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Some further cxplorations on loan underwritmg, in this case the lOgIcal sequence ofnctions and the 
balancing act bclwe;:n policy anJ economic oonsidcmtions, 
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Mark-to-Market 
Loan Origination Sequence 

Suumary 

.. 

l.4!(ID A. Smidl 
CI\f\r1~% F.. "lien 


Keilh S, King 

MJd~ T. MuJld 

T"M A. Tfchul:>.Jn~m 

Mark~to~market must combine HUD real estate financing capacity (which is underwriting~ 
driv,;n) with public accountability (which aSSUres good policy decisions). capacities which are not 
neet' ssarily equally prl:!scm in a candidate PAE. 

To Ul>surc that PAE's have all the capabilities required to meet the Congressional 
objectives, BCD iihould coosidt:r eni:ouraging teaming structures between publicly accountable 
bo(,Les which filUY lack HUD cxp~rience (such as HFA's) and capable underwriters who lack 
pub,ic accountability (such as large FHA origiruHor/ scrvkcrs), IfHUD elects this option, it 
shollld cX;)(Jlill~ Fannie Mae's Delegated Underwriting and Servicing (DUS) program, which 
pro',ides an ; ntriguing analog. 

Objectives ;11 Lo:m Restructuring 

The need for high-quality underwriting_ Inherent;n the mark-la-market legislation 'is 
tbe necc~ity to strike a proper balance between economics (minimizing Federal costs up front and 
over the long term) and po/if.:t' (preserving the housing and providing resident affordability), 

l1ecausc pulicy decisions that stress resident affordability always cost money, these two 
obj,!ctivc5 an: usually at odds. The undcrv:riting process must also balance up-front costs versus 
on,going risk (ufdcfaull) or obligatiun (in Section 8)" These intrinsic tensions ~ which arc 
l\llavoidabl~ aJ!d :lre, indeed, at the core ofmark~to-market - mean that reunderwriting these 
prop\.'rti.::-; win always be ditlicult and will always demand the best talent that HOO can arrange to 
have brought [0 be;.ic (via its definiuon of PAE's) . 

• 

J 



The. importance, of a wtll-designed procedure, Regardless of what entity assumes the 
PA:' rote and conducts the loan reunderwriting. HUD must design a~ efficient and reliable 
uncerwriling procedure. 

P The lmlrk~to~markel system must process about 4,000 properties over a fivcMyear period 
(an average of 15-20 properties per slate per year), so it must be efficient. ,And that processing 
wit be, from a Federal perspective, indirect - HUD will be actiug through'deslgnated 
Pallicipaling Administrative Entities (PAE's) whose performance'it can only monitor, not compel. 
Tbus the system should: 

I 
• 	 Structure the process to reduce the nsk of reprocessing by having critical policy decisions 

made bi!fim! the fmandal underwriting, . 

• 	Have proper incentives and constraints that naturally direct PAE behavior toward 

Congrl!ssionru objectives. 


Have dearly defined authority scope 50 that PAE's know precisely what they can do 

, without HUD involvement and so that HUD's workload is mirumized. 


• 	 Encourage consistent fcportin¥. 

A Logiclli Step-by-Step Sequence 

Selling aside for the moment what entities should be PAE's and the rules by which they 
should bt: guverned, mark-to-mMket should employ a five-step underwriting scqw;:n(;e: 

Skp 1. Admissions. Because p-ropenies are not a\ltomatically eligible for mark-to~ 
market, all critical eligibility questions -should he addressed initially, before allY other steps are 
ta~ eo. These include the following; 

Rl!llt!1· ahove I1UlrAel. Whether the intake here is rigorous, or generous I , a property should 
be admitted only if the PAE reasonab~y concludes that HL'l) cou!d save money by 
lowcring its rents. 

BtUlprapf!rly The legislation anticipates that some properties will be uneconomic (0." 
snkage, in which cas'\! the residents should be vouchered and the, mortgage assigned, 

i)iXqfW/ijiCl/ owner. Some owners of good pfOpert~es- will nevenhe~css be disqualified 
und!.!f Seetion 516(a) of the '!"fAHRA Act. Since the property may yet process iiit,. 
changes sponsors, this decision too should be made at admission. 

-0-:----- ­
J Recap f,wors it gcm:rou5 illlQkc in!o nlMk-to-marker. one thlll is SlfUCiured 10 admit rather Ulan exciude propt..'rties 
in .111 cirCUII\S\:1.!lces WllCfC the cursory -dcicl1ninalion of com~u"...ble rcnl might be difficurt Owuers will wan! 10 
at'<lid lnart\·IO-IU;Jrkel if (hey C:In, they risk losing control of the property, the!f operations will be scrutinized, and 
a successful ":Illi:rgencc will come 111 the price of a thirty-year Use Agreement A generous inL'\kc is tlp-pl'OpnalC 
bel ;auS¢: OWIilOfS will be relw.itmt to sccl: rcstruclUring 011 a property that does not gc:nuinely need il. and because 
(tIlts will b,~ pre-clscly determined !!t a later s!ab"C: Exccpl for some processing lnconveuicncc, there is 110 nt.'ltcrial 
do.vnsidt: 1\.) J g..:nerous rClIt-eligibilily lIIiake. 

,; 
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.t, A"'.'iist(lftce-i)(l~;'rg: "ruperty or resident? Ultimately the PAE will elect whether to base 

'I 
as!ligtancc.tt the property (by continuing Section 8) ot with the residents (via vouchers). 
At its rnut, this decision is le::>s about economics, more about policy, 1)0 it too should be 
made f)(i{)rJ! the reundt:.:rwriting:1 

, 

;i. Use Agrel!mcnt. HUn may elect to specify Use Agreements comprehensIvely in the 
regulations, but ifllwy must be decided on a property-by-pro~lty basis, the Usc 
Agru":lrcnt is probably best adjudicated here, since the Use Agreement's terms wHl figure 
in the u"'Idcl'writing. 

COllc/lMhm. These decisions relate predominantly to polk)' rather than economics_ 

Step 2. Underwriting. Once a property is admitted into mark-to-markct, it must be 
reUliderwriHen, the core activity_ This involves. dcciding: 

I. ill!tlt iew:/s through ml:!rket survey and assessment of comparable renhL 

2. 	 Opeftlling expense's appropriate to the property after recapitalization, Inherent in this 
determination will be Lhe PAE's adjudication whether to fund any non~hollsing servkes 
(c,g. cun:p\Jtcr learning centers, low cost day care, resident sodall recreationat activities, 
mcdic~l~ or wellness support) thal may nmy' be provided in the current opemting budget. 

3, 	 Capital lweIi." policy, which lHl.\CS immedillte needs, ongoing requirements, and sensible 
repiacc-ml!nt reserve d:.:posit levels. 

4, 	 OPt:l'tltilig cOt'erage1 that will be applied to the resulting Net Operating Income4 (NOI) to 
dCrive maximum debt service. 

5. Nt!( Stlpporrahlt! Debt (NSD) based 011 financing alternatives. 

Finally, iflhc initial Nel SupportiJble Debt is negative, or if the property is otherwise ncn~ 
viable basl!d on tbe established underwnting. the property got to Step 3. Exception Benefits: if 
not, it jumps to Step 4, Approval 

Cow.'lus/VrJ_ Activities in this step are almost exclusively economic; policy plays little role. 

J A credible llrb'lllUcnt can l:J..; nl1l(.lc lltjj the assis!ancc-b."lsing decision should be deferred until uOer Ule 
underwriting and cxceptH)tl-Oenefit steps, bL'CaUSC Ihe Oufcome of Ihese financial components might ehange the 
assi'Ulnce«basini(. d,.'cisicn. While acknowledging that Ihis can lllppen. we think these instances 'Will be J'fU'e - and 
the '1lSSjst:lnce~basing decision is Ovth politically charged and a precondiLioo oflater de<;is.io-Ils soeh as relt! levds, 
rehab and rcposi:iorung, Thus \\c recommend Jccelerdttng tbe decision, while p.;=rhaps aUowins an appeal 1II11le 
exC!;ptjo-n~bet\cljl SICp, 
~ Cvvcrag;; muo" \\ m tikdy vary depending on wlir:tltcr lhc property's assistance is propcft)--"bHSCd or rcsidcu:~ 
baSl~ 'Illd Idwlll;;r lhe reconstituted first mOrlgage is fHA-insured or uninsured. BUD could el.:C1lo specify ralios 
in f!bTU1nti(lltS or 10 leavc thcm 10 (Ile PAE's discretion. 
~ M~ri;>(o'II!U(kelllnd~rwtitillg: t!!quircs going. beyond Ihe l}l'ical pcrcent-of-dcb4~sen'icc eoverJg.c ratios. because 
m:my recoll51ilUlcd firs! mortgages will be ill such small amOllIHS that a coverage of(sny) l5% of new debt ser....ice 
11\:1:' be 1"0- lillic. Properties wil It high operating- expense ratios (operating expenscs as a percenwge of local market 
rell oS) wUI n~\!d :;UlllC mini mum kvel of cash flow aftcr debt service, perhaps meaSllfcd by dollars per npattlllent 
per 1Ilonlh, pcn;~·tll or op!!t:ui ng budget, or SOllie other formula beyond strict NOl. 

I" 
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,! Step 3, Exception benefits. The legislation further contemplates that some properties 

wOlth prQ[ecting will not be viable using the norrn.11 underwrit,il1g protocols~ accordingly Congress 
esublished a series of exception benefits which may be applied at the PAE's discretion, including; 

i, IJudgcl-btlsed rents up 10 120% of FMR (up to 20'% of-any particular PAE's jurisdiction~) 
for 'social asset' properties that are worth preserving but can pay' no debt service at nonnal 

'~ underv.:riting rents. 

2. 	 Rclll!> ahvve 120% 01 FAIR (with HUD consent) for up to 5% of any PAE's inventory, 
" , 
., COllc/usioll. These activities are predominantly policy conclusions that are permitted to 

override the ba.sic underwriting analysis. 

" 

Step 4. Approval. Once the property has been reunderwrittcn, the Mortgage 
Re! trucluriug and Rental Assistance Sufficiency Plan must be approved. which requires the PAE 
to ,:oncludc, as HUD's agent, that the plan represents a good use ofFederal resources: 

1 ,\'ectimr Hwhich will ~lJpport the new rents. 

2, Net cltlim ot! (/Ie FilA imonraneelund which results from the debt re~sizing. 

.J:. Rehab J[r(lnt,~ (if any) provided to the property. 

4. 	 b/ew FHA ;nsurmu:e, if that has been requested and is appropriate. 
5, 	 Apl'mMI oftlu: U:-.e ,.Jgreemellt to verify that it does not constrain property operations so 

that tht: underwriting will be infeasible. 

'I 
Conclusion, These steps represent essentially a policy raJijicalJon ofall economic 

alll'lysis, so th;:y fuse the two disciplines. 

Step S. Closing. When the Plaf!: has been approved, the transaction must be dosed,' 
wh'ch includes predominantly mechanical activities: 

"1, 	 The old loan must be settled nnd the reconstituted first mortgage put in place. either via a 
Partial Payment of Claim (PPC), an assignment! reassignment. or a full claim and new' 
{insured or uninsured) mortgage origination. 

2. 	 The soft second must be put in place. 

'3, Th~ recolistituted firs; mortgage may have to be sold (unless the restructuring is 
.1 accompltshed via PPC). Selling the loan will be trivial if it has FHA insurance, possibly 
.J, quite difficuit otherwise. 

,,4. 	 The U:1C Agreement must be recorded. 

\, COiIi.:lusiOJL These steps are almost purely mechanical, although they require a high 
degree of HUD progranumllic and mortgage knowledge, and benefit from processing efficiencies 
and expl.!ricnci~. ,, 

," 
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Fin,ally~ ()nc~ the trulisuction is closed. a sixth step wilt be required: 
... 
'. 1 Stel) 6. ImplementatiQnl monitoring, Mark~to-market recapitalizations are not sclf~ 

exe<:uhng. They put In place a new operating and affordability paradigm expected to last for 
thirh,years, and with significant built-in adjustments (e.g. payments on thc'soft second, rent 
incr,e'~se implt:m-:ntaiion via thl! 0pclating Cost Adjustment Factor fOCAl:), and contingent 
enfOlcemellt rCllwdies such as accelerating the sOIl second), Whatever entity close:; the 
rCC,aI:italization must put in place the organizations and procedures to accomplish these tasks: 

{{ i 
{, h 	 Monitur po/h.::'" ('omplhmcl! with the Usc Agreement. 
'. '" .r.t : A.lministL'r SV<:fiofl R if it IS property~based> and possibly even if it is resident-based, 

>~'
!; .,. , 	 A.\Jt:l malwgt: Of>f.!rtllfOJrs amI cvlltJ{.'t soft sttCOf1d mongage payments as generated by cash 

flow. 
IL'Isess au: halallCIJ betll'een the demands ojmaimenallce andfinance, Should the 
property encounter operating di!1lculttes, the owner may have to choose betweer:. 

...(' ! reinvestIng ill the prOpl!rty (risking fmancial default, hopefully only temporary) or funding
", .. 
: '\! ddJi :..cfvice (ris-king physical deterioration). Neither choice is catego;ically correct, so the 

:,:"., i asset manager must tcmpt!f the government'S financial objectives with sound real estate 
judgment. 

Enforce iethe owner breaches the Usc Agreement or the property othcm;se falls out of 

compliance. 


Conclusion. These tLm,,;tlOtlS are predominan~ly economic. 

Ol~,~:miz:ational 1mpIications 
.,' 1 • 

,', I 
'~:'-: The loan reunderwriting protoco! outlined above has significant impiicatiof1s tor how 


H1)P should structure the fUlIctions and the orga:lizational at,tributed to be required ofPAE's. 

