We found that within the program’s regulatory framework, the decisions that PHAs and their partners
made in designing and implementing the program were shaped by local opportunities and limitations.
Key contextual factors include staff capacity at the PHA, the availability of local partners, lender
support for the program, the local housing market, and the characteristics of the PHA’s voucher
population. The study examined how these and other factors influenced five areas of program design
and implementation: targeting and outreach; pre-purchase counseling; home search and inspections;
home purchase financing; and post-purchase activities.

Targeting and Outreach

e The study sites took varied approaches to identifying prospective homebuyers for the program.
Some sites conducted broad outreach to current voucher participants, many of whom were not
expected to be ready to purchase in the short term. Others focused outreach efforts more
narrowly, targeting households believed to be able to purchase quickly. Decisions about how
many and what type of households to target for the program were shaped by the local availability
of key program resources, such as resources for homeownership counseling.

e Several study sites initially planned to target participants in the PHA’s Family Self Sufficiency
(FSS) Program, but subsequently either eliminated the FSS participation requirement or
reduced the emphasis on FSS participation as a selection criterion. These sites initially saw the
voucher homeownership program as a logical extension of FSS activities. However, most sites
found sufficient numbers of voucher households with stable employment and adequate incomes
to make the homeownership program feasible without focusing solely on FSS participants.




Pre-Purchase Counseling

Ten of the 12 study sites rely on outside agencies to provide the pre-purchase homeownership
counseling required for the program. At eight of the 12 sites, the counseling is being offered by
an NR-affiliated NeighborWorks organization. These eight sites include five sites participating in
NR’s voucher homeownership demonstration and three sites that are not part of the demonstration
but have nevertheless partnered with local NeighborWorks organizations to provide counseling to
program participants. Of the four study sites not offering the counseling through NeighborWorks
organizations, two sites are working with HUD-approved counseling agencies that provide the
counseling free of charge. At the other two sites, the PHA chose to provide the counseling in-
house. In one case, the PHA could not identify an appropriate counseling provider in the area. In
the other case, the PHA would have had to pay the outside provider for counseling services.

The content of the pre-purchase counseling is similar across the study sites and generally
covers the topics recommended in the final rule. These topics include: budgeting and money
management; credit; what to look for in a home and neighborhood; how to obtain financing; how
to avoid predatory lending; Fair Housing issues; and home maintenance. The number of hours of
counseling required ranges from a low of four hours in Colorado to a high of 16 hours in San
Bernardino. Most of the study sites use a combination of individual and classroom training
formats.

Home Search and Inspections

The program does not require that PHAs provide search assistance to participants as they look
for houses to purchase, and few of the study sites have done so. All of the sites cover the search
process in the pre-purchase counseling. In addition, some sites have reached out to local realtors
to educate them about the program and to build support for the program, although other sites were
concerned about steering participants to particular realtors. Program participants’ opinions of
realtors were somewhat mixed. Some participants reported that they had a good experience with
their realtor, but others went through one or two realtors before finding one they felt understood
the program and had their best interests in mind.

Homes purchased through the program must have an independent inspection in addition to
passing HUD’s Housing Quality Standards (HQS). The dual inspection requirement has played
an important role in preventing some families from buying homes that may have required major
repairs in the first few years of homeownership. Program staff noted several cases in which
participants opted not to pursue a sale following problems identified by either the HQS or the
independent inspection.
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Home Purchase Financing

The study sites are using three different models for applying the voucher assistance to home
purchase transactions. In the first model, the voucher subsidy (the Housing Assistance Payment,
or HAP) is counted as an addition to the household’s monthly income and the lender uses this
combined income to determine the amount of the mortgage for which the household qualifies. In
the second model, the amount of the mortgage is determined by adding the full amount of the
HAP to the monthly payment that the purchaser could have made based on his/her own income.
In this way, the HAP is not counted as income but is used directly to offset the monthly mortgage
payment. In the third model, the HAP is used to pay a second mortgage while the borrower’s
income is used to pay the first mortgage.

