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Introduction to the Case Studies

This report is the second volume in a two-volume study of the voucher homeownership (VHO)
programs prepared for the U.S. Department of Housing and Urban Development (HUD) by Abt
Associates Inc. under subcontract to Newport Partners LLC. The primary objective of the study is to
provide a broad, statistically accurate picture of the VHO program nationwide, based on a survey of
PHAs that have reported at least one VHO purchase. The survey is supplemented by in-depth case
study assessments based on site visits to selected sites operating particularly active or noteworthy
programs. Volume One of the report presents the study’s overall findings. VVolume Two presents the
case study assessments.

The key research issues for the VHO study overall are:

e What roles are PHASs playing in implementing the program?

o What kinds of partnerships are PHAs forming to implement the program and what are the
roles of program partners?

e What targeting criteria (if any) are PHAs using to recruit prospective VHO participants?

e What funding sources are PHASs and their partners using to support program services and
to assist purchasers?

e What is the format and content of the pre-purchase counseling provided to program
participants? What (if any) post-purchase support is offered?

o How is the voucher assistance used to support mortgages? What other sources of
financing help purchasers?

e What factors seem to contribute to program success, including PHA characteristics,
program components, and housing market characteristics?

The purpose of the site visits was to collect in-depth information on a small number of VHO
programs that had been particularly successful in assisting families to purchase homes. The
information collected has been used to describe the implementation experience in each community
and to assess the organizational characteristics of the PHA and their partners that seem to contribute
to program success.

HUD’s Request for Qualifications (RFQ) for the study suggested that the sites selected for intensive
study should include some sites that were included in the 2003 HUD study of the VHO program as
well as some that had not been previously studied.! Based on the RFQ and HUD input at the project
orientation meeting, the following guidelines were identified to inform the case study site selection:

1 Jennifer Turnham et al, “Voucher Homeownership Program Assessment (Volumes 1 and 2),”” US

Department of Housing and Urban Development, July 2003.
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o Number of home purchases completed to date. We selected case study sites that have
had success in helping voucher recipients become homeowners and not sites where there
have been few purchases or where implementation has been problematic.

e Limited attention to sites associated with NeighborWorks America’s voucher
homeownership initiative. In 2001 and 2003, NeighborWorks America (formerly
Neighborhood Reinvestment Corporation) provided capital and operating grants to about
21 NWA affiliates and their PHA partners to support voucher homeownership programs.
These sites had access to technical assistance as well as funds that were not provided to
all PHAs as part of HUD’s voucher homeownership program. In addition, the roughly 39
partner PHAs participating in NWA'’s initiative were already being studied under an
NWA-sponsored research contract.?

o Diversity in location and program design. Other factors considered in site selection
included program design, geographic location, housing market characteristics, and PHA
and program characteristics. The goal was to select 10 sites that capture a range of
approaches to the program’s main features, including targeting and recruiting
participants, providing pre-purchase counseling, and assisting purchasers with financing.

Notwithstanding these attempts to capture a range of program types, PHA characteristics, and local
market conditions, the 10 study sites are not intended to be representative of any broader pool of
voucher homeownership programs, housing markets, or PHAs. Instead, the sites were chosen to
reflect examples of programs that have achieved success in moving voucher program participants to
homeownership in a diverse range of settings.

To identify potential sites to be included in the study, we drew on information from an on-line survey
conducted by the Office of Public and Indian Housing (PIH) in 2004. We also obtained
recommendations for candidate sites from PIH staff who are familiar with local programs. Finally,
we considered which of the 39 PHASs involved in NWA'’s study of voucher homeownership might be
good candidates for the HUD study (knowing that only one or two NWA sites would be selected for
further study.)

We identified 31 potential sites and, in fall 2004, conducted brief telephone interviews to collect
additional information on each program and determine PHA staff willingness to participate in the
study. One site had discontinued the program. Of the remaining 30 PHAS, 10 were part of NWA’s
voucher homeownership initiative and eight had participated in the 2003 HUD study.

Based on the reconnaissance calls and in consultation with HUD, the list was narrowed to the
following 10 sites:

Bernalillo County Housing Department, Bernalillo County, New Mexico
CHAC Inc., Chicago, Illinois

Housing Authority of Fulton County, Fulton County, Georgia
Indianapolis Housing Authority, Indianapolis, Indiana

Lorain Metropolitan Housing Authority, Lorain County, Ohio

2 Some of the 21 NWA affiliates had multiple PHA partners.
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Housing Authority of the City of Los Angeles, Los Angeles, California
Montgomery County Housing Authority, Montgomery County, Pennsylvania
New Hampshire Housing Finance Agency, State of New Hampshire
Pinellas County Housing Authority, Pinellas County, Florida

Waco Housing Authority, Waco, Texas

Among the selected sites, two were included in the 2003 HUD study (Montgomery County and
Bernalillo County) and one was part of NWA’s voucher homeownership initiative (CHAC in
Chicago.)