,'. , 
;,:,j 
., 1. The skills required differ substantially rrom stage to stage As the following 


c~art n::v~ab, skrlls required to handle a property change as it moves through the restructuring: 

,Y.: ~ 


.'5ii.2 Dominant skills 


{:.: 'Ad!l1issions Policy' 

2.;.:Undcf\\riting Economics 

)'(' :Except;on benefits Policy informed by economics

" ,

4: !;Approval Policy 

5.:." Closing Economics and mechanics 

6:: hnplementation Economics 

:' , 

.;":1
:::',:: 2. Economics fI.IS to be integrated with policy Mark~to~market is neither a purely 
~y~>~;jmk rt.:stn.lcluring not a purdy policy deciSion. tCOilOmics and policy are explicitly brought 
t.o!;clhcr in ~Xc~l>tion ben\;fits and in loan approval but are impiicitly connected throughout, To 
.! : 

};i 
.'~<·i 
' ,,' 
.": :;r 
~ifk~to .. tvl;trkct· Loan Origination Sequence Page 5 
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'I , . , 

be '~apable. a PAE must have both a strong policy orientation and demonstrated capability to 

un1erwrite HUD properties. 


I 3. Experience,with HUD properties matteI's. The legislation generally anticipates 
thnt most PAE's win be the respective state housing finance agencies (HFA's) if they are qualified, 
but also allows for other entities «()on~profits first, then for-profits) to be qualified as PAE's, 
Further. th~! legislation posits that many Pi\E's may need to augment th.eir capacity in that it 
encourages BFA's to form teams", 

. Tax credit allocation, a significant s(iurce ofHFA multifamily experience over the last 
de~}lde, is I10t by itself an underwriting funct!on. Not aU HF A's or other candidate PAE's will 
h~ve e.xtensive e:<periencc with multifamily loan unden,vriting., and afchose with apartment 
e-xperience, not all have worked with family properties, especially those without property~based 
S~~tion 8. Ft:w prospective P AE's have extensive knowledge of the HUD portfolio Qr experience 
wJrking within HUD guidelines, . ~ 

.:! All ofth~se factors. suggest that many PAE's will be receptive to subcontracting 
underwriting or J·ruO-intensive func~ions. while retaining contro) of the policy decisions:. This 
will be especially true ifHUD (as it should) fully implements the statutory instmcrion to set a high 
51 ~ndard of P AE's based 00 their "demonstrated experience with and capacity for'" HUD 
multifamily fl!stTUcturing, 

4, Existing FilA loan servicers m:ly be logic .. 1 subconlractors. Existing FHA Joan 
st'rvicers have both underwriting capadty and experience wilh these properties. attributes which 
n:ake them logical subcontractors or partners for PAE's. 

'I 5. . 'rhe Fannie Mae DUS approach offers an intriguing tlOtential nnalog for I)AE 
q~n'ificl_tiOIl ,Hut monitoring, Fannie Mae DUS has been an enonnously successful paradlgmR 

b:tsed on the principles of' rigorous qualification ofleoders, lender! originator financial 
CI)mmitment:i, standardized loan programs with broad potential for innovation by approved DUS 
lenders, and limited experimentation in specialized DUS pilot programs 

I 
" 
" 
, 


,I 

~-'_.__._._.._-­
6 For instan;:\!. the dcfitlilion ofP:lfticip ...ting Administf;1tive Entity Sliltes (SealOfl 512{W)) II1:)t, "The term 
.~ artidpoting :ldmlnistrotl\·c entity' means: a public agency (including tI State housing linance agency or n local 
b:msiug ase";;")'), II !lon-profit organilntioli, or .any olher entit) (including a law firm or 1m :Jc~ollnting firm) or (J 

c )mbiJlll/ioli o/Mj(.:h <'nftlii:s, that meets ale rcquiremCUIJi \Jnder Section 513(b)," which in hlm stat<.:s. 
".;urtnenhip.\', for the purposes ofony p.1rti<:ipaflug admintstr'J,tive Clility applying under this subscction, 
P lrticiIXltlng administnJliyc cntiliL'S are f!tlt:ouraged Iv (/':vl:!{JP pa/"tnerships with each otller amI with nonprofit 
o~g{mi;:;afit.m"i, if such partnerships will further the parliciputing tldministratiyc cmllY's abiUly to meet the purposes 
or ItllS Act." 
7'

Section ;\ Dtb)!l)
,
oflhe MAHRA Act. 

8 In 1997 Fanl1ie M:1C origill:llt.'d $6K.7 billiOn in mortgage purchase commiuncuts. The maTk~ttHlhlfkct program 
,,'iIIlike1~ genCr::Ite betwccn $4 olld $6 billion in new reconstiruted first mongages

1 \ 
r:1ark~to.;\'iarkct: Loan Origination Sequence Page 6 
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Organizational Questions 
, • • 
, 

L .)'lIolllt! IlUD require I'AE cGndidares 10 have capacity in place he/nfc designation? 
Bmh Fn;1oil,) Mae DU~ and designee approval under the FY 96 and FY 97 J.clllonstra~ions 
have bClm predicated on capadty in place before any authority is granted. 

:'. 	 If PAI~'sft)tm teamj/ Ihat iI/mIFf! for-prvfitfirms as subcontracfors . .'..-/1(}u/d (1 publicly 
m.:cotlflt"bJe elliily rchJin amtroi Oi't"r all the polit.:v decisions? The legislation clearly 
anticipates that public entities will be in chargo", 

:f. 	 If i'AE'sform' (i!um.\', how call HUD assure proper internal GOlJ1lmmicalion, financial 
dfsdplitll!, aflll po/il.y ur/mla/ion? 

.1. 	 Should PA/~'s or /'A/~ '>!lln:oN/melOr::; ha\'e financial incentil'es tied to sOlllld l()nK~term
• underwriting? Although the legislation precludes for-profit entities from haVing an equ:ty 

inte;"~st In lhc rC5tructtlring lll, s:1bcontracting functions on a fee"for~scrvic.:e bas:s would go 
.'1 against a core tlmdJn1cntal principle of DUS, granting authority proportionately as the 

undelwriter takes tham:ial risk 

5, 	 flo\!' am H(JI) !.!1l{:ow'O~e efficiency and slondardi:alir)f1 amOJlg loan executions while 
simu/,'tlIJeolls/y allml ing PAl:::,'jl.:xib,!ity 10 illllova/e rmfinallcial resfnu:wring:;? Tn 
other contexts (e.g. faml:e Mae DUS). the program specifies form documents (e.g. notc, 
mOl1gagc, soft second, and Use Agreement) and discourages exceptions to documentary 
provisions 

6. 	 How .\luJIi!d OAdHARjaciliILlti! comparisons among PAl~"s and rapid sl1arilJj4 oj best, 
pradict's andprw.:ficaJ experience? The DUS system is stroog in part because Fannie 
MilC provides rapid feedback among underwriters, 

Cc·uclusiolls 

: I 	 [..lUI) $houid eSlablish high standards an:ong PAE's 

,2. 	 To :t3$ure that prospective P AE's bave capacity in place before designation, HUD should 
C!lI.:Ollmge and facilltatc teaming or subcontracting arrangements, 

J. 	 If teams- arc formed between public entities (such as HF A's) and private entities (such as 
FUA underwriters or financ:al specialists), the public entity should retain control over 
po!i;..:y cCl:isions but be allmved to subcontract underwriting and processing funetiO!~s to 

, 
cap:,bJc private cnt::ics, 

J
• 
4 	 Amocg its top priorifes, OMHAR should establish a strong interm:l commUnl(:atiQflS 

network so that best practices and learning (:urve experiences can be quickly shared 
among PA£'s, 

--.~~~~~--

<; : l.'Ction 51 ](bJ( iXA) require..; (i:)r~profil entitles Ih;It arc dl!signat>:d as PAE's 10 enter iuto a partnershivs wiLh 

pUJlic-pllrposc ::nlilics. 


, \0 
, 	 Sl"CtiOJl 5 U(I.l){7HBJ 
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 Mark-to-Market 
II 5+1 Step Loan Origination Sequence 
I 

I 

2~ , Undcr.vriting , 
i 

~--.
4. Approval, 

" 

5'1 Closing 
,, 

"j 

Decisions 


• Dad property 
• Bad owner 
• Property~based versus vouchers 
• Use Agreement 

• Establish re~nl"'------

• Establish operating expenses 
• Decide capital policy (rehab, replacement reserve deposits) 
• Select suitable coverage ratio 
• Initial loan sizing - are exception benefits required? 

.--- ­
• Budget-based rents 

• Rents above 120% of FMR 
• Permit appeals of the assistance~basing decision 

• Ac~ept rents 
• Accept debt re~sizing 
• Bestow rehab 
• Bestow FHA insurance (if needed) on reconstituted first mortgage 

• Restructure financing, place new soft second on property 
• Sell reconstituted first mortgage 
• Record Use Agreement

'--;--,-----,----._::-; ­
6.,/ Itnplcl!lentatkm • Monitor policy compliance 

• Admiruster Section 8 
• Monitor soft second payments 

-, ---- _._-------­, 

" 
,I, 

!\lark~to-tvljrkct: Loan Origination Sequence Page & _ 
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 MlIrk-to-Markd Secolld Mortgages 
Illustrative PayoffSensilivity Analysis 

Fin.tncial Analysis. 

A1!acbed arc thr'ee scenarios 11Iustrating the mechanics ()fmark~tO~mafket restructuring 
using Ii representative range of potential seCond mortgages, Each scenario is presented via a tW()~ 
pflge,~pl'cadshc(~t which shows (1) the underlying assumptions. (2) re-sizing of the new first 
mottBagc uud tllc resulting second mortgage, and (3) ongoing operations and n;payment of the 
SCCO;IG mortgage at or berOl": maturity, 

As the ~~el1;)rios shO\\'. the Owner's ability to pay off the second mortgage at or befote 
maturity is directly related' to the second mortgage's size at inception: 

Base case !:£,W renfs. 

SCC(lrd nlOll::;ag(! rcl\\t!ve 1<.1 Ctlffe-llt HUD loan tWo/., 32% 74% 
Kl.'I'h(liuing :!,t:.Cond mortg:ltc b:l1:HI('f: at m..1.tutity as 37% 0% 101.% 
I;l pcn.cnhlgc ofOJ'igJ//a! ~e~:()nd Il'ortgagc b.11arn:e 
Cntl -SOCQHu mortgage 00 paid (,(f via a n::financing1 . Yes Yes No 

From oper;uions 

As sh!)\\.'l1 in Ihe first ~c:cnario, the second mortgage created in the base case is 
subSlriUli;tl1y reduced d\lring the holdin£. period as. a result of applying 15% of the cash flow; the 
remainder is pnid off by an aS$umed refinancing of the entire property at second mortsag~ 
maluI~ty. When the loan is smaller, as in the second case, 75% of the cash How from operations 
CZln IHY the 10an olf more quickly. and indeed in the second scenario the, loan is fully repaid by 
2014. i fivl! years before maturity, 

, Conversely, when the second mortgage is high, not only is it a larger amount, but there is 
also IllSS <::a~h (low available U:i debt service - as a result, 1he loan has a 1arge baUoon balance and 
it C:IIlI\()t be paid offat muturity. . . 


;1 
Co Of eOtIl se, the d(>teCinillatioll of whether a particular loan is reasonably likely to be repaid 

is 3 nl::l'H\lld~cireumstatlces issue whlch varii:7s with each property. Thus the proposed ruling 
w()uh':: address only the debt c;haracteristics and the availability of the Section 7872 exemption, not 
\he v~luittion question, 

i 
~----- -.-------,

ril , U.S. Department of Housing & Urban Development 
Administration History Project 


December, 2000 
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.," Il~'i ,. 
. :,Sim})Hfying Assumptions' 

/;'. ' l 	l:'nt~1J new iiut m~ngll~u win be re-3iLed based on underwriting critclia established eirher 
. by !{UD or hy thl! PAE's Th~se unucrw(iting assumptions affect the calculdtions. but t(lf 
~l:: ~;fr 'plicity, nut e.xampjt.)s m;t!. the fotll)wing basic assumptions: 
" , 
;;, 'I 

'} .' 


" 

\ t it;l.t $I.;rv\(c 


,;':':U\':lligc 

':' , " .., " .
>' 

:: t. 

',','. 
L, ' 
:<'U.:-llt !lCflrkc. 
" : t<J\tI:tall t 

" 

"S';~\ ,nti mOt Ig,\g,::: 
, iol<;IC!>[ late 

'. " 

'r' 

.:: ~\~( '1l{11\tofig(l~l.l 


:",P<tYI,1..'OIS 

; 
'; .. 

tI",.wmp­

II.:J!k!na!ism 
Vebt St'lVi(X ('"(Jwragc is the roltio between pwperty Nct Operatift£; 
Income (NOl) and ma.:"imum debt service~ thi! exccss O\'C( 100% 
r~presents the addittonal cash flow 'coverage' that the tender has to 
assure debt ScMce is fully pai", The lower the, c.oVCr.lSc. the greater LhG 
loan." but the riskier it is, FI lA-insured loans are typically originated 
with 110% coverage, Con~'entjonallcans fange f(Orn 120% (0 130%, 

9,(;7% 	 The debt serYice conSffml is the level periodic p<iyrI\Cnt expressOO as a 
{}<!rccntage of the loan's principal bala.ncc. The C(lIlSt."lut used in the 
projection renects the efft~tive p.aymellt 00 the original Section 221{d)('1) 
loan. which now has 20 years remaining. 

'nle second mortgage interest raft is stipulated by the statute to be less 
dun the Applicable Federal RaW (AFR). It \\,'iII be stipulated by HUD in 
its regul:uions. and is expected to be r)'l'/o or I%, A 1 % mte i!t shown, 
mainly to illustrate interest accr\l:ti and paydown d1.uing (he holding 
period. 

,";,'colld mortg(lge payments We stipulated in d:c st."ltute to be 15% Qt 

more of the net cash available after payment of d;:bt service on the 
reconstituted first morts:\ge~ A 75% share lS shown not only to mustmk: 
the cash now even at the 10w(;$t level of HOD po.nicip3tioll, hut .;llso 
because allowing the OV>Tier 2.5% provided a ~fina.u.c.l~Lir,,££~,tjye 
that should actually enhance over-aU cQlteclibility onthe second 
ntonga,g.;s. 

, !~,\"'<N !.\.~ !rM'I/t'{,,'Il \f .\t::·,l'''Il!( t'·:.." 
"o, 

.',i, 
?' 