The financing models have different implications for the borrowing power of program
participants and for the payment burden that participants may face at the end of the term of
assistance. For example, the second model, known as the HAP as offset model, creates the
greatest borrowing power for the participant but also carries the greatest risk that the participant
will face a high payment burden at the end of the term of voucher assistance (10 or 15 years for
non-elderly, non-disabled buyers and 30 years for elderly buyers or buyers with disabilities,
depending on the term of the mortgage). Chapter 4 provides a full discussion of the different
financing models and their implications.

All of the PHAs in the study have established basic policies to help prevent program
participants from obtaining financing that will not be affordable over the long term. For
example, all of the sites prohibit mortgages with balloon payments. Some sites also disallow
seller financing and/or adjustable rate mortgages.

Many program purchasers need—and all of the study sites make available—additional
subsidies beyond the voucher assistance. These additional subsidies include grants and loans to
cover down payment and closing costs and first mortgages with below-market interest rates.
Across the 12 study sites, the amount of additional subsidy that participants received at the time
of purchase (mainly through grants and forgivable loans) ranged from $1,500 to $13,500, with an
average subsidy at purchase of $4,784. All participants also receive an ongoing monthly subsidy
through the voucher program and, in some cases, through below-market interest rate loans. The
value of the ongoing monthly subsidy over the life of the mortgage is typically much greater than
the value of the subsidy at purchase. The majority of the monthly subsidy comes from the
voucher assistance. The amount of voucher assistance can vary significantly based on the income
of the purchaser, the purchaser’s household size, and total housing costs. The monthly voucher
assistance among the purchasers sampled from the study sites ranged from $87 to $762, with an
average of $341.
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Post-Purchase Activities

Thus far, the sites have focused their resources on the pre-purchase components of the
program—helping families to get to the point of purchasing. Few sites have developed a
counseling component for program participants after they purchase. The program regulations do
not require PHAs to provide post-purchase counseling; however, such counseling is advisable to
help program participants learn to budget effectively for home repairs and other homeownership
expenses beyond the mortgage. In addition to not providing post-purchase counseling, most sites
have not yet developed effective mechanisms for monitoring participants’ monthly mortgage
payments and providing early intervention in the case of delinquency.

Findings on Program Outcomes

An important goal of the study was to analyze the early outcomes of the voucher homeownership
program based on information gathered during site visits and supplemented by data from HUD and
the U.S. Census Bureau. Because the program is still at an early stage of implementation, the study
overall focuses more on process issues than on program outcomes. However, the study findings on
outcomes—hbased on a sample of 84 purchasers—provide an initial picture of the characteristics of
program participants, the units they have purchased, how the purchases were financed, and
participants’ views of the program.

Characteristics of Program Participants

More than three-quarters (78 percent) of the purchasers in the sample are female heads of
household. Seventy-two percent of purchasers in the sample are households with children. By
comparison, female heads of household make up 75 percent of participants in the rental voucher
programs at the 12 sites. Households with children make up 55 percent of participants in the
rental voucher programs at the 12 sites.

The voucher homeownership program is serving the same share of persons with disabilities as
the rental program. In one of the 12 study sites, the voucher homeownership program serves
exclusively persons with disabilities. In two other sites, the PHAs have partnered with local
organizations that help persons with disabilities become homeowners. Overall, 35 percent of the
purchasers in the sample were persons with disabilities. Persons with disabilities represent
approximately the same share (35 percent) of rental voucher participants across the 12 study sites.

The median income of the purchasers in the sample is $17,377, which is more than twice that
of rental voucher participants at the sites. The voucher homeownership program has generally
been successful in serving higher income voucher-eligible families who are most likely to be able
to afford homeownership. However, households with annual incomes at the program minimum
($10,300) have also been able to purchase through the program.?