Project staff conducted the site visits between May and October 2005. On-site activities included:

e interviews with PHA and partner organization staff to discuss program features and
implementation successes and challenges;

o focus groups with program purchasers to learn more about purchasers’ experiences with
the program;

o file reviews of samples of 10 program purchases to collect information on financing
details;* and

e windshield surveys to view a selection of purchaser homes and neighborhoods.

In addition to the information collected on-site, we also compiled Census data on the housing markets
in each of the site visit communities. Each case study presents available Census data on the
availability of homes within certain prices ranges for the years 2000 and 2004, a period during which
the national median house price increased by 35 percent.* This information helps illustrate the
relative availability of homes affordable to lower-income buyers in each community and the change
in the share of lower-priced homes in recent years. A summary chart showing demographic and
housing market characteristics for all 10 sites, ordered by median house value in 2004, is attached in
Appendix A.

The case studies provide descriptive information on the local context and organizational structure of
each program and its program policies and procedures. Each case study covers the following topics:
e Housing market conditions;
e Program development;
e Program management, staffing and partnerships;
e Program design;
e Program outcomes; and

e Lessons learned

¥ The analysis of purchase transactions is presented in Volume One of this report.

#2000 data are from the 2000 Decennial Census; 2004 data are from the American Community Survey (also
conducted by the Census Bureau).
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Bernalillo County, New Mexico

Voucher Homeownership Program at a Glance: Bernalillo, New Mexico

Total Size of PHA Housing Choice Voucher Program?® 1,840
Number of Active VHO Participants 100
(Not including those who have closed)
Total Number of Home Purchases 114
Average VHO Participant Income® $15,261
Average HCV Household Income® $9,275
Number of Foreclosures 0
Current Number of Delinquent Payments or Mortgages in Default 0
Other Sources of Assistance for Purchasers HOME, Payment Saver Program,
Smart Choice, Helping Hand,
FHLB®
Market Characteristics
Range of Purchased House Prices $41,000 to $168,574
Area Median House Value® $136,168

Unless otherwise indicated, the information for this table was collected during the site visit.
#Source: HUD Resident Characteristics Report.

®Source: 2004 American Community Survey.

See Financing Model section in this case study for descriptions of these programs.

Introduction

The Bernalillo County Housing Department (BCHD) administers approximately 2,000 housing
choice vouchers in unincorporated areas of Bernalillo County. Bernalillo County is the most
populous county in New Mexico and includes the city of Albuquerque. Albuquerque Housing
Services (AHS) administers the voucher program in the city.”

BCHD started its Housing Choice Voucher Homeownership program in July 2001. The program
depends on key partnerships with several organizations. Two local hon-profit organizations provide
homeownership counseling. One of the two agencies exclusively serves purchasers with disabilities

AHS administers approximately 3,900 vouchers. BCHD has a memorandum of understanding with AHS
that allows voucher participants from BCHD’s jurisdiction to relocate to AHS’s jurisdiction and vice versa
without actually porting into the other jurisdiction. Note that BCHD had previously allowed AHS voucher
holders to port into its voucher homeownership program, but this is no longer allowed. Please see the
“Targeting and Outreach” section for further discussion.

Voucher Homeownership Study: Bernalillo County, New Mexico Case Study 5



and provides intensive support to these purchasers. The New Mexico Mortgage Finance Authority
provides downpayment and closing cost assistance to many purchasers, using HOME funds.® A local,
family-owned lender that specializes in low-income clients had provided 70 percent of loans to
program purchasers as of August 2005.

With 114 purchases as of August 2005, the program has the second highest number of purchases
(after Chicago) of any voucher homeownership program in the country. Homeowners currently
comprise roughly five percent of BCHD’s voucher population, the highest percentage of the sites
visited. There have been no defaults or foreclosures thus far, and staff remain enthusiastic about and
committed to the program. Based on the results of the focus group, purchaser satisfaction is high.

The success of BCHD’s program appears to result from a combination of factors. First, the BCHD
Homeownership Coordinator is very skilled and maintains close relationships with program partners
as well as purchasers. In addition, the especially strong counseling and support available to
purchasers with disabilities has had a significant impact on the size of the program. Key
programmatic functions are divided among program partners, allowing several small organizations to
serve a large number of clients. Finally, an ample amount of reasonably priced housing units,
coupled with large downpayment subsidies, puts homeownership within reach of many voucher
program participants.

Bernalillo County was one of 12 sites visited in 2002 for the previous HUD study of the voucher
homeownership program.” This site was included in the current study because it has the second
highest number of purchases of any program in the country and because it has had particular success
serving purchasers with disabilities. There have been no major changes to the program’s structure
since the previous site visit in March of 2002. However, the amount of staff time devoted to the
program since then has tripled and has affected the program in positive ways, providing consistent
support to program participants and partner organizations. BCHD staff reported that they are pleased
that they can now devote one full-time position to the program (the Homeownership Coordinator),
compared to approximately one-third of a full-time position in March 2002.