,i 

.I
.. \ 

" 

I 
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1 Assumptions Second mortgage equals 49% of cumnt loan 
., ri ,~_ ,J"";"" " ' .,.. 9 .. abres tn o-Jl4d;;;u IfQilC$~-;, ,', ,, .," - .' -'. 

r',.--._ Ulln. _ ............ _ ... 1":____1__ 

, ~:T!~i!'!2 -,c-_~-,",-_~~ ~ ,,",",,"," "',,, ""'_-''1>'" ....M.y .... "~..ut""lJtW
" 

1999 Year restructuring accomplished @.6ao:~.iiiA<;iRii.~nCejlif'Jijl Section 221<14 loan 
7.50'% intet~$t rate (In HUD first mortgage tean 

erC?P.<i!!1Y. config!,iJ'~ti~n_a_nd~~rmr!tQ~~.f:j9nj} 20 years remainir,g en HUD firs! mortgaga {roa~ute$ 2019 
12 payments per year 

125 Apartments jn properly 3,383 annual debt service payments required I'\OW 
(equal to 9.67% of unpaid prinCipal baian,ce) 

$797 Curren! Sec, 8 rent per apartment ( 135% of FMR) 
$500 Sedion 8 Fair MarKet Rent (FMR) 
$531 local r.'iat'ket rent (or ~" of FMR) Lo~~tCllc.turlog in madi:::!2:m~,r:Js:ej 
~,?tX!, Nmual operating expenses (inc. reserves} per apartment 


",:ql'"25~'Debt .e"'ioe coverage raijo on new first mortgage 

Qng.Qin~~!on$ after mark-tQ~ma;t1re1 ':<:~~::o'~}::1%i!ntere$t rate on new second mortgage 


75%,p~rr;ent of cash flow applied 10 new se<';OOd I"I'I¢rtgage

,,~, ."' "." 

- ':':,~:-3:0%;Annlla{ increase in rents 

~. __ ~;_~~~~-. Annual ina-ease in e;q::enses 


2 Underwriting and Loan Re-Sizing 

Current After 

Seclion e mar1<·lo­


Cl!mdIlliQD. ~nllll!:l mad<.eJ 


\Average monthly rent per apartment $797 $531 
Annuaf rental income 1,195,500 796,500 I•,
Less total operating expenses ( $4.200 per apt) ii2.~.llQQ 525.llQQ I
N010perating Income (NOI) 670.500 271.500 
Oivide by debt serv1ce coverage ratio 12.5% ! ,Maximum total debt service 217,200 
Debt service "'nstant (percent of mortgage principal) llJill& 
Reconstituted first mortgage 2,246,792 51% of currenlloa" 
Requlr¥ld now $$CoM mortgttge 2, 128,208 49% of current loan 
Onginal HUD mortgage pefore restructuring ( $35,000 per apt) 4,375.000 

:For OO!1w:t1i.eoo:, rem.b is as$Utt1ed funded llo'i1h a gnmt from BUD and an. ~ CQtrtrit-utiOt1, t.et.oc rehab does oota.'fect f.h~ 1llI&nvri~ 
~r« simpilelt] .ofF~.:ntio;l, ~e"~ a.."1« ~--u.'4'i l!l'l;! ~.aOOJ to!:.;: ~ fro.'11 00f....... ~ restruf;t:.lTi!lg. ~.!n<i~t.::;:o.w"~"i(J 



a Ongoing Operations After M.:~-':-t·:>-Marlcet Seco,ruJ mCi7gage equals 49% of current loan 

-._:'.-~-::~:" "..-:, -;-~' ,-::>::,_. . -", -.-. =:~.:- ~.' J' •••• .' _ , •• /'j;"" .,." N<:;i ". -',' >:C-et.f:·.- --.: i\tet '~$h -. 75% --:;:- '. ,'2::~k' .": .._.,.,' ,~--::.-:. ';"''-':.::;-- -.' '-:-:::-.\.. -"'.-' ., ....­

Operating seivice available of cash of cash 1.0% 
3.0% 3,5% !ncome on first before to '0 8esinn:ng (nterest Payments Ec.dinG,~ 

y~ lrlQm:1.e_ J:x".el'-~<l> IN Q II mortga.,g.,e_ second ~nd 9.':!mer Q.?~ accrued ma.d.e 9:gta~ 

1999 796,500 525,000 271,500 217,200 54,300 40,725 13,575 2,128,208 21,282 {40,725} 2,108,766; 
2CCO 820,395 543,375 277,020 217,200 59,820 44,865 14,955 2,108,766 21,088 (44,865) 2,oa4,9ee'l 
2001 845,007 562,393 282,614 2"17,200 55,414 49,060 16,353 2,084,988 2C,850 (49,000) 2,056,778 
2002 870,357 582,077 288,280 217,200 7i,G80 53,310 17,770 2,056,778 28,563 (53,310) 2,024,,,35 
2003 8SO,468 602,450 294,018 217,200 76,818 57,614 i9,205 2,024,035 20,2~O {57,614) ~,9&3,662 

2004 S23,362 623,535 299,826 217,200 82,626 61,970 20,657 1,986,662 19,867 (61,970) 1,944,5591 
305,70.l. 2~ 7,20) 8~,504 '"6 -781 ~ <:'1'".' ~2-'2005 951,O!:3 645,359 66.37B 2.2:126 l,944,55S is,446 \0 ,.:I J ',O~J ,0 " 

2006 979,595 607,947 311,648 217,200 94,448 70,836 23,612 1,897,627 18,976 (70,836) 1,845,767 
2007 1,008,982 691,325 317,658 217,200 100,458 75,343 25,114 1,845,767 18,458 (75,343) 1,788,882 
2008 1,039,252 715,521 323,731 217,200 106,531 79,898 26,633 1,788,882 17,88S (79,898) 1,726,872 
2009 1,070,429 740,564 329,865 217,200 112,665 84,499 28,166 1,726,872 17,269 (84,499) 1,659,642 
2010 1,102,542 766,484 336,058 217,200 118,858 89,144 . 29,715 1,659,642 16,596 (89,144) 1,587,095' 
2011 1,135,619 793,311 342,306 217,200 125,108 93,831 31,2n 1,587,095 15,871 (93,831t 1,509,135 
2012 1,169,687 821,077 348,610 217,200 131,410 98,558 32,853 1,509,135 15,091 (98,558) 1,425,669 
2013 1,204,778 849,815 354,963 217,200 137,763 103,322 34,441 1,425,669 14,257 (103,322) 1,336,603' 
2014 1,240,921 879,558 361,363. 217,200 144,163 108,122 36,041 1,336,603 13,366 (108,122) 1,241,847 
2015 1,278,149 910,343 367,806 217,200 150,606 112,955 37,652 1,241,847 12,4i8 (112,955) 1,141,311 
2016 1,316,493 942,205 374,288 217,200 157,088 117,816 39,272 1,141,311 11,413 (117,816) 1,034,908 
2017 1,355,988 975,182 380,805 217,200 163,606 122,705 40,902 1,034,908 10,349 (122,705) 922,563 
2018 1,396,668 1,009,313 387,354 217,200 170.154 127,616 42,539 922,553 9,226 (127,616) 804,162 

1 
I2019 1,438,568 1,044,6391 393,9281 
I 

~ayoff Analysis of Second Mo.rtgage.AtMatl!lj~ I
The second mortgage balloons in 2019 when the first mortgage is fully amortized. 

At t\1at time the se~nd mortgage has a remaining balance of $804,162 . 

Assuming that the owner refinances with a new conventional first mortgage, (he property's NO! of $393,928 

·..."Cu[d support a new first mortgage of $3,495,683 at conventiona[-rateS and terms (Note 1), or 

The PiOjected refinanceable new mortgage is 435% of the remaining second mortgage. 


'This is ~nQMg!:1 to ~y off the second mortg!.g",e"at,,-,its~m~atu~rity".'lc,'------------c-' 
, -----~ ~ ~--- - ­ --~--

, 
,~o<t c-C:!~~~ ~~!>I reti::nIY:1q: ~"'! t:!-"'<U.~!O ~ .. ~ ~ ~W-:;_,...,..." 

-.~- ~ _•• _-><, 
.'''l.__._ 
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1 Assump"Jons Second mortgage equals 32% ofcurrent loan "~ 
\/anables In $n.a~ 1ta1lCs 

,TIming· C.l!mnt.l:!l.lllmJ:ullll!lJjnancing 
"'''''_-=''''-'''~-''. _-~ d .,_,., 

. <' 199~'Yetl( rewvcturing accompHshed .". S35)joa:unpald principal balance (UPB), Section :221d410an 
," 7.50% interest rate on HUO firs1 mortgage lean 

1prope!1)Lc.QJ1fig.~.r·L;md,.cur:tenumeratk?n1ii , 20 yeatS remaining on HUn first mortgage {matures 2019. 
. 12'pa~ents per year 

125 Apartments in property 3~3a3 annual debt service payments required now 
(equal to 9.67% of unpaid principal bala"",,) 

$797 O;n.nt Sec. 8 rent per apartment ( 135% of FMR) 
$590 SecUOn 6 Fair Marke! Rent (FMR) 
S59D local marne! rent (or 100"", of FMRI 19an CWCMotuting:Jn_m!!rI<-l<H1U!d<<rt 

"~:: ~.200 Annual operating expenses (inc. reserves) per apartment 

ii,;;:.i,:;i"5%'Debt service cov.",g_ ",fic on new first mortgage
" ,,"",,,~,.-,~. -', 

,Ongojng o~rati~n~jlfie,~-to-martej; ~;til~f'.~';:?·J%:lnterest rate on new second mortgage 
. . >Z5,(Percent of cash flow appli~ to new second mortgage 

:.;~. -3,O%:Annual increase in rents 
:~ ;,_ ',3.'5%:Annual increase in expenses. ... '-. '. 

2 Underwriting and Loan Re-Sizing 

Current A!!er 

Section 8 marK~10~ 


Description C()otract Olllrl<!!t 

, 

Average monthly rent per .apartment $797 5590 
Annual re-nta' income 1,195,500 885,000 
Less lolal operatmg e""eoses ( $4,200 per apt) ~2Moo ~OOO 
Net Ope"'ting Income (NOll 670,500 360,000 
Divide by debt service ooverage ratio ~ 
Maximum total debt service 288,000I Debt service constant (p.",.nt of mortgage principal) il..67% 
Reconstituted first mortgage 2,979,171 68% of current roan! 
Required new second mortgage 1,395,829 3m of current loan 
Original HUD mortgage before restructuring ( $35,000 p ... apt) 4,375,000 

:Far o:;nvtlri~ tclvIb tS; assl'l'!'bi fll.tIJtd vi.tl:t a gract tturn h"t"D aOO an 0'A-1lef COG1.~ hence reh.e.h d:..es ('.til a!fect the tl::d....-v.-nt!ng. 

:F« sb/lltj~c~~.t..arioo.. ooeratinf: ~a.W:t~~!,_$ a"! .JSS!'~ tr) ~t:tl:~~~oi ~ I:\':f~e (~~.:rit:g. -;-::lI1..'7';';;:-...:u..I"'~= ___~, 



·..--------~ 
. 2 Ongoing Operations Alta r Mark·to·Mari<at Secon<J mortgage equals 32% ofcurrent IOlln 

'~'. ,:>~r . . '-:.' -:~,:,-,~,,,::; "'; ,~:,: '. ".' :), ',' :: c '. -. ',.~'. - -':;-," "".,';" _~.:': ':'~";:' "'. ::<..: -:::;'.~ .:~" ..•;" -.,.:. ~ . ,.' -- ,--': _....... ,': ~ ::": -'~'. ,: ".c:-'.,"";;;~ • '.:: :.,.,,:•." .'," " ?.:.~_~.--, ~":.._(.,;:' 


Net OeM Net cash 75% 2':% 
Operating service available of cash cfcash 1.1:1% 

3.0% 3,5% lncome on first before te 10 Segir.:ning Interest Payments Enc':ng 
y.~~ 1=<> c}:p€9ses ttI.Ql) mc.rtgag~ ~q =<1 ~~[ PJi!a,,~ aCCf\J~~ trlar;!e- oala"lce 

~999 885,QOO 525.000 360,000 288,000 72,000 54,000 18.000 'j ,395,829 13.95-3 (54,000) 1.355,781. 
;eoce 911,550 543,375 368,175 288,000 SO, )75 60, ~ 31 20,O~4 :,355,787 13,558 (60,131) 1,309,21<, 
2001 938,891 562,393 376,503 288,000 88,503 66.378 22.126 1,~9,214 1:3":J92 (66,378) 1,2S5,928! 
2002 967,083 582,077 384.987 286,000 96,987 72,740 24,247 1.255,928 12,559 (72,740) 1,195,743' 
2003 996,075 602.450 393,626 288,000 105,626 79,21; 26,405 i, i9S,748 1',,957 (79,219)' 1,128,486' 
2004 1,025,958 623,535 402,422 288,000 114,422 as,ai7 28,60$ 1,128,486 i1,235 (85.817) 1,·:"$3.~~ 
2:05 1.056,736 645,359 41',377 288,0;)0 123.377 g2.533 3C,8&4 1,053,954 ~O,.54~ (92,533) 971,961 i 
2006 1,088.438 657,947 420,492 288,0:;0 132,492 99,369 33,123 971,961 9,720 (99,389) 882,312 
2007 1,121,092 691,325 429,767 288,000 141,767 106,325 35,442 882,312 8,823 (106,325) 784,810 
2008 1,154,724 715,521 439,203 288,000 151,203 113,402 31,801 784,810 7,848 (113,402) 679.255 
200S 1,189,366 740,$64 448,802 288,000 ~£0,802 120,601 40,200 679,255 6,793 (120,601) 585,447, 
2Q10 1,225,047 766,484 458,563 288,000 170,563 127,922 42,641 565,447 5,654 (127,922) 443,179: 
2011 1,261,798 793,311 468.487 288,000 180,487 135,366 45,122 443,179 4,432 (135,386) 312,245' 
2012 1,299,652 821,~77 478,575 288,000 100,575 142,932 47,&44 312,245 3,122 (142,932) 172,4361 
2013 1,3:lS,642 849,815 488,827 288,000 200,827 150,620 50,207 172,436 1,724 (150,620) 23,540 I 
2014 1,378,801 879,559 499,243 288,000 211,243 158,432 52,811 23,540 235 (23.775) 0 
2015 1,420.165 910,343 509,823 288,000 221,823 166,367 55.456 o o o c 
2016 1,462,no 942,205 520,565 288,000 232,565 174,424 58,141 a o o 0 
2017 1,500,653 975,Hl2 531,471 288,000 243,471 182,604 60,868 o o o 0 
2018 1,551,853 1,009,313 542,540 288,000 254,540 190,905 63,635 o c o () 

2019 1,598,408 1,()44,639[''' 553,7691 

~~llofiAn~l'JI.lu;f$<!c<>rutM.lLdgage At MlIlUrFy 

The second mortgage b,affoons in 2019 when the ~rst mortgage is [ulty amcrtized. 