At the HUD pilot sites authorized to offer the program under the proposed rule, in which there was no
minimum income requirement, households with incomes as low as $5,800 have been able to purchase
homes.
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Almost half (48 percent) of the purchasers in the sample are minorities. In addition, 58 percent
of the households working toward homeownership across the 12 study sites are headed by
minorities. By comparison, 54 percent of the households in the rental voucher program across the
12 sites are headed by minorities.

Characteristics of Units and Neighborhoods

The majority of voucher homeownership program participants in the sample bought two- or
three-bedroom single-family detached houses. However, some purchasers have bought
condominiums and townhouses. About one in five purchasers bought units built within the last
two years.

The program participants in the sample tended to purchase in neighborhoods with slightly
higher incomes and greater residential stability than the neighborhoods where they had been
renting. Based on neighborhood characteristics measured from 1990 and 2000 Census data,
participants tended to purchase in neighborhoods with slightly higher homeownership rates and
more single-family detached housing than existed in the pre-purchase neighborhood. In addition,
the average poverty rate in the neighborhoods where participants purchased is slightly lower
(based on 1990 data) than in the pre-purchase neighborhoods (16 versus 18 percent). Twelve of
the 84 purchasers in the sample bought the unit that they had been renting through the voucher
program.

Characteristics of Home Purchase Financing

The voucher homeownership program has the capacity to serve families with a range of
incomes in a range of housing markets. However, in sites where housing is particularly
expensive, additional subsidy may be needed beyond the voucher to make homeownership
affordable to program participants. The additional subsidy typically includes: mortgages with
below-market interest rates; grants, forgivable loans, or deferred loans for down payment and
closing costs; or some combination of these types of subsidies.

Analysis of the sample of 84 purchase transactions suggests that more than half of program
purchasers have loan-to-value ratios of 100 percent or higher. These purchasers have no equity
in the property at the time of purchase, although they will gradually build equity as they pay the
mortgage. Many participants also receive loans at the time of purchase (for example, to help with
the down payment) that are forgivable and will become equity if the purchaser remains in the
home for a certain period of time, usually five years.

Monthly homeownership expenses (which include the monthly mortgage payment plus utilities
and additional estimated expenditures for maintenance and repairs) represent less than 50
percent of gross monthly income for 87 percent of program purchasers. The monthly mortgage
payment alone (principal and interest plus taxes and insurance) represents less than 30 percent of
gross monthly income for close to 90 percent of program purchasers.




Participant Views

Program participants are generally satisfied with their houses and neighborhoods, comfortable
with their financing terms, and pleased with the assistance provided by PHA staff, counselors,
and lenders during the purchase process. Most participants interviewed were overjoyed at
having been able to purchase a home. Several conveyed a sense of disbelief that they had
achieved their long-held goal of homeownership.

Most participants reported that they chose the voucher homeownership program as a way to
stabilize their families and build an asset for the future. Many described the program as a
chance to do better for themselves and their children.

Participants generally found the counseling useful, but given the many details associated with
the home purchase process, they also described it as overwhelming. Several participants
suggested that they would benefit from additional counseling now that they are homeowners,
particularly on budgeting and home maintenance.

Findings on Implementation Challenges

A final goal of the study was to investigate the challenges that PHAs and their partners have faced in
implementing the program and to identify issues that might present future challenges for the program.
Among the 12 study sites, the main implementation challenges were developing relationships with
lenders, preparing voucher households for homeownership, and finding staff resources to administer
the program.

Developing partnerships with local lenders has been one of the biggest challenges to program
implementation. Building effective partnerships with lenders is crucial to assisting households to
purchase. In some communities, however, lenders have been reluctant to participate in the
program due to concerns about loan servicing and selling the loans on the secondary market.
These sites are still struggling to build effective lender relationships.