Housing Market Conditions

Program purchasers are able to buy homes in all parts of Bernalillo County and Sandoval County.
Beyond BCHD’s jurisdiction of the unincorporated areas of Bernalillo County, memoranda of
understanding allow BCHD purchasers to buy homes in the city of Albuquerque (i.e., the

HUD’s Home Investment Partnership Program (HOME) provides grants to states and local governments to
fund housing programs that meet local needs and priorities. HOME funds may be used for a broad range of
eligible activities, including: providing home purchase or rehabilitation financing assistance to eligible
homeowners and new homebuyers; building or rehabilitating housing for rent or ownership; and providing
direct rental assistance.

Jennifer Turnham, et al., “Voucher Homeownership Program Assessment: Final Report,” was produced by
Abt Associates Inc. for the U.S. Department of Housing and Urban Development (HUD) under contract
#C-OPC-21759, Task Order CHI-T0001. HUD published this report in July 2003. Both volumes of this
report are available online through HUD USER at
<http://www.huduser.org/publications/hsgfin/msd_voll vol2.htmil>.
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incorporated areas of Bernalillo County), as well as in the town of Bernalillo (which is in Sandoval
County) without porting into these jurisdictions.?

Bernalillo County and Sandoval County cover vast, adjacent areas encompassing 1,200 and 3,700
square miles. Bernalillo County is dominated by the city of Albuquerque, which is geographically
diffuse and has few densely populated areas. The county includes suburban and rural areas, and has a
large amount of undeveloped land.

Among the 10 study sites, Bernalillo County has the third cheapest housing market (only Waco and
Indianapolis have lower median house values). According to the 2000 Census, the median house
value in Bernalillo County was $123,200, approximately 10 percent higher than the national median.
By 2004, the median house value increased by 10 percent to $136,168, but now was 10 percent lower
than the 2004 national median of $151,366.”

According to program staff, homeownership is relatively affordable for voucher holders with steady
employment and vouchers that provide a subsidy for a housing unit with three or more bedrooms. As
of September 2005, the average price of homes purchased by program participants was $98,191, with
home prices ranging from $41,000 to $168,574.

The chart below presents data from the 2000 Census and the 2004 American Community Survey on
the number and value of owner-occupied housing units in Bernalillo County. In 2004, almost 62
percent of the units in the county were valued between $50,000 and $150,000, within the price range
of BCHD participants. These data support the view that there is a good amount of stock available to
program purchasers.

Home Values in
Bernalillo County, NM 2000 2004

Less than $50k 10,930 7.8% 7,037 4.4%
$50k to $99k 34,064 24.2% 26,771 16.6%
$100k to $149k 51,074 36.3% 66,075 40.9%
$150k to $199k 23,355 16.6% 33,240 20.6%
$200k to 299k 14,194 10.1% 14,904 9.2%
300k and above 6,988 5.0% 13,349 8.3%
Total 140,605 100.0% | 161,376  100.0%

Sources: 2000 data are from the 2000 Census; 2004 data are from the American
Community Survey

Without these memoranda of understanding, the areas in which participants could purchase homes would
be limited because the housing authorities in the city of Albuguerque and the town of Bernalillo do not
operate voucher homeownership programs. Without these special agreements, HUD program rules would
not permit purchasers to port into a jurisdiction that does not operate a voucher homeownership program.

Data are from the 2004 American Community Survey.

Voucher Homeownership Study: Bernalillo County, New Mexico Case Study 7



Program Development

A central part of BCHD’s mission is to empower voucher clients to better their economic situations.
Therefore, BCHD’s Executive Director and Homeownership Coordinator determined that the voucher
homeownership program was a good fit for the agency, providing an additional asset development
tool that complemented the agency’s existing Family Self Sufficiency (FSS) program.

Because BCHD did not have the staff or the funding to run this program themselves, they focused on
building partnerships from the beginning. All of the local organizations and institutions with the
ability to support such a program had previously partnered with the BCHD and were very interested
in voucher homeownership.

Despite active interest among local partners, planning, designing, and implementing the program was
time consuming. When reflecting on the program’s development phase, BCHD staff reported that the
biggest challenge was working with lenders. While their main lender, Suburban Mortgage, was on
board early, it took several years of negotiation with other lenders before those banks would agree to
make a single loan.