At that time the second mortgage has a remaining t>afance of $0 " 

It has been fully repaid thtcugh normal ()perations. 


~secOndfn()rtQase fs fully NJpaid before~f"Iah1ri!y-.;.._______:-__________--' .... 
,i ,

, - ~. "."_. "'''. -e'- ,,,.e, .•. 
:~~S!! i C;;:;.~~ rat¢!: "" retman.:m;.: a::~4!I1..<r.;r..e::!. {e be "' • -':t .. 8_.:'S""";:m~ .-.::-- :'"~:.;'-JO,~ t~ :l!j~·.;';OtQ.£e. 2 



, 1 Assumptions Second mortgage equals 74% of current loan 
--.\ 

:VsMablas in $nede~r~i~. 
" -"- -'-~--"'"-,--....;;..;- -", - - ". o,TIming - ----- ~I ~"'"'trt ).fIfO mottoaae.finwlog.~.-

.=.'" . '-- - ­
-= 

1999 Year restructuring accomplished . $35,000 unpaid principal balance (UPS), Serum 2Z1d41oan 
, 7.50% interest rate or. HUD first mortgage joan I, 
iero,;.~w cOn.fi9l!Dtion..9l1tLclJ.rJ::gnt -<W emt(Q1JS. 20 years remaining en HUO firs! mortgage (ma1u:'E:S 2019; 
I I, -12 payments per year 

125 Apartments in property 3,383 annual debt service payments required now ! 
(equal to 9.67% of unpaid principal balance) 

.$797Current Sec. 8 rent per apartment ( 135% of FMR) 
$590 Section S Fair Market Rent (FMR) 

l, .... _J:l9 Local marketrent(or _. . 75% of FMR) LQI!O_m~tru~udng_1QJ!lllrl\,t,,-,mart<!'t 
rii:;p;~._m:Annuai operating exPenses (ioe. l'esefVeS) per apartment 

I
;~>:::fi~~125!i6~Oebt service coveroge ratio on new ftrSt mortgage 

!Qrl-l/.<lin9...l!IlW!~.J!t!er m.rl<-to~~~t - ';'- :_:,'" .~ 1% Interest rate on new second mortgage' 
;-:i; ~ :ij5~;Percent of cash flow applied to new second mortgage ;, '. .~ '3,0%' Annual increase in rents 


..:._" ,:::~.:~~:Annual io~ase in expenses 
I 2 Underwriting and Loan Re-Siz,ng 

Cumlni After 

Section 6 mark~to­


,.,..., 'f
~~j)JJon comcag marxet 
I 

Average monthly rent per apartment $797 $443 

Annual rental, income 1,195,500 664,500 

less total operating expenses ( $4,200 per apt) ~2Mll9. 52M!lQ 

Net Operating Income (NOI) 670,500 139,500 
 I 
Divide by det)t service coverage ratio ~, 

Maximum total debt service 111,500 
 I 
Debt service constant (percent of mortgage principal) 9.9..lli 
Re"""stituied first mortgage 1,154,429 26% of ,,"rreollo .., 
Required new second mortgage 3,220,571 74% of current loan 
Original HUD mortgage Mfore ",structuring ( $35,000 per apl) 4,375,000 

, . 
:F.x ';:C::V':l:".iO'!!::, :t".sb i:5 !'$~ fu.1&:!d with a ~ f:or.:: EfJD M-:! Ilti ::r:.-on-tt tro!'l'f01lt,::lll.. henec reh&h.:!oes r:ot ~t'f<lCl ti.-e l,!l'.ciCN<ril.:ng. 
F,,; sirop:.h::-;~ Q!'.x'"'L~':.r,,_~~~~2:~~ ?!e es...~~ tt'- r~~"~d tC/"il. hI:.:-.~ rd:"~:t;.'"i::f <:~1..U~~~__"­, 
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.._---- - --­~ , ~ ·Ongoing Operations After Mark·to,Mar'~et Second mortgaga equals 74% of current foan 

Net Debt Net cash 75C/~ 25% 
iOperating service aVal1able ofca;sn of cas!"!: 1.0% 

3.0% 3.5% Inoome or. first before to Beginning lr.terest Payments Endins I" y~~ \,~t~rJ)~ ~-.r~s (!j-'~ll =ga:;lt S~::l:lC: i"l!(;C:'1c. ~J~ ~crue.y. m~d!i! t&1?~ ;= 
'!9S9 654,500 525,000 139,500 111,600 27,900 20.925 6,975 :3,220,:71 31,206 (2Q,925} 3,231 ,S~2: 
2(;00 684,435 543,375 14i,OeO ~1 1,600 26.-160 22,095 7,365 3,231,S52 32,31S (22,~S) 3,242,075; 
2001 704,958 562,393 1.!2,575 111,600 30,$75 23,231 7.74.... 3,242.C75 3c2,42i (2:3,231) 3,25j,2?5: 
2002 726,117 582,077 144,040 11 1,500 32.~"iO 24,330 8,110 3,251,255 32,513 (24.3S0) 3,259,4'11 
2003 747,901 502,450 145,451 ! 'I 1,600 33,8:51 25,368 8,463 3,259,447 32:,594 (25,3eei' 3,200,654: 
2004 77C,33€ 623,535 ;46,e02 111.5CO 35.'02 26.'102 8,801 3,266,654 32,667 (26.402) 3,272,910: 
2005 793,448 645,359 148,089 111,600 :36,489 27,367 9.122 3,272.918 32.729 (27,367) :S.278,Z81 1 
2000 817,251 661,947 149,305 111,500 37,705 28,278 9,426 3,276,28. 32,i83 (26,278) 3,282,r8S/
2007 541,769 691,325 lS0,444 111,600 38,644 29,133 9,711 3,282,786 32,828 ' (29,133) 3,286,430 
2008 867,022 715,521 151,501 111,600 39,901 29,926 9,975 3,286,480 32,865 (29,926) 3,U9,420 
2009 893,032 740,584 152.468 111,600 40,868 30,651 10,217 3,269,420 32,8'l4 (30,651) 3,291,863/ 
2010 919,823 786,484 153,339 111,500 41,739 31,304 10,435 3,291,663 32,917 (31,304) 3,293,275 
2011 947.418 793,311 154,107 111,600 42,507 31,880 10,627 3,293,275 32,933 (31,880) 3,294,327 
2012 975,841 821,077 154,764 111,500 43,164 32,373 10,791 3,294,327 32,943 (32,373) 3,294,8981 
2013 1,005,118 849,815 155.301 111,600 43,701 32,776 10,925 3.294,898 32,949 (32,776) 3,295,0711 
2014 1,035.269 879,558 155,7\1 111,600 44,11 i 33,083 11,028 3.295.071 32,951 (33,083) 3,294,9381 

' 2015 1,066,327 910,343 155,985 111,600 44,385 33,289 11,096 3,294,938 32,949 (33,289) 3,2'l4,59S 
I2016 1,098,317 942,205 158,113 111,600 44,513 33,384 11,128 3,294,599 32,'l46 (33,364) 3,294,151 i 

2017 1,131,267 975,182 150,085 111,500 44,485 33,364 11',121 3,294,161 32,'l42 (33,364) 3,293,739 
2018 1,165,205 1,009,313 155,892 111,600 44,292 33,219 11 ,073 3.293,7l9 32,937 (33,219) 3,293,457i 

2019 1,200,181 1,044,6391 155,?:lli I 
I 
i 

~.Y~ff.A!llIIYlHs~f~-"'n<Lt,!;tr:t"'!ll!LM.MJltvti.1j[ iThe second mortgage balloons in 2019 when the first mortgage is fuUy amortize-d. I 
At that tlme the second mongage has a remaining balance o~ $3,293,457 , 
ASSunliftg that the o ...mer refinances 'Nith a new conventiooal fitSt mortgage, the proper.ys NO! of $155,522 
would support a n~ first m()rtg~ge of 51,380,085 at ronventional rates and rerms (NO!t: 1), c; 
Tlie projected refinance.abIe new mortgage IS 42% of the remaining second morts:age. 

iii/is i;;. ~~~':".;!z!l to cav off~he secood mO~ge at its maturity. .---.-~ ~ 
~- ~-. ~-- -. 

••• ...,. - - , ,,- """. .:;-,,*, ,,,,~I"" ",.; ". .,
.~..;-::ie :.._ vJ;:":, ~~';'"...:il ~te'\ (\.'. ~:::~ !'-.re I\~'h.-, tx: ,"" itt.."5f- :r.:r::-ea!, "'·7· /-',';;0. ~! ..'~.:!;;;:"% ~.<~~ 
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;'" Participants in a Mark-to-Market Restructuring 
" 

Owner 

A siJ1gle~purposc entity fonned 20 years ago specifically to ov.n this property, almost 

ttl~ays a~ a limited partnership with Ii general partner and many limiied partners . 


t Gellua) partner, Controls the property and makes all critical deci:>ions, Usually a feat 
e'S{lttc development company, usually s~cializlng in affordable housing. Likely has an affiliated 
prcperty management company. PrinciJ¥11 motillation: To retain ownership of an operationaJly 
vi,)')le property after restructuring. and at aU costs 10 avoid litigation from investors. $[rong 
pn::dlsposilion for cominuing property-based Section S assistance. 

Manag~mt'nl ngent. Not technically part of the owner, but most of tile time all atl11iate 
ofl.hc gent:ral partner. Provides property management subject to HUn regulations and for a 
J:ll1{)-appfQV~d management fee, Pnnctpal motiva/ton: To-retain the property management 
COl Itmet. 

Limited partJtf'nL Individuals who acquired their interests as tax shelters. Usually 
sCHtcred Ihroughout tne country. About one-quarter are now held by estates:, Have no 
op:rational c(lntrol over the property but have a vOte on major decisions such as sale, refinancing. 

, or marlHo-rmuket recapitalization. Principal motiml/on: To avoid Federal income tax at the 
reHruclUlillg and avoid foreclosure thereafter, , ' ,, 
Mprtgllgee 

I 

An investing lender who bought the mortgage origlnaUy,'and a mortgage loan servicel 
wllo admlntstel's the paperwork and corru:nuni~tes with tne investing lender, Because Fl-IA­
in!.Urcd loans arc frequently bought and sold, in\'csting lender5: change often but servkers tend tl) 
Icmain the same throughout. 

, !} l\lol'tg~gt II)t1l1 s('rvicer, A mortgage banker (who may have originated the loan initially) 
fI(;'W rcspor1!i:ibJe for routing payments to the investing lender, handling an mortsagce paperwork. 
a.r.d protecting the mortglige(l'S interests: Be~ause mortgage servicing ls largely electronic, It ha,~ 
erormo\.lS eCQn~Omie3 of scale and there arc now a half-dozen major servicers (e.g. GMAC, Reiny 
M'Qrtgagc, \\'?vLFG) who himdte 75% or more of the inventory, Servicers arc highly 
kflowloogcal)Je about HUD rules and affordable housing properties., but feel tightly constrained in 

','
I'" 

http:erormo\.lS


their ,aclivitks Ly their fidudary duty to their investing lenders. PrinctJ)(ll motlvallOfl: To keep 
f'<:lvi~ns rc~ponsihility ruld ha'<'O the investing lcndc:rs satisfied with their p~'fomtancc 

lil\'l'stiug lender. Usually 8 large financial institution Clr pension fund who bought lhc 
mor:gage ~imply f0t yield. lias neithcf knowl<:dge O1'l10f interest in ammlahle hOllsing. Wallt~ 

({chi s(:I''vice payments and d\~pcnd.s on the 10an scrvi(~(;r 10 handle aU paperwork, route funds. 
appi oprialdy, Hnd protect it~ interests. Principal mothY1(jOit- Maximize cash inflows and 
maintain yield or reset interest rates tu market. 

1"".ticiJl"lill~ Admillistn.live Entity (PAE) 

Thl:' mo.;! (.'riti(ol participant in fhe mark-Io-marker process, responsible for undcrwriitt!£ 
the loan n..';anKtunn8. Th~ ultimate gatekeeper making all the c·otieaI dccisi')fls. including (i) 
St.'·ciion X (property or vouchers), (ii) new rent levels. (;ii) rehab and renovation. (iv) new first 
II1Dltgagc loan si:dag. Bec;tu.:';e PAE's must balance policy and economic considerations, 
C()IIgress di;tennined that th~y must be pubH-c en1ities; most PAE's wilt be slate housing !in~o<:\: 
~gcaci~s (HFA's). 

Once first mClltg:lge loans are re-slzed. they will probably have to be sotd. Thu.,>, ideaU:v 
1h{~ PAc would b:lVC its OWII intemalloan origination capacity. For this and other reasons, 
Ccqgrcss cxpe<-ls many PAE's will be tCRming entities where a public entity is in charge but 
sUJ:pkmen15 il:) skills with pliv8te.sector mortgage bankers, appraisers, capital needs asscssGrS, or 
(l!"hcr prQfc!>sionals. 

i'riIJl,..'ipo/ moIIVulivtl.'i: To protect housing and affordabtHty in their geographic arens. To 
a~(.ol11pli:lih tit.; restructmilig: without talcing on ongoing liability or exposure. To avoid political 
to,\tro'.''';1 sy. 