Preparing households for homeownership has been a challenge for all sites, particularly given
the poor credit of many program applicants. Most sites have partnered with local nonprofit
counseling agencies to provide the required pre-purchase homeownership counseling to program
participants and to help prepare participants for homeownership. However, the need for an
extended period of support (in some cases one to two years) to help program applicants repair
their credit and build savings has strained staff capacity at some sites.




o Even with effective partnerships in place, the voucher homeownership program at this early
stage requires considerably more PHA staff time than the rental voucher program. At several
sites, program staff reported that staff capacity at the PHA and partner agencies is a limiting
factor on the number of households that can be served through the program. Planning and
designing the voucher homeownership program tends to require a high level of staff effort by
senior PHA staff, such as the Executive Director or Housing Choice Voucher Program Director.
Once the program is implemented, the amount of staff time and the involvement of senior staff
decrease significantly, but assisting families to purchase continues to require a high level of staff
effort. However, the likelihood that homeowners are much less likely to move, coupled with the
fact PHASs do not evaluate and approve rent increases and are not required to conduct annual HQS
inspections for homeowners, should eventually offset the “up-front” costs of implementation and
the initial transition of families into homeownership.

Program Outlook

At this point in the implementation of the voucher homeownership program, less than two years since
the publication of the final rule, PHAs and their partners have focused on assisting qualified
households to purchase houses in good condition and under financing terms that will be affordable
over the long-term. The 12 programs that form the basis of this study have been effective in
developing the partnerships, financing arrangements, and management strategies necessary to
maximize the opportunities presented by their local markets and minimize the constraints.

Given the experiences of the study sites, it is reasonable to expect that the program will be able to
assist eligible households to purchase modest housing in a variety of housing markets, with the
possible exception of the most expensive markets in the country. However, homeownership vouchers
are unlikely to become a large share of the overall voucher programs at those PHAs offering the
homeownership option. Most PHAs in this study anticipated that between 10 and 20 households
would be able to purchase through their programs each year. The size of a PHA’s voucher
homeownership program is constrained by the number of qualified households (particularly
households with sufficient credit standing to qualify for a mortgage), the availability of staff resources
to assist households to become purchase ready, the availability of additional subsidies beyond the
voucher (such as below-market interest rate loans and down payment assistance), and the availability
of affordable housing stock for purchase.

Supporting program participants after they purchase—through counseling, loan tracking, and other
activities—is likely to be a key challenge for PHAs and their partners as the number of homebuyers
grows. The ultimate measure of the program’s success will be the extent to which participants are
able to meet their mortgage payments, build equity, and become self-sufficient over the long term.
Although it is too early in the program’s history to evaluate its success along these dimensions, this
study sets the stage for continued assessment and monitoring that will be critical to understanding the
long-term results of the program.
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Chapter 1
Introduction

In 2001, Abt Associates Inc. began a HUD-sponsored study of the early implementation of the
voucher homeownership program. The program is also known as the Housing Choice Voucher
Homeownership Program or the Housing Choice Voucher Program—Homeownership Option. (For
the remainder of this study, we refer to the program as the voucher homeownership program.) Abt
assembled a team of site visitors with experience in the housing choice voucher program to study 12
public housing agencies (PHAS) across the country that had implemented voucher homeownership
programs.

This document presents the final report on the study findings. The report is structured in two parts.
Volume 1 presents the findings on program implementation and outcomes across the 12 study sites."
Volume 2 presents case studies on the 12 study sites that describe in detail the individual voucher
homeownership programs and form the basis for the cross-site analysis.

The remainder of this chapter introduces the study and the report, discussing the study background,
objectives, site selection process, data collection approach, and report structure.

1.1 Study Background

The voucher homeownership program is authorized by section 8(y) of the Housing Act of 1937, as
amended by section 555 of the Quality Housing and Work Responsibility Act of 1998. Under the
program, homeownership is considered a “special housing type,” like shared housing or group homes.
Like other special housing types, PHAs have the choice of whether or not to offer homeownership as
part of their housing voucher programs. Furthermore, like other special housing types, HUD does not
provide additional units or special funding for PHAs that elect to provide the homeownership option
for program participants.