The planning and design effort was led by BCHD’s Executive Director and by BCHD’s
Homeownership Coordinator (who was previously the FSS Coordinator). They researched the
operation of the voucher homeownership pilot programs and looked particularly closely at the
program operated by Colorado’s Department of Human Services, Supportive Housing and Homeless
Programs Division (SHHP). BCHD was particularly attracted to SHHP’s focus on persons with
disabilities because HOME-New Mexico (HNM), a local counseling agency serving people with
disabilities, had expressed interest in making the voucher homeownership option work for this
population. HNM’s Executive Director was actively involved in the program’s design phase. During
design and early implementation, she would call HUD directly to clarify program rules and to
advocate for changes to benefit purchasers with disabilities.

When developing its voucher homeownership program, BCHD drew on its previous experience
operating a downpayment assistance program in the early 1990s for the New Mexico Mortgage
Finance Agency (MFA). MFA provided BCHD with HOME program funds for up to $15,000 in
downpayment assistance for households with incomes below 80 percent of the area median. As a
result, BCHD staff were familiar with the homeownership process and with resources available for
providing subsidies to low-income purchasers. In early 2001, BCHD approached MFA about
accessing downpayment assistance funds for voucher homeownership participants. After reviewing
HUD?’s program regulations, MFA suggested that, in addition to downpayment assistance, MFA
could adapt one of its existing mortgage products for low-income borrowers for use in the program,
which it did.

BCHD defines its program goals in terms of purchases, but does not limit the number of vouchers that
can be used for homeownership. BCHD’s Executive Director said he hopes that homeowners will
eventually use 10 percent of BCHD’s vouchers. He noted, however, that such a goal has serious
budget implications given that the housing assistance payment calculation for homeowners includes

8 Voucher Homeownership Study: Bernalillo County, New Mexico Case Study



the maximum utility allowance and an allowance for home maintenance, resulting in higher subsidies
than are provided in the rental program.*°

Program Management, Staffing, and Partnerships

BCHD is the lead organization among the partners running the voucher homeownership program. It
is responsible for recruitment, screening, voucher administration, conducting Housing Quality
Standards (HQS) inspections, reviewing mortgage terms and inspection reports, and overall program
coordination. Partner organizations provide specific, key program services. BCHD staff report that
they depend on each partner to “do what they do best.”

BCHD funds its program through a grant for the Homeownership Coordinator and through voucher
and voucher homeownership program administrative fees that it receives from HUD. Prior to the
receipt of the current grant in 2004, BCHD funded the Homeownership Coordinator’s position
through the FSS Coordinator grant. BCHD receives approximately $590 per year for each voucher
participant to cover administrative fees. PHAs administering a voucher homeownership program also
receive a one-time payment of $5,000 plus $1,000 for every program purchaser. The BCHD
executive director is concerned that voucher and voucher homeownership program administrative
fees alone will not be sufficient to cover the Homeownership Coordinator’s salary over time.

BCHD works with two counseling agencies: Neighborhood Housing Services (NHS) of Albuquerque
and HOME-New Mexico (HNM). HNM exclusively serves clients who have disabilities, and NHS
works with clients without disabilities.** Program functions provided by the counseling agencies
include pre-purchase counseling, credit repair, and assistance with mortgage pre-qualification. Post-
purchase counseling also is provided on an as-needed basis. Both counseling agencies also serve
clients who are not part of the voucher homeownership program.

0 The amount of the housing assistance payment (HAP) in the housing choice voucher program’s rental and

homeownership components is determined by formula. While the formulas are slightly different for the
rental and homeownership programs, they have identical limits in terms of the maximum amount that can
be paid via the HAP, according to the number of bedrooms on a client’s voucher. In the voucher rental
program, the HAP equals gross rent (rent plus a utility allowance, as applicable) minus the total tenant
payment (TTP, which equals thirty percent of adjusted monthly income). If the gross rent is higher than the
payment standard established by the PHA based on the number of bedrooms on the client’s voucher, then
the HAP equals the payment standard minus the TTP. In the voucher homeownership program, the HAP
equals gross homeownership expenses minus the TTP. Gross homeownership expenses include PITI
(principal and interest on the mortgage, real estate taxes, home insurance and private mortgage insurance,
as applicable), a utility allowance, a maintenance allowance, a repair/replacement allowance, co-op or
condominium fees, and principal and interest on debt for any home repairs. While this long list of expenses
can add up to a considerable sum, if the gross homeownership expenses exceed the payment standard based
on the number of bedrooms on the client’s voucher, then the HAP equals the payment standard minus the
TTP, just like in the rental program.

11 NHS of Albuguerque has counseled all program participants who preferred learning in Spanish, regardless

of their disability status. As of August 2005, HNM did not provide counseling in Spanish, but the
organization had just hired a Spanish-speaking housing counselor who was scheduled to begin work in the
fall of 2005.

Voucher Homeownership Study: Bernalillo County, New Mexico Case Study 9



The local chapter of the Association of Community Organizations for Reform Now (ACORN)
approached BCHD a couple of years ago with an interest in becoming a program partner. ACORN
had funding available to provide intensive credit counseling and credit repair as well as more general
homeownership counseling services to program participants. BCHD staff initially agreed to refer
clients in need of credit repair to ACORN. Several months later, BCHD staff perceived that ACORN
was referring voucher holders to other homeownership programs that BCHD did not think were
appropriate for their clients and as a result stopped making the referrals.