(J;>''111 A\{ 

The GmCi.'; of~'lultjf:mu!y Housing Assistance Restructuring (OMHAR) is a newly created 
nflicc within HUI.) whose dlr..:ctor. appointed by the President, reports to the Secretary but is 
indepcnd(,·nt. O~1iIAR is charged with p'utting PJ\.E's into place, monitoring their performance, 
fiU:! replacing PAE's as m:ccssary, In addition, HUD or O~fHAR have authority to waive variou:> 
S("tutory proviSions and eeilings for good cause as specified in the slatute. 

Page 2 
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Jlep»rllt1Cllt of Jhl'lISing and Urban Dcvclopnwtlt - Andr~w Cuomo, Scerctary 
Office of I'ublic Affairs, Washington, DC 20416 

HUD No, 00-211 FOR RELEASE 
,(202) 708,,06851708-0001, ext. 3779 Wednesday 
http://www :hud,gov/ncws,lltml August 9, 2000 

OMHAR SIGNS 3 NEW PARS, INSTITUTES CHANG.:S TO STREAMLINE 
THE MARK-TO-MARKET PROGRAM AND INCREASE PRODUCTION 

WASHINGTON - The Department of Housing and Urban Development today 
announced that three more private housing finance agencies have signed contracts to 
reduce above-market Section 8 rents at privntely owned, low~income apartment 

. developments participating in HLJD's Mark-tn-Market program. 

The three new finns are Foley & Judell, ~ew Orleans, LA.; NW Financial GroUPI 
Jersey City, NJ; and the Siegel Group, Austin, TX. The addition of the three brings the 
total number of private housing finance finns serving as Participating Administrative 
Entitics (PABs) to nine. 

At the same time. Colorado Housing Finance Authority and Kitsap County 
Consolidated Housing Authority, which came into M2M as public PAEs, have signed 
new contracts that will enable them to operate as private PAEs when doing deals in areas 
outside of their currcnt state jurisdictions. 

Under Mark~to-Market. excessively high Section 8 rents are marked down to 
levels that are more in line with prevailing market rents. [n Cleveland. OH, for example, 
the HUD-approved average rent for a subsidized apartment is $620. compared with a rent 
0[$487 for the same tY'Pe of apartment on the private market 

Hl;D estimates that Mark~to~Market will produce substantial savings in the 
Project-Based Section 8: program in the years to cornc, while preserving affordable 
hQusing fClr thousands oflowNincome families. OMHAR has already approved almost 300 
transactions, representing a combined net Section 8 savings (wer 20 years ofaround $300 

,million. Another 1,250 deals, which represent an estimated savings 0[$ t.6 billion, are in 
OMHAR's pipeline,,, 

, ~-- - -~ ---, .---""-~~ -" ~ - , 
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"We ~ very excited about having these finns join us in this important endeavor," 
said Ira Peppcrcom, director of HUD's Office of Multifamily Housing Assistance 
Restructuring (OMHAR), "Each is uniquely qualified to help this Department create a 
more financially sound, market oriented rental assistance program." 

I 
\ OMHAR also has implemented a number or initiatives that will enable it to 

;1, strcrunline office procedures and increase the manber of transactions being processed: 
! 

• 	 A newly appointed director ofproduction will work to ensure ~ater consistency. 
quality, and accountability in OMHAR 's efforts to accomplish its strategic objectives, 
and work closely with the office's four regional directors and their staffs to complete 
more restructuring transactions. 

• 	 A "war room" has been created in OMHAR's Washington, D,C., office to provide 
deaJ specific technical assistance to PAEs and speed up the production ofnegotialed 
reslructllring commitments with Section 8 project owners whose properties are 10 thc 
M2M program, 

• 	 "Swat teams" have been created to provide PAEs that have the largest number of 
transactions with llndenvriting, deal point, and specific advice and guidance designed 
to resolve any issues preventing the processing of the majorily ofdeals currently in 
OMHAR's pipeline by the end of this year. 

I 
• OMHAR's Operating Proeedures Guide. which outlines specific steps PAEs mllst 

'I foBow when processing transactions, is being significantly reduced and changed in 
!, 

ways that simplify the program, address issues that have arisen since the program 
began. and include infom1atlon not available in the earlier version. I 

", 
In addition, OMHAR is assigning owners with 10 or more M2M properties to one 

PAE in an effort to achieve faster and more streamlined deal processing, and developing a 
package of incentives to make the program more attractive 10 owners whose propertjes 
arc currently undergoing restructuring as well as those not yet in the program, 

UThe changes we have implemented will help simplify and improve the Mark-to­
Market program in ways that not only add greater efficiency, but also make sense," 
Peppercorn said. "We have listened to the recommendations ofPAEs, lenders, owners, 
am) key HUD staff: and designed a program that will ensure (hat we accomplish our 

j mission while recognizing and meeting the needs of our partners in this process." 

## 

,:! 
" 
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Department of Housing and Urban Devel{)pment - Andrew Cuomo, Secretary 
Office of Public Affairs.. Washingfon, DC 20410 

HUD No. 00-239 \ .fOR RELEASE 
(202) 708-06851708-0001, ext. 3779 Monday 
http://\\ww.hud.govlnews.htmISeptember II, 2000 

HUD VI'iVEILS NEW PACKAGE 'OF INITIATIVES FOR PROPERTY bWNERS 
PARTICIPATING IN THE MARK-TO-MARKET PROGRAM 

". 

WASHINGTON - The Department of Housing and Urban Development today 
unveiled a package ofprograrn reforms that will make it more attractive for owners of, 
HUD subsidized, Section 8 properties to participate in the Mark-to-Market (M2M) 
program, and for potential non~profit purchasers, 

:1 

, 

" 

The initiatives;said lnIPeppereom;direetor of the Office ofMuitifarnily Housing·. 
Assistance RestrUCturing (OMHAR), were.the result ofOMHAR's outreach to program .. 
stakehol_ders over the past few months. This outreach~'said ,Peppercorn. contlnned the-
exist~c,e ofseveral barriers,to participation:,:", 

,I 
The initiatives, which remove these barriers, will be available to owners who stay 

in the program. In addition, OMHAR intends to use Hs statutory authority to modify or 
forgive outstanding debt in an effort to encourage M2M property purchases by 
independent community-based, non~profit M2M purchasers that have been endorsed by 
residents. 

Under the new,package. o'-':11ers and other qualified purchasers will receive " , 
monthly Capital Recovery Payments, which provide a reasonable return on the 
investment they must make.to cover,their, portion of required rehabilitation and 
transaction costs. Additional financial initiatives include: incentive performance fees, up 
to 3 percent of effective gross income. will be paid to owners who demonstrate sound 
management practices~ 100 percent afthe initial deposit to a property's replacement 
reserve can be financed; and 80 percent of certain reasonable acquisition transaction costs" 
can be financed. 

r-"· ,-- -,-- . - -. '"-" 
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The new package also includes a number of procedural reranns designed to 
improve communication between OMHAR, owners and purchasers. These include Web­
based methods for better communicating the status of individual properties, and the status 
ofOMHAR's Mark-la-Market portfolio, and improvements to'the process for 
communicating OMHAR's conclusions to property owners and purchasers. 

In addition, long-tenn above-market housing assistance payment contracts 
expiring after September 30, 2001, will remain in piace, with the above-market portion 
being credited monthly; purchasers can receive a reasonable developer's fee; and part or 
all of the second mortgage can be forgiven when the purchaser ofa M2M'property is an 
independent non-profit that is community based and tenant endorsed. 

I 
"This package is the result of many conversations we've had with owners and key , 

members of the housing industry," Peppercorn said. "We've been working for some time 
to put together a realistic, meaningful package of initiatives, within our statutory 
authority, that would make M2M a more attractive option for owners and others 
interested in purchasing M2M properties, and we're confident that we've done ·it." 

Support for the new package of initiatives, Peppercorn said, has been enthusiastic 
among both for-profit and non-profit organizations. 

Michael Rubinger. president and chief executive officer ofLocallnitiatives 
Support Corporation, said: ':The Local,Initiatives Support Corporation and its affiliated·. 
National. Equity Fund and Community DevelopmenLTrusfgreatly appreciate the . 
leadership and cooperative spirit that the OMHAR team has brought to fonnulating these 
new policies. We believe these changes will enable CDCs and other non-profit 
organizations to help preserve affordable housing as a precious asset for our communities 

'~ and the nation." 

Denise Muha, executive director of the National Leased Housing Association, 
said: "OMHAR's initiatives will.'go,a long way to address:concerns expressed-,bY,owners;-. 
non-profits, processing agencies and lenders, and should remove a number of barrieis to· 
successful program participation." 

Michael Bodaken, president of National Housing Trust, said: "These initiatives 
will, in our view, encourage legitimate non-profit organizations to consider purchasing 
Mark-to.. Market properties. They will also significantly enhance the ability of non-profit 
organizations to undertake and complete the preservation of Section 8 properties." 

Anthony S. Freedman, partner, Hawkins, Delafield and Wood, said: "I think the 
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changes are helpful and smart. They respect the basic structures and requirements of the 
program, while removing some of the real world obstacles or annoyances that discourage 
participation. They will enable good owners to remain in the program." 

OMHAR is strongly encouraging housing finance agencies serving as 
Participating Administrative Entities (PAEs) to meet with owners to discuss the specifics 
of particular deals, and requiring PAEs to provide owners with copies of appraisals, 
comparative analyses of owner submissions, and the PAE's conclusion on rents within 30 
days of completion. 

Other communication efforts include creating a system for 48-hour tum arounds 
on owner quenes about their properti~s, requiring PAEs to provide owners wit~ copies of

I 
the physical condition assessment (peA) and the PAE's conclusions on repairs and 

I reserves within 30 days of completion, as well as their analysis of the appraisai and peA,I 
and encouraging PAEs t~ accommodate owner requests for meetings to discuss.appraisal I results. OMHAR will create a HQ "hotline" to respond within 3 days to any owner who 
does not receive a timely response to a written appeal. . 

For a complete matrix of the owner initiative's package, or other information 
abo!Jt the Mark-to-Market program, log onto OMHAR's Web site: www.hud.gov/omhar. 

#### 

I 

www.hud.gov/omhar
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010<1; of Publk Affairs., Washington. DC 2041 (i 

HlJD No. 99-79 EQ!'tB.&!,.EASE 
(21)2) 708-0685 9:30 a.m. Thursday 
ht!p:llwww.hlld.gov/news.html April 29, 1999 

.Ql:!i~~ l\Icmhsrs SUppof! A£tion 

. CUOMO ANNOUNCES STEPS TO AVERT LOSS OF M-FORDABLE HOUSING 
•'i AND ISSUES NEW REPORT DETAILING RISKS TO SECTION 8 PROGRAM 

II WASHINGTON - In a move that drew hipartisan Congressional support, Housing and 
Urhan Development Secretary .Andrew Cuomo today announced actions to preserve affordable 
holtsing for thousands ofpoor families around the country. ' 

,,. 
I Among those joining Cuomo for the Capitol Hill announcement were: Congressmal1 

James A, Leach (lA), Chainnan of Ule Co:nmittee on Banking and Financial Services; 
COl~gressman John J. Lafalce (NY), Ranking Member of the Corrunittee on Banking and 
Finmcial Services; Senator 1omiF. Kerry (MA), Ranking Member of the Banking Subcommittee 
on ::lousing and Transportation; Congressmim Barney Frank (MA), Ranking Member of the 
Bar !king Subcommittee on Housing and Community Opportunity; Congressman Alan Mollohan 
(WV), Ranking Member of the House Appropriations Subcommittee on VA. HUD and 
Ind':pendent Agencies; House Banking Committee Members Bruce F. Vento (MN) and Michael 
E. Capuano (MA); and House Appropriations Committee Member Nalley Pelosi (CA). 

''This is an important reform that will help' protect families who need and deserve decent 
hou;ing, at a fair cost to the American taxpayer," Cuomo said. 

1 Cuomo also released a report that documents the magnitude of the risk to the Project~ 
Bils~:d Section 8 Rental Assistance, Program,and lays out a set ofprindpIes to guide a more 
penaanent, comprehensive solution to the problem. Titled Opting In: Renewing America's 
Con,:mitment to Affordable Housing, the report quantifies the number and locations ofsubsidize? 
urnt; that are threatened by impending contract expirations, 

_, ,. t_ , 
" 

, Cuomo's announcements cover,a two-pronged strategy: 
:1 

!I rU.s. o;path~ent of H~using & Urban"Dev~lopme~!I I Administration History Project 
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• ,HUD will take immediate steps to adjust its rental assistance payments to landlords under the 
I Project-Based Section 8 Progrmn. The Department will adjust outdated payment levels set 
~ 20 years ago that are below current market rents with new levels that reflect today's market 
'\ conditions, The adjustments will be targeted to well~maintained and well~managed 
j' apartments that provide good housing for low~income families, giving landlords an incentive 
~ for remaining in the Section 8 Program. 

I 
• HUD wiII work with Congress to develop a long-tenn, comprehensive solution to preserve 

. Section 8 properties. Key elements of the long-tenn solution proposed by ffiJD will include: 
1) Adequate resources to preserve the best Section 8 properties, 2) Reforming Section 8 
contract renewals to remove uncertainties about the future ofsubsidies for p<!.rticular 
developments, 3) Ensuring grenter resident protection through the availability of enhanced 
vouchers to enable more poor families to remain in their homes when landlords withdra\v 
properties from the Section 8 Program. 

The repon released today points out that the Project-Based Section 8 Program now helps 
l A minion families around the nation afford good. safe housing. During the next five yea.+s, 
however, two~thirds of all Project~Based Section 8 contracts will expire, totaling almost 14,000 
properties that <~ontain 1 million subsidized housing units. 

\\'hen contracts expire, both HUD and the owner can choose not to renew. The majority 
of rroperties remain in the program, but the In.test data show that about 10 percent of owners 
"opt-out" and convert their developments into unsubsidized housing. 

The report points out that 44 states have mOie than 50 percent of their Project~Based 
· Sect'on 8 units expiring in the next five yenrs, and every state has more than 1,000 units expiring 
in th ~ period. 

The Section 8 Program includes two forms ofsubsidy:, Tenant~Based and Project-Based. 
Both help low-income households rent privately owned housing units. Residents pay about 30 
perc( nt of their income for rent and HUn pays the rest. 