The proposed rule for the voucher homeownership program was published in the Federal Register on
April 30, 1999.% Fifteen PHAs, including six sites in this study, were ultimately approved to operate
pilot programs under the proposed rule. When the final rule was issued, these PHAS were given the
choice to continue operating under the proposed rule or to amend their policies and procedures to
comply with the final rule. HUD issued the final rule for the voucher homeownership program on
September 12, 2000.° After the study was conducted, HUD issued a final rule on October 18, 2002,
and an interim rule on October 28, 2002, that made several changes to the voucher homeownership
program regulations that were in effect at the time of the site visits.*

The study sites are: Bernalillo County, NM; Colorado (statewide program); Danville, VA; Green Bay, WI;
Milwaukee, WI; Missoula, MT; Montgomery County, PA; Nashville, TN; San Bernardino, CA; Syracuse,
NY; Toledo, OH; and Vermont (statewide program).

2 64 Fed. Reg. 23,488 (April 30, 1999).
® 65 Fed. Reg. 55,134 (September 12, 2000).
* 67 Fed. Reg. 64,484 (October 18, 2002) and 67 Fed. Reg. 65,864 (October 28, 2002).
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The differences between the proposed rule for the pilot sites and the final rule that were in effect at
the time of the site visits are discussed in detail in the text of the final rule. For the purposes of this
study, the most significant differences include: the establishment of a national minimum income
requirement; the establishment of a national minimum employment requirement;” the provision that
homes that are either under construction or already existing are eligible for purchase through the
program; and the requirement that PHAs wishing to offer the voucher homeownership option
demonstrate the capacity to operate a successful homeownership program.

There are currently more than 100 PHAs at various stages of implementing voucher homeownership
programs. The majority of these PHAs are operating under the final rule, although a handful of
former pilot sites have continued to operate under the proposed rule. In several areas, the
Neighborhood Reinvestment Corporation (NR) has made funding available through its local
NeighborWorks affiliates to provide technical assistance and capital funds for homeownership efforts
as part of its voucher homeownership demonstration. In fiscal year 2001, Congress provided $5
million to NR to develop partnerships between PHAs and NeighborWorks organizations to
implement the voucher homeownership program. In fiscal 2002, Congress appropriated an additional
$10 million to expand these activities.® As of May 2002, approximately 30 PHAs were participating
in NR’s voucher homeownership demonstration and offering the voucher homeownership option in
partnership with 21 NR-funded NeighborWorks organizations.”

Unlike the regulations applicable to many other HUD programs, the voucher homeownership
regulations established guidelines and specific mandatory requirements covering only a few broad
areas of program operation—minimum income and employment requirements, mandatory pre-
purchase counseling, and term limits on the provision of homeownership assistance. Otherwise, the
regulations allow—and PHAs have exercised—broad flexibility in tailoring the program to local
conditions. Exhibit 1-1 provides a schematic of the components of the voucher homeownership
program, highlighting some of the key program regulations at each stage of the process.?

As noted above, HUD continues to work at fine-tuning the program design and has made several rule
changes subsequent to the time the case studies for this report were conducted. These changes
include:
e the establishment of a separate HUD minimum income eligibility requirement for
disabled families and PHA administrative flexibility to set higher minimum income
requirements for both disabled and non-disabled families;

The employment requirement does not apply to households headed by elderly persons or persons with
disabilities. In addition, for elderly and disabled families, the income used to determine whether the family
meets the minimum income requirement may include welfare assistance.

Ellen Lazar, “Helping Section 8 Families Move to Home Ownership,” NeighborWorks bright ideas, Spring
2002.

NeighborWorks organizations are autonomous, locally funded, nonprofit corporations that are supported by
NR and Neighborhood Housing Services of America. The NeighborWorks organizations in this study are
housing counseling providers, nonprofit lenders, and, in some cases, affordable housing developers. It is
possible for NeighborWorks organizations to provide counseling or other services to PHAs even if those
PHAs are not participating in NR’s voucher homeownership demonstration.