Suburban Mortgage is the main lender for the program. While purchasers can use any HUD-
approved lender willing to make them a loan, the vast majority of purchasers have used Suburban
Mortgage. All purchasers who borrow from Suburban Mortgage work with the same loan officer,
who has become very familiar with the voucher homeownership program as well as various
downpayment and closing cost assistance programs. The most commonly used downpayment
assistance programs are administered by the MFA and funded through the HOME program.

BCHD generally does not pay its program partners for the services they provide to voucher
homeownership participants. While BCHD recently awarded HNM a one-time grant of $20,000 for
the provision of counseling services, this was an exception.*? BCHD’s Executive Director noted that
although both NHS and HNM are short on funds, BCHD cannot provide ongoing funding to the
counseling agencies with its current budget.

In March 2002, approximately one-third of a full-time position was devoted to this program. At that
time, it was already clear that more staff time would benefit the program. BCHD management had
supported devoting more staff time to the program for several years, but had been constrained by
limited resources. BCHD was able to hire a new FSS coordinator in May 2005, allowing the
Homeownership Coordinator to focus exclusively on the voucher homeownership program. The
Homeownership Coordinator now handles the day-to-day management of the program and has the
most contact with program partners and participants.

Both counseling agencies are relatively small operations. HNM has three full-time equivalent staff.
All HNM staff provide counseling to voucher homeownership clients. The organization hired another
counselor slated to begin work in the late fall of 2005. NHS has six full-time equivalent staff, most of
whom work with voucher homeownership clients.

Program Design

Targeting and Outreach

BCHD follows HUD’s income and employment guidelines on program eligibility and intentionally
has not added more stringent requirements. The Homeownership Coordinator explained that BCHD
wants to make the program as accessible and flexible as possible. In addition to the HUD income and
employment guidelines, candidates must be in good standing with their current lease, have no
outstanding debt to BCHD, and have no recent, family-caused HQS violations.

2 The funds for the $20,000 grant to HNM came from $84,000 in accumulated administrative fees, based on

$1,000 for each voucher homeownership purchaser, plus a one-time payment of $5,000 to each housing
authority running a voucher homeownership program. At that time BCHD had 79 purchasers.
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Current voucher holders and those on the voucher waiting list are eligible to participate in the
homeownership program. While candidates may enter the program directly from the waiting list, the
Homeownership Coordinator strongly encourages those who have not previously held a voucher to
rent for several months, so they do not run up against the BCHD’s two-month time limit for “leasing
up” a new voucher when searching for a home and run the risk of losing their voucher.** To date,
most homeownership applicants have been existing voucher program participants. Only six
participants have purchased homes as new voucher program participants who came directly off of the
waiting list into the voucher homeownership program.*

Until September 2002, BCHD allowed qualified families holding vouchers from the larger, city
voucher program administered by AHS to purchase through BCHD’s voucher homeownership
program. While AHS has chosen not to create a voucher homeownership program, a number of their
voucher families heard about BCHD’s program and became interested in it. Even though BCHD had
positive experiences with the 16 AHS clients who purchased homes through its program, the BCHD
staff ultimately decided that these clients were taking away resources from needy families on the
BCHD waiting list. The Homeownership Coordinator explained that the AHS clients caused BCHD
families in need of rental assistance to remain on the waiting list longer, and this did not seem
appropriate.®

Currently BCHD does not recruit homeownership program participants aggressively, given the
number of clients in the program’s pipeline. However, staff presented the program at orientations for
new voucher participants and discussed it with qualified candidates at annual voucher recertifications.
Information about the program also spreads among voucher families by word of mouth. Both
counseling agencies reported that their counselors mention the program to clients other than BCHD
program participations. BCHD staff have not set a limit on the number of households who may
pursue homeownership through this program.

Current voucher holders and those on the voucher waiting list who are interested in the
homeownership option must contact BCHD’s Homeownership Coordinator and be pre-screened for
eligibility. Program candidates are required to sign a letter that releases their credit report to BCHD
and confirms that they have read through the program eligibility criteria. Clients then need to call the
Homeownership Coordinator to discuss program details and to review their income, employment, and
credit information. These conversations usually happen over the phone, but the homeownership
coordinator meets in person with families who are more comfortable meeting face-to-face. At the end
of this conversation, the Homeownership Coordinator refers interested clients to the appropriate

¥ According to BCHD regulations, clients have 60 days after the voucher is issued to “lease up” by either

signing a rental lease or signing a purchase agreement on a home. Extensions of 30 days are granted at the
BCHD’s discretion. While BCHD staff reported during the May 2002 site visit that they were concerned
that “lease up” delays in the voucher homeownership program would adversely affect their voucher
utilization rate, no such problems have materialized as of the August 2005 visit.