The Tenant-Based Program provides vouchers that remain with the households that use 
them Families can take the subsidies to new rental housing if they decide to move. The Project­
BasCtl Program, on the other hand, provides subsidies that are tied to speeific rental housing 
units.; 

I 

I 
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COMMENTS ON HUD's ACTION TO AVERT LOSS OF AFFORDABLE HOUSING 

:\ Congressman John J. LaFalce (NY): "1 applaud Secretary Cuomo a.qd HUD for taking 
the initiative to preserve· Oll;' nation's stock of affordable housing, and to. protect low-income 
seni:!fS and families threatened with rent hikes and eviction, ,Now it is Congress's tum to. build 
on t!';is initiative by fimding the Administration's proposal for 100,000 more rental vouchers." 

Senator John~. Kerry (MA): "This is an important step to address a critical problem. I 
am extremeIy pleased that the Secretary has chosen to exercise his authority under the law to 
stem: the loss afthis critical affordable housing,>! 

Congressman Barney Frank (MA): H[ am very grateful to Secretary Cuomo and the 
Administration for using their legal authority to the fullest to prevent loss ofaffordable housing, 
I wilJ'work with my colleagues in Congress and with the Secretary to build on these steps.j, 

I' ' , 
; Congressman Bruce F. Vento (MN): "I commend Secretary Cuomo today for stepping 

fOlWHd and responding to this problem, The federal government can work with state and local 
governments to preserve affordable housing, r will suppon and advance all proposals which 
attain the collaboration and cooperation envisioned in the Vento housing preservation legis!ation 
that will empower local conununities with the resources to meet existing and future housing 
needs," 

Congresswoman Nauey Pelosi (CA): "I commend HUD for taking this important step 
that r~cognizes the varied housing needs of both rural communities and higb-cost rental markets. 
Tbis new HUD policy will help to preserve affordable housing and to protect low-income 
residelts, inclu.ding seniors and families with children. from being displaced from their homes." 

1; Senator Paul S. Sarbanes (MD): "This new policy is an investment in the well-being of 
citizers both within Maryland and across the country. Because affordahle housing resources are 
becoming increasingly scarce, particularly in high-cost aieas, HUD's decision will help tens of 
thousands of families around the country," 

" , 

, Senator Tom Harkin (fA): "'In lo~ a large number ofelderly tenants face losing their 
housing, These seniors unfortunately have little ability to find decent alternatives in their 
commllllities, Secretary Cuomo is correct in acting to prevent these people from losing their 
homes .. 

, 
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" Senator Dianne Feinstein (CA): "This plan will help protect a program vital to low~ 

Inc,;me families in metropolitan areas in California and the rest of the nation. We need to provide 
Sec :ion 8 partkipants with incentive to renew their Section 8 contracts. or we risk forcing 
hun ireds of thousands of families out of their homes." , 

:,\ Willie L. Brown Jr" Mayor of San It'ranciseo: "I applaud Secretary Cuomo for creating 
this emergency program as a first step in solving OUf affordable housing crisis. As the Chair of 
the Community Development and Housing Committee cfthe U.S. Conference of Mayors and as 
a mayor ofa city with 9,200 at~risk units, I know that this issue is of critical importance. We 
earn ot afford to lose any of our affordable housing stock or displace any of our low·income 
resic~ents. I look forward to working c:iosely with HUD and Congress to develop u:1d implement a 
long·tenn comprehensive solution to this looming affordable housing crisis." 

Jack Murray, President of the National Affordable Housing Man:lgcrrtent 
Ass( ciation: "NAHMA is encouraged that HUn has recognized that there is a developing crisis 
with' assisted housing owners opting out of the various Section 8: programs. We look forward to 
working with Congress and HUD to develop a long~term solution to prevent resident 
displacement, provide market based returns to owners, reduce regulatory burdens, and keep this 
vital segment ofaffordable housing available to low- and moderate-income residents:' 

She-ila Crowley, President of the National Low-Income Housing Coalition: "The 
Nuti<-nnl Low~Ir.come Housing Coalition commends HUD and the Congress for coming together 
to bei~in to address the serious depletion of assisted rental housing that is affordable by very low~ 
income people. O\hners of this housing orq leaving the assisted housing program at an alarming 
rate, jeopardizing the housing stability of thousands of households, many of whom are composed 
ofelierly and disabled citizens. The need for federal action is urgent." 

I Chuck Edson, Counsel for the Institute for Responsible Housing Preservation: 
"HUn and Secretary Cuomo and concerned members ofCongress should be commended for the 
direction they arc taking in trying to avoid displacement of Section 8 tenants, especially the 
elderly, and we k)ok fot'\Vard to the specific details of the proposal." 
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•HUD AGREEMENTS WILL SAVE TAXI'AYERS MILLIONS 01' DOLLARS AND 
PRESt:RVE AFFORDABLE: HOUSING FOR THOUSANDS OF FAMILIES IN 27 STATES 

WASHINGTON - The Department of Housing and Urban Development has entered into 
ago!cmcnts with housing finance agencies and private groups in 27 states and the District of 
Columbia that will save taxpayers millions. of dollars and preserve affordable housing for thousands 
of l;lw-income families. 

'~ HUD's Office of Multifamily Housing Assistance Restructuring (OMHAR) said today that 
it has entered il1to the portfolio restructuring agreements with 18 state or local housing finance 
agc;1cies, along with three non~profit and private finns covering properties in nine additional states, 
. I . 

,1 The 18 state or local housing finance agencies entering agreements arc: jefferson County, 
AL i I>istrict of Columbia; Florida; Chicago; Kentucky; Louisiana; Anne Arundel and 
Montgomery Counties! !\10; l'vlissoun; New Hampshjre; Ohio; Rhode Island; South Carolina; .k 
Sot:,th Dakotaj Tennessee; Washington State; Kitsap County, WA; and West Virginia. ~/) 

Iletreen the III state orloeal hOUSing finance agencies, 196 mortgages will be restructured., n ".,U" [;>IT 

, The private companies selected to assist with the restructuring include: First Housin~ 
in Tampa. FL; and Ontra. based in Austin, TX. First Housing and Ontra will restructure the debt on 
54 properties located in Alaska, Arkansas, Hawaii~ Kansas, Mississippit Montana, Nebraska, 
NCn'.da, and Wyoming. No public agency in any of these states elected to participare in the 
proi~. and aU of the contracts were competitively bid. 

The contract agreements are part ofan effort to preserve thousands of HUD-subsidized 
pri\utcJy owned low~income apartment developments, said OMHAR Dir~tor (ra Peppercorn, 
OMHAR will oversee restructuring of the mortgages on the properties as rents are marked down to 
levds that arc more in line with prevailing market rents. The program is known as Mark~to-MarkcL 

BUD estimates that Mark-to~Market will produce substantial savings in the Project~Based 
Sec :ion 8 rental assistance program over the next five years~ and more in years ahead} while 
pre, erving affordable housing for 850,000 people. Families in HUD's Section g Program pay 30 
pen ent of their income tOward rent, with Hun subsidies making up the difference. - -- _. - ...... -~-. --------~~ 

-me U.S. Department of Housing & Urban Development 
Administration History Project 

December, 2000 
DOCUMENT # 49 



\ 
_...... 

HUD No. 99-117 
I'a,. Two 

, 

High rental subsidies were established to encourage construction of affordable housing. 
OVltr the past 20 years, the subsidies escalated with inflation to exceed rents for comparable 
apartments on the private market. The Mark-to-Market Program was enacted by Congress in 1997 
as part of a plan to secure the Section 8 Program from financial collapse and avert an affordable 
housing crises that could have threatened up to 4.4 million Americans with homeJessness. 

1 

.1 Under restructuring, owners of subsidized properties refinance part of their mortgage 
bal:mce at lQwer interest rates and with deferred payments. This will enable owners to continue 
providing affordable housing even after HUD's Section 8 subsidies arc reduced. 

For example, in Cleveland, OH, the HUD-approved average rent for a subsidized apartment 
is $620 - coml,ared with a rent of $487 for the same type of apartment on the private market. In 
Detroit. the comparable figures are $716 for a subsidized apartment. and $499 for an apartment on 
the,private market. And in Washington, DC, the average HUD-subsidized rent is $734, while the 
typ;cal unsubs,ldized apartment rents for $499. 

Conlra,;ting with puhlic state and local housing finance agencies has been a priority for 

OtY.JlAR, which expects 14 other public agencies to sign contracts in the coming weeks. The 

additional contracts will facilitate the mortgage restructuring of 106 properties. 


\ 

"These partnerships will enable HUD to both bring down the long-term costs of low-income 
housing subsidized by the Department and make sure families in need have access to decent and 
san: affordable housing," Peppercorn said. 

"The i\·1issouri Housing Development Commission is eager to get started with the program." 
sal( Executive Director Richard G. Grose. "We are looking forward to a mutually beneficial 
experience that will be helpful in preserving affordable housing." 

Once the contracts are signed. Peppercorn said, most of the properties that are eligible for 
the Mark-to-Market Program will be in the process of having their debt restructured, Currently, 
about 500 properties are available for restructuring, with almost J,100 more potentiaHy'becoming 
eligible by December. Today's announcement will enable about 400 properties in 44 states to begin 
the restructuring process, Known as Participating Administrative Entities, the agencies and finns 
aWe rded contracts as part ofMark-to-Market will work with OMHAR to restructure the existing 
deb! or rent on about 3~800 properties in t~e United States. 

1 

Contracts to restructure 13 properties in Oklahoma, and New Jersey have been awarded to 
Fint Housing and Community Preservation Corporation Resources. [ne., pending fomlal approval 
of ~ublic agcn(:ies in those states. epe, a New York~based non·profit that has significant 
cxp~rience in restructuring and tcnant relations. will restructure the deht on 5 properties; Pirst 
Housing will restructure 8 properties. Thirty properties in Pennsyh'ania )'Jere also awarded to ere 
because of an mgent need to restructure properties in the state. 
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HOMEOWNERSHIP RATE HITS ANOTHER RECORD HIGH - 67.2% 

WASHI:-.lGTON - A record 67.2 percent of American households owned their own homes 
in "he second quarter of 2000 - once again shattering all previous records:. Ibis puts 
homcowncrship at a higher percentage than at any time in American history, Housing and Urban 
Development Secretary Andrew Cuomo announced today. • 

The percentage of households owning their homes - known as the hOlm.'ownershlp rate -- has. 
risl~n steadily -,jnce Presidenl Clinton took office, jumping from 64 percent in 1993 to fiGJ percent 
tn 1998 bcfim.: setting another new annual record in 1999 at 66.8%. This quarter's numbers are on 
pai:C for yel another annual record. . 

, "The continued steady increase in homcownership is undeniable evidence that the policies of 
the Clinton~G.m! Administration have built a steady foundation for sustainable growth," said 
CU3mo. "Owning a home is: not only part of the American Dream. it must also be an attainable 
reality. One home at a time, we arc making dreams a reality _ In the 19405, we were a nation of 
renters ¥¥ just 4.5% of Americans owned their homes. Today. we set another rceord high 
hOlllcownership rate of 67,2%, It is the American Dream -- it is the promise of hope and stability. It 
is tne monument to the great American experience." 

'! According to the U.S. Census Bureau. there are now 70,758,000 homeowners in America. 
Tlul is 8,974.000 mQre than 1993 when the Clinton-Gore Administration took oJlicc, 

I ~Oling that minority homcowncrship still lags behind overall numbers, Cuomo said "We 
car not truly crtioy the success ofour initiatives to boost homeownership until we crase the gap for 
minorities." In June of this year, Cuomo announced a new 3-year goal for increased minority 
homeownership. He has committed the Fedcrall·lousing Administration. which is part of HUD, to 
ins Jre mortgages for more than 765,000 minority families over the next three years. 

Here's how the homeownership rate has risen since 1994, measuring the percentage ofaU 
households owning their own homes and then listing breakdowns by major racial and ethnic groups, 
as 1vcll as location. The category of OTHER includes Asian Americans. Native Americans, and Pacific 
Islanders. CENTRAL CITIES arc the major cities in metropolitan areas. 

~more-
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HomcowncrShlp Kate 

r !:!,~arter 4'" ~uarter Change m# at 
2000 1994 Households 

NA IIUN UVI,KALL bU b4,L b,~II,UUU 

_~'f ntml Llhes 'UJ 4",L l,jY"UUU 
M.INUKI .... '-~ 41,b 4j,1 L, IU~,UUU 

I:·LALl\. ~non-I'llspamc 4U 4LY I,UU",UUU 
1',IISI'i'il'HC 4"," 4L,L Y41,UUU 

. uTI-fER (non-I"IlSpamc) )4'" )LL "'Y,UUU 
Female Heaa 01 Households 5LL 40,/ 1, 'YJ,UUU 
~'I(,uschoIas with Less I han 'U,~ 4~,6 boU,UUU 
MI:dian Family Income 

Horncowncrship is about building communities. Homeowners take pride in their 
sUIToundings, often putting in extra effort into their neighborhoods. Owning a home also means 
accumulating wealth. As home values increase, their investment in that home grows. Homeowners 
also strengthen the economy through their purchase of homes and the related furniture and 
ap}iianccs that go with the new purchase. Homeowners also tend to become more involved in 
community efforts, schools and events. And the value of a home is something that can help secure 
lm.ns to finance a business, or a child's education. and that value is often passed on to a new 
gcneration to help them find economic security. 
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PRESIDENT REQUESTS PLAN TO USE ADDITIONAL FUNDS 
GENERATED BY FHA FOR AFFORDABLE HOUSIN(; 

WASHINGTON - Responding to a ne\.\' report that says tbe Federal Housing Administration 
hm generated additional funds beyond previous projections, President Clinton has requested 
recommendations on how to best use excess FHA revenues to expand the supply of affordable housing 
ov.~r the next five years, 

A report released Monday says the value of the FHA Insurance Fund for Fiscal Year ]999 was 
merc than $5 billion above previous estimates. 