For detailed program regulations, readers should consult the proposed and final rules for the program.
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o clarification that otherwise eligible units owned or controlled by the PHA may be
purchased by program participants provided certain conditions are met: and

o the elimination of the requirement that the PHA recapture some or all of the housing
assistance provided if the family subsequently sold the home.

On June 13, 2001, as required under the American Homeownership and Economic Opportunity Act
of 2000, HUD issued a proposed rule for one-time down payment assistance for eligible homebuyers
as an alternative to the provision of monthly homeownership assistance during the term of the
mortgage. This proposed rule proposed other “streamlining” amendments to the final rule, which
when finalized would allow PHAs to set local eligibility income and work requirements, explicitly
authorize the use of manufactured housing in the homeownership program, and eliminate the
requirement for recapturing some or all of the housing assistance provided when a unit is sold.
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Exhibit 1-1
Key Concepts in the Voucher Homeownership Program

EIigibiIity v First-time homebuyers only
. v"Under the proposed rule, pilot PHAs may set minimum income and employment requirements
Screenmg v"Under final rule at the time of the site visits, the income of the adult members of the family who

will own the home must equal or exceed the Federal minimum wage multiplied by 2,000 hours
($10,300), and welfare assistance may not be considered unless the family is elderly or disabled
v"Non-elderly, non-disabled families must be employed full-time for a year before purchasing

Homeownership 4 Pre-purghage cognseling is required under both the proposed and final rules (post-purchase

. counseling is optional)

COUI’]SB“I’]Q v Counseling may be provided by the PHA, an entity retained by the PHA for this purpose, or a local
HUD-sponsored counseling agency

v'Format and content of counseling may vary

Home Search v Units purchased can be single-family units, co-ops, or condo units, including manufactured homes
on owned property

¥ Units purchased must be existing units or already under construction

v/ The family is responsible for finding a unit to purchase

v The PHA may set time limits for finding and purchasing units

¥ Units purchased must pass an HQS inspection by the PHA and have a professional home
inspection by a qualified independent home inspector

-

Home Purchase

v'The family has the primary responsibility for securing financing, but the PHA may review the
proposed financing to determine whether the lender and loan terms meet the PHA’s requirements
¥'The voucher subsidy is equal to the lower of the monthly homeownership expenses or the

Financing voucher payment standard, minus the family total tenant payment (typically 30 percent of monthly
adjusted income)
v'The term of assistance is 15 years for a mortgage term of 20 years or longer, or 10 years for a
{} shorter mortgage term. The term limits do not apply to elderly or disabled families.

v Families must complete annual and interim reexaminations in accordance with the PHA's
Post-Purchase voucher program policies

Activities v The PHA may conduct post-purchase HQS inspections; require post-purchase counseling; or

establish procedures to track families’ mortgage payments
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1.2 Study Objectives

The primary objective of the Voucher Homeownership Program Assessment is to provide HUD with
an analysis of the early implementation of the voucher homeownership program at 12 sites across the
country. The study is intended to describe how PHAs have designed and are implementing their local
programs and to provide insight into the aspects of the program that are working well and those that
are problematic. Thus, one of the study goals is to identify the “best practices” that have emerged at
this early stage of the voucher homeownership program as well as the key implementation challenges
that PHAs have encountered.

The study is not designed to evaluate long-term outcomes of the program, such as program
participants’ ability to meet their mortgage obligations, to build equity, or to reduce their dependence
on housing assistance. The voucher homeownership program is simply too new for that type of
analysis—most PHAs have been operating programs for less than two years and most participants
who have purchased have owned their homes for less than one year. However, the study does explore
fully the lessons learned in the program thus far and highlights areas for future research.