4 BCHD’s waiting list has been closed since May 2002 with 300 families on the list. The list was reopened

in October 2005.

5 BCHD staff explained that they have repeatedly encouraged AHS staff to start their own voucher

homeownership program and have offered AHS a “ready-made program” if AHS wants to use the forms,
processes, and lending products used by BCHD. BCHD’s Homeownership Coordinator estimated that
among AHS’s 3,900 voucher holders, 200 are “ripe” for homeownership given their incomes, employment,
and credit histories.
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counseling agency, based on whether or not they have disabilities. According to both BCHD’s
Homeownership Coordinator and HNM’s Executive Director, only a handful of qualified referrals fail
to follow up with the housing counseling agencies.

Once the applicants have completed pre-purchase counseling and have been pre-approved for a
mortgage, they meet in person with the Homeownership Coordinator. At that point clients submit all
necessary documentation to reconfirm their eligibility for the voucher homeownership program, and
the Homeownership Coordinator recalculates the amount of the housing assistance payment (HAP).
For program participants coming directly off of the waiting list, this is the point when BCHD issues
them a voucher.

Homeownership Counseling

BCHD partners with two nonprofit agencies to provide pre-purchase homeownership counseling.
Neighborhood Housing Services (NHS) of Albuquergue provides counseling to non-disabled program
participants, and HOME-New Mexico (HNM) provides counseling to participants with disabilities.

HNM was incorporated in 1995 with the goal of helping people with disabilities purchase homes and
become stable homeowners. The HNM Executive Director explained that her organization is
committed to putting in whatever time it takes to prepare purchasers for homeownership, even if that
means hundreds of hours of help. She stays in close touch with BCHD’s Homeownership
Coordinator and with Suburban Mortgage, and she keeps abreast of program policy changes. At the
time of the site visit in August 2005, HNM provided counseling services in English only. The
organization had just hired a new counselor who would be able to provide training in both English
and Spanish. HNM'’s Executive Director reported that the organization struggles with funding even
though it has diverse resources, including funds from the City of Albuquerque, HUD counseling
grants, a one-time grant from BCHD, corporate donors, and foundations.

NHS of Albuquerque is a larger operation that was incorporated in 1975 with the goal of providing
housing counseling and development services to the local community. Until recently, NHS was
affiliated with NeighborWorks America (formerly Neighborhood Reinvestment Corporation), the
national parent organization of NeighborWorks organizations. NHS provides pre- and post-purchase
counseling, assistance with credit repair, emergency rehabilitation assistance, and other services.
NHS provides both group and individual counseling in both English and Spanish. Given the number
of Spanish speaking residents in the Bernalillo County, the bilingual ability of the majority of NHS
staff is one of their key assets.

NHS and HNM have similar curricula for homeownership training. Both agencies provide a total of
six to eight hours of group homeownership counseling sessions. In these sessions, voucher
homeownership participants are mixed with non-voucher participants. The topics covered in the
group sessions include the benefits of homeownership, budgeting, home mortgages, homeowners
insurance, home search, credit repair, home maintenance, and predatory lending. HNM, which works
exclusively with purchasers with disabilities, does a great deal of one-on-one counseling before and
after group sessions. NHS also provides one-on-one counseling, on an as-needed basis.

Representatives from NHS report that voucher program participants they counsel have more severe
credit issues and require more counseling than the other first-time homebuyers with whom they
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typically work. Staff from both agencies work individually with clients, guiding them through the
credit repair process as needed, which can sometimes take more than a year.

Focus group purchasers were very positive about the support they received from their homeownership
counselors, but many thought that too much material was covered in one-day group sessions at both
NHS and HNM. These purchasers suggested that the group sessions be broken up into at least two
days and that more time be made available for questions.

Home Search and Inspections

As in most other voucher homeownership programs, BCHD participants do not receive any formal
assistance from program staff during the home search process. The housing authority provides
participants with a list of real estate agents who have attended a BCHD-sponsored training session on
the voucher homeownership program. NHS of Albuquerqgue staff report they do not recommend any
individual real estate agents because they do not want to be seen as “steering” clients to a particular
agent or agency.

Half of focus group purchasers said they had negative experiences with real estate agents and felt
unprepared to deal with this situation. Some agents demanded that purchasers sign an exclusivity
contract. Other purchasers said that they wasted time fighting to get their real estate agent to focus on
the homes and neighborhoods they wanted and that they should have found a new agent sooner. A
number of purchasers said the real estate agents were condescending and acted as though they were
doing low-income purchasers a favor. Program staff seemed aware of the difficulty of finding
appropriate agents for families using vouchers to subsidize home purchases. The Homeownership
Coordinator suggests that HUD might create a certification process for real estate agents (as there is
for lenders) that could both educate the agents and weed out those not interested in serving low-
income buyers.