·1'l The While House today r.;:leasefl a directiy,: the I)resident issued to Housing and Urban 
Development Sccretary ~ndrcw Cuomo, Onice of Management and Budget Director Jack Lew, and 
Domestic Policy Council Direetor Bruce Reed requesting "reeommendations on how newly available 
rinds can be used 10 further strengthen rederal hou",ing programs and develop a plan to enhance 
:':OInprchenslvc affordable housing opportunities.'· 

Recommendations could include subsidizing thc construction of new affordable rental housing. 
downpayment assistance programs to incrc<lsc homeownership, funding for new rental assist<Ulce 
vO'lchcrs, and othcr initiatives. 

"One of the fundamental goals of my Adminj::;.tration has been to reinvent govemmenl. to make 
it serve the public better and restore public confidence in the institutions ofgovernment," the President 
said in his directive, wfhe Department of Housing and Urban Development has met these goals well .. " 
And as the improved administration of BlJD and the FHA make available additional resources, we will 
ha'/c the opportunity to do even more to ensure that all Americans have access to affordable 1:1011sing.'l 

" 
~j "More than 5 million struggling American families arc in desperate need of affordable 

ho Jsing," Cuomo said. "l1tcse families now spend over nalftheir income on housing and they can 
barely make ends meet Investing any excess funds from FHA to help these families get the housing 
they need will help transform their lives and will help revitalize communit!cs across our nation." 

Cuomo thanked Senator John Kerry of Massachusetts for tbc Senator's. work to provide morc 
fUljding for aftordable housing. "1 look forward to working in partnership with Senator Kerry, who is a 
chlmpion ofaffordable housing and has proposed a comprehensive hOUSing program,." Cuomo said. 

-!11orc­
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Cuomo was joined at a news conference today by Congressman John LaFalce of New York and 
by representatives ofth<! following groups; The ]\;a1ional Association of Home Builders, the Mortgage 
Bankers Association of America, and the National Low-Income Housing Coalition to express support 
fOI using excess FHA revenues: for affordable housing. 

Senator Kerry said: "1 welcome this effort by President Clinton and Secretary Cuomo. Thcy 
ha Ie been strong advocates for housing. I have proposed a National Housing Trust Pund. These efforts 
an' critical in helping meet the affordable housing needs of the nation." 

Congressmaq LaFalce said: "[ am pleased to join Secretary Cuomo in celebrating the good 
nc ,vs ahout tbe strength of the FHA fund. and to launch a process of expanding itt; successful 
homeownershrp and affordable housing misslon,n 

Congressman Ramey Frank of Massachusetts said: "1 Hm very plea.sed by I iUD's new initiative 
to usc available FHA surplus funds 10 increase the affordable housing supply for lower income people. 
I am purticularly pleased that new construction ofaffordable housing will get serious consideration, The 
current crisis In affordable housing in certain areus has. ironically, been made worse by./l rrosperity that 
benefits most or us. The is an excellent example of how ~\'e can use part of the revenue from a bO(mling 
ee:momy to alleviate sodul injustice:' 

" Christopher 1. Sumner. President of the Mortgage Bankers Association of America, said: 'iThis 
is a unique opportunity for a real chance to make a difference in many lives, to support furthcrthe 
all eady successful federal housing programs and to develop new approaches. Secretary Cuomo has my 
pl.!dge lhat w~! will work with you to further his contribution by using these hard-earned funds wisely 
and well:' 

Robert Mitchell. President of the National Association oft-iome Builders, said: "We will work 
ecoperative1y with the Administration and Congress to explore the best way of using excess funds 
generated from the FHA '$ rcvitalizt.~ Mutual Mortgage Insurance Fund to expand homeownership 
Of'portunities." 

FHA. which is pllrt of HUD. generates revenue thfOi,lgh its Mutual Mongagc Insurance Fund, 
The fund coll'.!cts revenue from fees FHA charges for mortgage insurance> FHA currently rcturns funds 
it generates above expenses to the U,S. Treasury each year_ 

, 

Because of successful management reforms at HUD and FHA. FHA is- now expected to bring in 
8cditional funds between the years 2002 and 2006 above projections contained in the President's 
ploposed Federal Budget for Fiscal Year 200 L , 

An independent report issued Monday by the Ziccounting firm of Deloitte & Touche concluded 
that FHA is in its strongest financial condition since it was created in 1934. with a record economic 
vduc 01'$16.6 billion. 
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The Ocloitte & Touche study says the record $16.6 billion economic value of the FHA' s 
insurance fund is an increase of $5,3 billion over 1998. The study says this improvement wilt withstand 
pOlential economit do,,'nturrls. The (X;onomic value of the fund is defined as the sum of existing capital 
plus the value of current insurance in force, 

The report also states that FHA's capital adequacy ratio is 3,66 percent - far in excess of the 
C(ngrcssionally mandated goal of 2 percent. The capital adequacy ralio is the economic value of the 
fund divided by the total insurance in force. 

In <liJdition, Deloitte & Touche found that FHA h;)s made 3 remarkable turnaround from just ten 
yet rs ago. Tht: FHA insurance fund had an economic value of negative $2.7 billion in 1990. FHA 
suftcrcd ycar~ of mismunagemenl in the 1980s, and by J990 it had projected losses from claims on 
mortgage insurance 1::1[ in excess of projected revcnue. Abscnt radicaJ TCstructuring. a costly f'Cderal 
bailout seemed inevitable. 

FHA does not makc mortgage loans directly, but rather insures loans madc by privnte lenders to 
hOinebuyers. Last year FHA insured a record I J million mortgages worth $125 billion. Because PHA 
mortgage insurance protects lenders from losses. it has enabled 30 million Amcric:m families who 
wo~ld otherwise be locked out of the mortgage market and homeownership to qualify for mQrtgages. 

HIA now insures about 6.7 million mortgages. When homeowners fail to make payments on 
mortgngcs insured by FHA. the agency first tries to help tbem stay in their homes through foreclosure 
avc idance. If this is not successful, the lender forecloses on a borne and conveys it to FHA in exchange 
for FHA payment of the outstanding mortgage balance" FHA then puts the home up for sale. 

FHA-illsurcd loans also benefit homebuyers in these ways: 

• 	 'FHA downpaymcnts of 3 percent are lower than the minimum tbat many Icnd(.:t'S require for non­
FHA mortgages. Higber downpayments are a major roadblock to homeowncrship. 

, 
• 	 HJA's t't!quircmcnt for homebuyer credit ratings arc more flexible than those set by many lenders 

for non-FHA borrowers. 

, 
• 	 FHA permits homcbuyers to use girts from family members and non~rront groups tn make their 

'entire downpayment, wbile conventional (Dans generally require homchuycrs to come up with a 
portion of the downpaymcnt from their own funds. 

• 	 FHA permits a borrower to carry more debt than a private mortgage insurer typically allows. 

## 
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I STAn:MEJliT BY FilA COMMISSIONER WILLIAM APGAR 

ON FANNIE :\lAE'S "CONSUMER BILL OF RI('HTS" 


U,S. Department of Housing and Urban Development Assistant Secretary for 
HrusinglFedcral Housing Commissioner William Apgar today issued the following statement in 
rc.:ponsc to a cal1 by Fannie Mae Chairman Franklin Raines for a Mortgage Consumer Bill of 
Rh~ht5, According to Fannie Mae, the Bill ofRights would include greater disclosure of the process 
Fa,mic Mac uses to evalualc mortgage applications, 

Apgar said: 

"HUD is pleased to see that Fannie Mae IS heeding Secretary Andrew Cuomo'5 call for full 
dj~ closure ofhow mortgage funding decisions arc made by the Government Sponsored Enterprises 
(GSEs). As tbe Secretary has said many times, HUD bclieves that all Americans who are denied 
ac·;ess to mortgage financing have the right to know exactly why they are not being offered a loan. 
'ne formula for mortgage approval or disapproval must be clear and definable. 

I "Mortgage underwriters cannot, and should not, defend secret fonnulas or computer 
software programs that generate rejections or acceptUnccs by unknown means. Fannie Mae's 
announcement that it intends to follow BUD-FHA '5 Icad - announced on Noyember 12 j t999­
in converting its automated underwriting system to u 'glass hox' approach is a good first step, But, 
r6~asing the basic factors used in making mortgage decisions only tells balfthe story. There is still 
a long way to go. 

"Consumers and lenders still need more infonnation from the GSEs to understand how thc 
component parts of the automated underwriting system interact to arrive at a mortgage decision, 
in ;luding the relative weights of each factor. HUD will continue to usc its regulatory authority to 
er,surc consumers have full information about how mortgage decisions are made by the aSEs," 

.~ 
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FANl'iIE MAE GIVES IIUD INFORMATION ON 10 MILLION 
MORTGAGE LOANS FOR FAIR LENDING REVIEW 

WASHINGTON - Fannie Mae, the nation~s largest housing finance company, has given the 
Department of Housing and Urban Development infonnation ubout the system,:; it has used to 
eVHluate nearly 10 million mortgage loans; clearing the way for BUD t£J detcmlinc if the systems 
opl:rate in compliance with laws that bar lending discrimination. 

, 

'! "Fannie Mac is eoopcraling fully 10 help us carry out this review, and J applaud thl;! 

~Olnpany for its cooperation," HUD Secretary Andrew Cuomo said. Cuomo made the statement as 
~e mnounced that Fannie Mat! has complied with HCD's request lor information about its mortgage 
apJ,lication evaluation systems.. including its computerized system known as automated 
umlerwriting. 

" 
Three weeks ago Fannie Mae gave HUD thousands of pages of Information about its 

uncierwriting systems. The compnny also provided HUD with computerized records of the nearly 10 
million hmr.e mortgage loans it purchased from 1995 through 1999, as well as data on loans it 
evaluated but did not purchase. nUD has been examining the material since then. 

" 

Cuomo was joined at a news conference by Fannie Mae Chairman and Chief Executive 
Oflicer Franklin D. Raines. 

;'Fannk~ Mae looks Ior\.vard to working closely in cooperation with BUD on this review." 
Raines said, "I IUD and Fannie Mae have the same goals: ensuring fair lending. fig!1ting 
diS(;rimination and expanding homeownership opportunities in America:;

•, 
, HUD, which has regulatory power over Fannie Mae. will spend tllc next several months 

reviewing the company~s datu and documenhHi<lfl in order to determine whether Fannie Mae is in 
compliance with fair lending standards that arc designed to prevent discrimination against 
mirorities and others. 
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Cuomo said homeowners. the housing industry. Fannie Mae and the rest urthe lending 
in,lustry all benefit when HUn carries out its regulatory role effectively, because this increases the 
confidence of consumers that they are being treated fairly by the lending tJiduSlty and opens 
homeownership to more families. 

The Secretary said BUD's review ofunderwritjng by Fannie Mae is needed because studies 
have shown that the mortgage applications of minorities are more like1y to be rejected than thc 
milrtgagc applications of whites with equivalent income levels. savings, and financial histories. 

II
\1 

The Urban Institute prepared a study for HUD last September that concluded tbat "not all 
Aiocricans enjoy equal access to the benefits of homeownership, in part because of unequal access to 
ca;Jilal.'· The :.tudy also said that "minorities are less likely than whiles to obtain mortgage financing 
ant if successful in obtaining a mortgage, tend to receive less generous loan :ll11ounts and lerms," 

"A mortgage is the key that unlocks the door to homeownership and a secure financial 
fumrc. and too many minority families are being told they can't get that key," Cuomo sailL "As a 
rel'uh. a home:ownership gap continues to divide whites and minorities. Most whit? lamilics own 
thdr homes, ,;,nd build wealth us they pay ofT their mortgages. Most minority families arc renters 
wllo sce their rcnts go up year after year without any financial benefit." 

" 
II While 732 percent of white families owned their homes in 1999. only 46.7 pereent of 

Alriean American families and 45.5 percent of Hispanic families owned their homes last ycar. 

,, 
" Fanni(: Mac buys mortgages issued by banks, thrift institutions and other mortgage lenders. 

an:i thell sells them to investors <IS mortgage-backed securities, This provides the lenders with the 
ca:;h needed to issue new mortgages. Fannie Mae's undenvriting guidelines. including its automated 
sy:;tem~ set the standard that dctennines whether Fannie Mae will purchase individual home 
m(lrtgagc loans from lenders. 

" 

Lenders are often reluctant to originate mortgage Joans to borrowers Who don't m(.'Ct Fannie 
Milc's stundards, preventing families from buying or refinancing homes, As a result, many 
m(!rtgagc applications for conventional loans that are not accepted for purchase by Fannie Mac are 
rejected by lenders. or arc approved by lenders only with much higher interest rates, 

, 

" 

I Cor.grcss has given BUD responsibility for rcgu1ating Fannie Mae, which is 0 Government 

Sp:msorcd Enterprise (GSE), The company was chartered by Congress to provide public benefits by 
helping to expand homcownership and the supply ofaffordable renlal hQusing ror low~ (l1ld 

rn(,derute~inc(;me families, and for residents ofcommunities undcrserved by mortgage credit. 

As a result of it::; Congressional charter, Fannie Mae receives special advantages - such as on 
cX!lmption from all state and local taxes except property taxes, and an exemption from Securities 
and Exchange Commission registration requirements. 

-more­
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In addition, Fannie Mac's ties to the government have h~lpcd the company get the highest 
pc ssible credit rating to reduce its borrowing costs, and have boosted investor confidence in the 
ccmpany, thereby helping to increase earnings. 

Cuomo last year asked Fannie Mae to provide detailed information about its underwriting 
sy~tems. The information Fannie Mac turned over to HUD will enable HUD to determine if any of 
th! criteria used by the company's un~erwriting systems contribute purposely or inadvertently to 
ill ;:gal lending discrimination. 

:t Fannie Mae's automated underwriting system is called Desktop Underwriter®. It allows 
fllI)rtgage bankers, brokers, and financial institutions to use computers to enter information on loan 
applicants, transmit the information to Fannie Mac, and receive a determination on whether Fannie 
M'.te will ac~(:pt a loan application or refer it back to the lender for manual underwriting. Desktop 
Underwriter uses credit scores and other automated infonnation on loan applicants to make its 
de:isions. Although Desktop Underwriter is only five years old, it and similar systems are rapidly 
be::oming the prevailing means of detennining ifsomeone qualifies for a conventional mortgage. 