The objectives of the study may be summarized as follows:

e Provide a comprehensive description of voucher homeownership program development and
early implementation;

e Document organizational aspects of the homeownership initiatives, including management
and staffing structure, roles of program partners and other participating agencies, and
performance monitoring systems;

e Describe outreach and recruitment methods, including determining eligibility criteria and
identifying eligible participants;

e Document the status of program implementation, including the number of households who
have applied for the program, the number who have completed each component of the
program, the characteristics of program applicants and participants, the types of financing
arrangements used, and the number of program participants who have purchased homes;

o Describe the characteristics of program purchasers, the characteristics of the properties
purchased, and the sources and level of financing for home purchases accomplished through
the program; and

o Describe key contextual factors in the areas where the voucher homeownership program has
been implemented. These include characteristics of the local housing market, availability of
housing stock for purchase, and the willingness of local lenders to provide access to loans, as
well as characteristics of the PHAs implementing the program.
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1.3 Site Selection

In identifying the sites to include in this study, we began with two basic selection criteria. First, we
wanted to strike a balance between PHAs that are operating their programs without outside resources
(beyond the voucher program) and PHAs that are offering the program in partnership with local
NeighborWorks organizations as part of NR’s voucher homeownership demonstration. We did not
want a majority of the study sites to be places where the PHA has partnered with NR and
NeighborWorks, because the NR partnerships give PHASs access to technical assistance and capital
funds that are not provided under the regular voucher homeownership program. However, we
thought that it would be beneficial to include some sites where PHAs have partnered with NR and
NeighborWorks because these are some of the sites with the most experience administering the
program. In addition, at the time of the site selection, the NR-affiliated sites accounted for
approximately one quarter of all of the sites identified that had closings through the program, and
more than half of the total number of closings. Finally, we anticipated that it would be useful to
compare the experiences of PHAs in NR’s demonstration to PHAs implementing the program without
these formal partnerships and attendant additional funding.

The second criterion for selecting the study sites was the number of home purchases completed to
date. We thought that it was important that the study sites have experience managing purchases
through the program. The more purchases a PHA had managed, the more likely it was to have
insights into the different aspects of program implementation and administration. However, given the
modest number of purchases through the program when we began the site selection, we agreed to
consider PHAs with just one closing.’

In addition to these two basic criteria, we considered program design, geographic location, and PHA
characteristics in selecting the study sites to cover a range of these characteristics. However, the 12
study sites were not intended to be representative of any broader pool of homeownership programs,
housing markets, or PHAs.

To identify the potential sites to be included in the study, we initiated a reconnaissance effort in
October 2001 to generate a list of PHAs offering the voucher homeownership program. The
reconnaissance effort involved a variety of outreach activities, including:

e Literature and media searches;

o Discussions with HUD headquarters and Field Office staff;

e Solicitations from a posting on the National Association of Housing and Redevelopment
Officials (NAHRO) web site; and

e Discussions with Fannie Mae, Freddie Mac, the Local Initiatives Support Corporation
(LISC), and the National Housing Law Project (NHLP).

Following these outreach efforts, we conducted brief telephone interviews in October and November
2001 with all PHAs identified as having had purchases through the program or approaching that stage
in their program implementation. Based upon these efforts, we identified 47 PHAs that had

®  Based on early reconnaissance, we estimated that as of November 2001 there had been between 100 and

150 closings nationwide. As of September 2002, HUD estimates that the program has grown to
approximately 500 closings nationwide.
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implemented the voucher homeownership program and either had or expected to have a closing by
early 2002. Exhibit A-1 in Appendix A presents the list of 47 PHAs and the number of closings that
they reported as of November 2001. Taken together, the 47 PHAs reported approximately 140
closings. The candidate list was narrowed to 14 sites and, upon further review, the following 12
study sites were chosen:

e Bernalillo County, New Mexico (Bernalillo County Housing Department)

o Colorado (Department of Human Services, Division of Supportive Housing and Homeless
Programs)

e Danville, Virginia (Danville Housing and Redevelopment Authority)

e Green Bay, Wisconsin (Brown County Housing Authority)

o Milwaukee, Wisconsin (Housing Authority of the City of Milwaukee)

e Missoula, Montana (Missoula Housing Authority)