Because BCHD has memoranda of understanding with AHS and the Bernalillo Town Housing
Authority (BTHA) that allow BCHD voucher homeownership participants to buy homes in all areas
of Bernalillo County and Sandoval County without formally porting into these jurisdictions,*®
purchasers have a variety of settings, neighborhoods, and homes from which to choose, ranging from
urban areas to very rural areas in the mountains close to Albugquerque. Most focus group participants
were able to find homes in a matter of weeks and reported that it was not hard to find what they
wanted once they knew where to look

After program participants find a home they want to purchase, they must arrange for an independent
inspection, which is conducted prior to the HQS inspection in the Bernalillo County program.
BCHD’s Homeownership Coordinator advises program purchasers to negotiate with sellers to get the
sellers to pay for the independent inspections. She explained that in the New Mexico real estate
market, it is not uncommon for sellers to pay for independent inspections as an incentive to buyers.
While BCHD could not provide data on how many program purchasers actually paid for an
independent inspection, purchaser feedback from the focus group indicated that only a small
proportion of purchasers paid for the inspections themselves. For newly constructed units, the

1 The jurisdictions of the housing authorities are as follows: BCHD administers vouchers in unincorporated

parts of Bernalillo County; AHS administers vouchers in incorporated parts of Bernalillo County (i.e., the
city of Albuquerque); and BTHA administers vouchers across Sandoval County.
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program requires a current Certificate of Occupancy and a Builder’s Warranty instead of an
independent inspection.

After the independent inspections are conducted, the BCHD’s principal inspector conducts the HQS
inspection with the program participant present. The BCHD’s principal inspector is also an
independent contractor who manages the Owner Rehab program for BCHD. The Homeownership
Coordinator explained that, beyond conducting the HQS inspection, the principal inspector often
gives program participants advice about the home and home repairs. He will also check any repairs
made after the independent inspection.

Program purchasers often take advantage of downpayment assistance programs administered by the
MFA, and the MFA requires that the home receive a separate, MFA-certified inspection. The
Homeownership Coordinator explained that the MFA inspection is similar to the HQS inspection and
includes testing for lead-based paint in older homes. BCHD’s principal home inspector is certified to
conduct the MFA inspections. He typically conducts the MFA inspection at the same time he
conducts the HQS inspection.*’

The Homeownership Coordinator noted that she advises purchasers to avoid houses that have had
foreclosed mortgages (including HUD foreclosures), because the homes are often in bad shape and
create procedural problems for the voucher homeownership program. For example, the utilities are
often turned off in foreclosed homes, meaning that plumbing, air conditioning, heating, and electric
systems cannot be properly inspected. HQS rules prevent such a unit from passing if those systems
cannot be tested. Several program purchasers have bought HUD foreclosures, however. One such
purchaser reported in the focus group that she discovered a drainage system problem after purchase
that all inspectors had missed.*®

Another focus group purchaser raised the issue of the inspector’s inability to examine the heating
system during summertime or the air conditioning during wintertime, because these systems are
turned off. In her case, the fact that the air conditioning did not work was missed during the
wintertime inspection of the 15-year-old house that she purchased, necessitating an expensive repair
during her first summer as a homeowner.

Lenders

Based on BCHD program rules, purchasers may use any HUD-approved lender that agrees to the
program rules and to service the loan in-house. Program purchasers using MFA’s first mortgage or
downpayment assistance products are required to use an MFA-approved lender. While a total of 14
lenders have made loans to program purchasers, the majority of purchasers thus far have received
loans from Suburban Mortgage, BCHD’s main lending partner. Before the voucher homeownership
program began, Suburban Mortgage worked for years with purchasers referred to them by both HNM
and NHS of Albuquerque. Although there does not appear to be overt steering to Suburban
Mortgage, one of the counseling partners was unaware that purchasers were allowed to use other
lenders, indicating some level of miscommunication on this topic.

7 MFA pays the inspector $75 for each inspection. This payment is released to the inspector during the

financing process.

" The site visitor had an opportunity to walk though this home with the participant during the windshield

survey. This home is in very good shape and in a good neighborhood.
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Lenders are using a mix of Fannie Mae, Freddie Mac, FHA, MFA and other conventional loan
products for the first mortgages, as discussed below. Almost all purchasers with disabilities are using
Fannie Mae’s Home Choice product through Suburban Mortgage. While Fannie Mae now allows
other banks and lending institutions to use the Home Choice product, no local bank besides Suburban
Mortgage had made it available to borrowers as of August 2005. HNM’s Executive Director has tried
to recruit other banks to be program lenders and to encourage them to use the Home Choice product.
She thinks that more lending options would benefit program purchasers.

Several focus group purchasers raised difficulties with the process of finding a lender. One purchaser
noted that she did not really understand how to choose a lender that would be most beneficial to her.
Another purchaser said that she did not feel she had much of a choice, because the Suburban
Mortgage loan officer was the only person who really understood the program. A third purchaser
who bought a new home from a local development company had difficulty educating the
development company’s partner loan officer about the voucher homeownership program.

Overall, focus group participants agreed that the program would benefit from greater competition
among lenders, a view echoed by the Executive Director of one of the counseling agencies, who
suggested that HUD should market the program more aggressively to lenders.

Financing Model

Most BCHD program purchasers have
used the HAP as offset model, but some
purchasers have used the HAP as income
model. Like many other voucher

Sample Purchase Transaction: Bernalillo County, NM
Buyer's Annual Income: $9,540 (as of 1/12/2005)
Purchase Date: 5/23/2003

Costs to Buyer:

homeownership programs, BCHD leaves — Purchase Price: $115,000
the choice of the financing model to the — Closing Costs: $3,468
lender and permits it to vary depending on SENEES O (AR . ( )
— 1° Mortgage: 111,020 (5.3%, 30 yrs
the loan product used. Staff from both [T $6.,000
BCHD and Suburban Mortgage noted that (0%, deferred 30 yrs/ until resale)
they prefer using the HAP as offset model ~ Buyer Cash Down: $1.115
because of the buying power it offers DI IO Peymeis
rogram purchasers. Suburban Mort - ol P 3859
program purchasers. subu origage — HAP to offset PITI: $800
does make HAP as income loans to — Buyer's PITI portion: $59
program purchasers, however, when the — Buyer's share of

PITI as a percent of
gross monthly income: 7%

lending product requires it. Until a recent
change in FHA policy, mortgages insured
by FHA had to apply the HAP as income.*®
Most of the BCHD purchasers that have HAP as income mortgages have FHA-insured mortgages.
Program staff and lenders are curious if this change in policy will increase the use of FHA products in
the voucher homeownership program locally and nationally. They see the change as creating more
options for program purchasers.

¥ The change in FHA underwriting policy permitting use of the HAP as offset model was announced on July

29, 2005 in mortgagee letter 2005-32.
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Although BCHD’s Homeownership Coordinator was familiar with the difference in buying power
and the variation in risk associated with the various financing models, interviews with both
counseling agencies indicated that the counselors were not aware of the important differences
between financing models and that the lending product chosen could determine purchasers’ buying
power. Feedback from the focus group indicated that purchasers also were not familiar with the
alternative financing models.

BCHD most often sends the HAP directly to the purchaser, and the monthly mortgage payment
usually is deducted automatically from the purchaser’s bank account each month. BCHD’s
Homeownership Coordinator has no qualms about sending payments directly to purchasers and
believes that if such a level of trust has not been built up by the time of purchase, there is something
wrong with the program. If a lender prefers that the HAP be sent directly to the lender or to a
separate account at another institution, BCHD will do so. Suburban Mortgage staff noted that if any
payments are more than five days late, they call the Homeownership Coordinator.?’

Almost all purchasers who have disabilities or who have family members with disabilities are using
Fannie Mae’s Home Choice mortgage product. This 30-year product offers below-market, fixed
interest rates and permits some flexibility with respect to loan-to-value ratios, sources of funds for the
downpayment, and documentation of credit history. For the Home Choice product, the HAP is used
to directly offset PITI payments (i.e., payments covering the principal and interest of the loan,
property taxes, home insurance, and private mortgage insurance, as applicable). Suburban Mortgage
and Fannie Mae have been pleased with the timely mortgage payments made by program purchasers
using Home Choice loans.

A number of program purchasers have used MFA products. The MFA provides 30-year loans with
slightly below market rates to first-time homebuyers throughout New Mexico. For homeownership
voucher purchases made with MFA loans, the HAP is considered an addition to the participant’s
monthly income and is sent either to the lender or to the household, depending on the preference of
the particular MFA-approved lender originating the loan.

In addition to first mortgage loans, MFA provides significant downpayment assistance via the
Payment Saver and Smart Choice programs, which are supported by HOME funds. Purchasers can
use at most one of these two forms of downpayment assistance. The Payment Saver program
provides interest-free deferred loans of up to $8,000 (or eight percent of the purchase price) that are
due upon refinance or resale. Payment Saver loans are available to income-qualified first-time
purchasers across New Mexico. The Smart Choice program, a variation of Payment Saver, provides
interest-free deferred loans of up to $15,000 for purchasers who buy in unincorporated areas of
Bernalillo County. Smart Choice loans are also due upon refinance or resale, but are available only to
voucher homeownership purchasers. However, the Payment Saver and Smart Choice loans cannot be
used for purchases in incorporated areas of the county (i.e., the City of Albuquerque).

20 Other lenders associated with the program did not seem to have formal procedures for reporting late

payments.
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