¢ Montgomery County, Pennsylvania (Montgomery County Housing Authority)

o Nashville, Tennessee (Metropolitan Development and Housing Agency)

e San Bernardino, California (Housing Authority of the County of San Bernardino)

e Syracuse, New York (Syracuse Housing Authority)

e Toledo, Ohio (Lucas Metropolitan Housing Authority)

o Vermont (Vermont State Housing Authority)

Since November 2001, when the site selection for this study took place, the voucher homeownership
program has grown significantly. As of September 2002, HUD estimates that there are approximately
100 PHAs with active voucher homeownership programs and that approximately 500 families have
purchased homes through the program. Exhibit A-2 in Appendix A presents the list of PHAs offering
the program and the number of closings that they reported as of September 2002.

1.4 Data Collection Approach

This study combines qualitative and quantitative data collection and analysis methods. The most
important source of data was in-depth interviews conducted in the course of two-day visits to each
site. The majority of the site visits were conducted in March and April 2002. Although the
respondents differed from site to site depending on the structure of the program and the role of
partners, on-site interviews were typically conducted with:

o PHA staff responsible for designing and implementing the voucher homeownership program;

o  Staff from partner organizations providing homeownership counseling or other services;

e Participating lenders and representatives from other entities assisting with financing
purchases through the program; and

¢ One to two program participants who had purchased houses through the program.

The in-depth interviews with PHA staff, partners, and program participants were the principal source
of information on the main topic areas of the study. We also conducted a property and neighborhood
assessment for three properties purchased through the program (or fewer if the site had fewer than
three closings).

We collected two types of quantitative data from the study sites. First, at each site we collected
detailed data on up to 10 households who had purchased homes through the program. For the five
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sites that had fewer than 10 closings at the time of the site visit, we collected data on all purchases to
date. For the seven sites with 10 or more closings, we collected data on a sample of 10 closings,
including closings from early on in the program as well as recent purchases. For each purchase
transaction, we collected information on the:

o Demographic characteristics of the purchasers (including income, race/ethnicity, and
household size);

e Characteristics of the property purchased (including the size and type of unit and what kinds
of repairs were required prior to purchase); and

e Financing of the purchase (including purchase price, closings costs, loans, grants, and level of
voucher subsidy).

At each site, we also collected demographic data on up to 20 households who had begun
homeownership counseling but had not yet purchased through the program. These data include
income, race/ethnicity, and household size.

In addition to the data collected on program participants, we collected data from HUD’s Multifamily
Tenant Characteristic System (MTCS) on the characteristics of the rental voucher populations at
each of the study sites. At the time of the site visits, the latest MTCS data available were from May
2001.

Finally, we collected 1990 and 2000 Census data to analyze the characteristics of the neighborhoods
where program participants purchased houses, using census tract as a proxy for neighborhood. As of
July 2002, when this report was being written, several key variables were not yet available from the
2000 Census at the census tract level. As a result, we based our analysis on a combination of data
from 1990 and 2000. For each of the study sites, we collected data on the PHA’s jurisdiction, and on
the individual census tracts where the sample of program participants had purchased houses and
where they had been living prior to purchasing. The Census data collected include: poverty rate,
race/ethnicity, homeownership rate, vacancy rate, age of housing, type of housing units, and housing
tenure by race.

1.5 Report Contents

The remainder of this report details the study findings. They are presented using complementary
analytical techniques—cross-site analysis and case studies. The cross-site analysis—which forms
Volume 1 of the report—highlights common themes and patterns across the study sites, including
lessons learned from the early implementation of the voucher homeownership program. The cross-
site analysis also provides a forum for analyzing the quantitative data collected on site, which for the
most part has t