" HUD plans to draw on numerous resources to analyze the information and data it has. 
received from Fannie Mae. Staff with expertise in regulatory oversight, economists with experience 
in 'handling large databases, fair hOllsing and fair lending analysts, and attorneys will analyze the 
inJonnation from Fannie Mae. HUD may also draw 011 expertise from other regulatory agencies for 
ad vice and guidance on credit scoring and fair lending issues. 

, Last July Cuomo announced a policy to require Fannie Mae and Freddie Mac (the other GSE 
en;aged in housing finance) to buy $2.4 tlillion in mortgages in the next 10 years to provide 
affordable housing for about 28.1 million low- and moderate-income families. The historic action 
raised the required percentage of mortgage loans lor low- and moderate-income families that the 
companies must buy from the current 42 percent of their total purchases to a new high of 50 percent 
- <:. 19 percent increase - in the year 2001. The percentage will first increase to 48 percent this year. 

The mortgage purchase requirements for Fannie Mae and Freddie Mac - known as the 
Affordable '·Iousing Goals - were last set by HUD in 1995, under a Congressional mandate. The 
go. lis came up for renewal last year, and HUD had the choice of leaving them unchanged, lowering 
them, or raising them. In addition to helping low- and moderate-income families, the initiative will 
alsJ increase the affordable housing goals for loans made to underserved areas and will raise the 
goal for mortgages to benefit families with vcry low incomes. 

Under the higher goals, Fannie Mae and·Freddie Mac will buy an additional $488.3 billion 
in mortgages that will be used to provide affordable housing for 7 million more low- and moderate­
income families over the next 10 years. Those new mortgages and the families who get them arc 
ovt:r and above the $1.9 trillion in mortgages for 21.1 million families that would have been issued 
iftle goals w(:rc not increased. 

## 
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I HUD RELEASES PROPOSED RULE TO PROVIDE $2.4 TRILLION IN MORTGAGES 
FOR AFFORDABLE HOUSING FOR 28.1 MILLION FAMILIES 

WASHINGTON:' The U,S, Department of Housing and Urban Devc!opment today issued a 
pn'posed HUn rule that would require the nation's two largc~t housing timmcc companies to buy $2.4 
trillion in mortgages over the nexl 10 years to provide affordable housing U)f about 28.1 million low­
an.I moderate-income families, 

The historic IJction by BUD rab~s tbe ~qu1red p..!rcenta~e ofmortgngc loans· for low- anJ 
;wldcrate-incomc families thatlinance companies Fannie Mac and Freddie Mac must l3uy from the 
l;u,:rent 42 percent ofthcirtotal purchases to a new high cf 50 percent - a 19 percent increase - in the 
'jC Ir 200 t. The percentage will first increase to 48 percent in 2000. 

"This rule will greatly expand thf' supply ofatlDl'ciablc housing across the country. giving 
millions of families the opportunity to buy homes or to muve into apartments with rents thaI they can 
aflOrd.'· HUD Secretary Andrew Cuomo said. 

The public comment period for the proposcd rule is 60 days, Following that, HUD will revicw 
co nmcnls tCc'(:ivcd. make any revisions deemed appropriate bawd on those comment;; and publish a 
final rule by tbe fall of Ihis year, The proposed rule has been posted at www.hud.gov/gscf 

The mortgage purchase requirement for Fannie Mae and Freddie Mac - known 3S the 
Alfordable Housing Ooals- was las.t set by BUD in 1995. under a requirement mandated by Congress:. 
The goals came up for renewal this year, and HUD had the choice ofleaving them unchanged, lowering 
thi:m. or raiSins them, Ii'! addition to helping low- and moderate-income families. the new initiative 
wilt also increase the affordable housing goals for loans made to underserved areas and will raise the 
£C!al for mortgages to benefit ramilies with very low incomes, 

" " 
Under the higher goals. Fannie Mae and Freddie Mac will buy an additional $4-88.3 billion in 

mortgages 1hat will be used to provide affordable housing for 7 million more fow~ and moderate-income 
families, many of them minorities. over the next 10 years. Those new mortgages and families are over 
anj above the"S[ ,9 trillion in mortgages for 21.1 million fnmilies that would hnve been generated iftnc 
cu "rent goals had bcen retained. 
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'I FanniC' Mac and Freddie Mac buy mortgages for hoth individual homes Hod for apartmJ,:nt 
bu!ldings. 

I, 
Congress gave HUD the responsibility of regulating Fannie Mae and Freddie Mac because the 

tw,) companies arc Government Sponsored Enterprises {GSEs) that were chartered by Congress. The 
policy announced today will be implemented by HUD regulations. Such regulations go into effect after 
fC\ jew by Congress and the Office of Management and l3udgct, along with a period of full public 
comment. 

The GSEs buy mortgages issued by banks, lhrift institutions and other mortgage !enders, and 
then package the loans and sell them to investors as mortgage-backed securities. When Fannie Mac and 
Fr< ddie Mac buy the mortgages from lenders, they provide the lenders With the cash needed to issue 
new mortgages. 

Congress has given aSEs spL'Cial advantages -li-uch an exemption from all state and local 
tax~s cxcep! property laxes, and an exemption from Securicies and Exchange Commission registration 
requirements. In addition. the ties oflhe GSEs to government has helped them get the highest eredit 
rating to reduce (heir borrowing costs. and has I.:xx>sted investor confidence in the two compllilies. 
tnc,eby helping to increase their earnings. The Treasury Department reports that the benefits of federal 
:;pcosr.rship are worth almost $6 hillion annually to the aSEs. 

Tht GSEs are publicly chartered tu provide broad public beneliLS. COlJgress, through funnic 
Nlac'5 ami Fle,ldic \iac's Charter Acts and the 1992 GSE Act, required that tht: two GSEs, in return for 
~he 'r publicly· provided benefits. extend thl; benefits of the secondary mQrtgage market to a brond range 
of Amerkans. These include low~ and moderate~in(:ome families, first-time homt:buyers, and residents 
of I , ommunities underservcd by mortgage credit. 

II
!! If Fannie Mae and Freddie Muc fail to make n good faith eftort to <lchicve the Affordable 

HOlising Goa[s set by BUD, the Secret.lry of HUD has the authority to impose civil money penalties of 
up i 0 $10.000 for each day the failure occurs . 

., 
" families arc considered as having low and mooernte incomes if they make no morc than the 

arCH median income. which vuries by community. The national average for the median income is 
$41,800. 

I,, 
In addition to raising the low* and modernte*income goal from 42 percent 10 50 percent, HUD 

act<d to raise two other Congression~llIy mandated goals. A special affordable housing goal for 
families with very low incomes and low incomes (those with less than 60 percent and 80 percent of area 
median)jumps from the current 14 percent to 20 percent (a 43 percent increase). In addition, a 
geographically targeted goal for undcrscrved areas (central cities, rural areas, and undcr')crved 
communities based on income and minority concentration) goes from 24 percent to 31 percent (a 29­
percent incrcas~). 

The proposed rule is among a series of actions HUD has taken to increase homeownership in 
und.!r~servcd areas, particularly among minority Americans. Though America' s homeownership rate is 
U1 a record high level, there is a disparity between the rate for whites and others, The homeownrship 
rate for whites is 73 percent white it is 45 percent for Hispanics. 46 pereent for blacks and 51 PCN:CI11 
for .\sinn-Amcricuns. 

I ## 
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NE~.y' NATIONAL HOHEOWNERSHIP STRATEGY 
CAN CREATE 8 MILLION NEW HOHEOWNERS BY YEAR 2000 

, HUD Secretary Henry G, Cisneros joined ?reside!1t Clinton, Vice 

President Gore, and t'epresentatives of government and industry, non­
.I 

I)ro:it and for-profit housing advocates today to announce a National" , . 
I

Homeownership Strategy that will add up to 8 million nevw families to 

the nation'S homeownership rolls by the end of the year 2000. 

: Secretary Cisneros, who was charged by the President to work with 

pub:ic/priv.ate pa:::tners t~ develop ::he strategy, said "For :cost 

A.rr.ericans, horr.eownership is the key 1:0 a bette:::: life, and througr:out 

America, people are rightfully demanding that this country .deliver 

once: again on its brightest promise: if you are willing to work hard 

and accept responsibi:ity, you. can build a better :ife for yourself 

ana 'your family, and even own a horne of your own." , 
The National Hameownership Strategy is based on a partnership 


bet-",een the private sector and goverrunent. More than 50 partners, 


incJudi,ng Fannie Mae, Freddie Mac, the National Association of Home 


Builders , the National Association of Realtors, Habitat for Humanity, 


t;:e National League of Cities, and the U,S. Department of Housing and 
.. 
, 

Urb<::.n Development, will help more working families become homeowners· 
• ,J -- -. ~- ---" ---.-. 
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by tz:kin9 !:;pecific actions to makr~ i::. less ex;~e:1s:.ve ::0 buy, rehab and 

bui.Ld hOJ:1es, make it easier f:or people to get: mortgages, and expand 

hom,~owneL'ship opportunities by increasing production of new affordable 

hom'~s . 

II1, From 1940 to 1980, Anlcrlcail homeowllinship rates rose steadily, 

from 43.6 percent of all households to 65.6 percent. After 198:0. the 

ave::all ownership rate decl ined to about 64 percent. While the rate 

began rising once again in 1993, che current homeovmership ra,te ~s 
i 

well below its hist~ori:::: peak.
stii·1fl 

"The goal of the National Homeownership Strategy is "to boost 

America's national homeowners hip rate to an ~ll-time high of 67.5 

per.::ent, " Secretary Cisneros said, "'1'his will :nean up to 8 !cillio:r. 

ne\-J ho:r,eowners, especially low~ and moderate income fa:r.':"lies, single 

•heajs of households, minorities, and others who usually are renters. 

"It does not require new government programs or new funds from 

Con;.ITeSS, because local/ state and national groups will take steps to 

make: it lee,s expensive to buy a horne and easier. to get a mortgage, and 

will work to eliminate obstacles to homeownership, ~ Cisneros added. 

The priorities in the National Homeownership strateTj include: 

Cutting the costs of homeownership ir;.cl-u.ding flnancing, 
production and transactions costs and fees, to make homeownership 
Dore affordable. make financing more available, and simplify the 
homebuying process. 

Opening markets for homeownership to increase choice and -remove 
~ I discrl.minatory and regulatory barriers, making homes, financing, 

and insurance avai::'able and affordable for more houser;olds. 

Expanding opportunities for homeownership for millions of 
additional families through education and counseling, information 
technology, communications media, and community involvement. 

-more­
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For example, the Part.ners plan to: 

~ 	 reduce the amount of cash needed to buy a home by cutting 
mot'cg.age closing costs. 

". 	 cut in half '..:he waiting period for mortgage approvals by 
simplifying ~he mortgage lending process, reducing paperwork 
and hassle$ for home buyers, and making· it easier for first ­
time buyers to qualify fox mortgages by establishingII, inr.cvative, low-downpayment programs. 

", 
1. .. i!lCreaSe production of affordable starter homes for first-time 
, buyers.I, 

w 	 make ie easier co obtain financing to buy and repair older 
existing homes . 

• 	 reduce the cost of new single-family homes by advancing new 
designs, construction materials and building methods that 
reduce construction costs and by eliminati,og excessive building 
rC~Julations . 

• 	 expand home counseling for first-time horr:e buyers. 

- expand conswner knowledge of homeownership opportunities 
), through local nhome fairs," homeownership centers. horne buying 
'I clubs and high school a:ld college edL<ca::~o:i.al programs. 

Cisneros pointed out that homeownership is vital to strengthening 
our nation's families, stabilizing communities, and fosterir..g local 
ecoporoic pr':Jsperity, 

, .. Homeo'....nership encourages saVl.ngs and 'investment, promotes 
eco['omic and cj.vic responsibility, a!1d is the prilY6lry means of wealth 
acct:mu:at:io~ for most Americans." the HUD Secretary said. -Owning a 
homEI provides greater opportunity for personal control a:id family 
sec'.:rity, a very desirable goal in our society."

I 
~ Families and individuals who 'dOl:ld like more information on new 

homeownership opportunities in their community 81:e encouraged to write 
to " 

Homeowners Partnership. 
P.D. Box 6091, 

Rockville, ~ 20850 


# If. 

http:edL<ca::~o:i.al


- ------- - -- ------ ----

i 
, . ",," " 

, 

,I 

I 


:1 
II 
• 

;1., 
;1 
I 

'I 
I , 

HUD No. 95·205 
A~~lin Gonen (202) 708-0685 ext. 119 
Bj:ll Connelly (202) 708-0685 ext. 115 
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November 9, 1995 

HUD lWNOUNCES SRARP RISE IN NATIONAL HOMEOWNERSHIP RATE; 

NEARLY A MILLION NEW HOMEOWNERS ADDED SO FAR IN 1995 


WASHINGTON--HUD Secretary Henry G. Cisneros and Laura 
D"Andrea Tyson, President Clinton's National Economic Advisor I 

s,(id today that the Clinton Administration's economic policies, 
lower interest rates, and a government part'nership with the 
housing industry have helped nearly a million more Americans 
bEicome homeowners this year. 

, 
q The national homeownership rate rose to 65 percent in the 

third quarter of 1995, the largest increase in' the rate in almost 
a ~decade and a half. 

" 

Cisneros said this surge in homeownership bodes well for the 
sdccess of President Clinton's'year-old National Homeownership 
Strategy, which is seeking to add up to 8 million more families 
tq the homeowner~hip rolls by the end of the year 2000. 

'~ 1IAfter years of decline and stagnation, homeownership is 
moving in the'right direction, 11 Cisneros said. 1IHUD and its 
pclrtners are committed to removing the ·barriers that have kept 
m:~llions of Americans from achieving the dream of homeownership. 
It:' s clE=ar that we are making progress. 11 

I
,I At the end of 1994, the national homeownership rate was 64.2 

pEircent. Between the end of December, 1994, and the end of 
SE!ptembE:r of this year, the homeownership rate rose almost a full 
pE!rCentage point. This translates into 938, 000 new homeowners 
s:'~nce January., 

:!: nThe dramatic increase in homeownership provides strong 
e,ridence of the success of this Administration's policies to 
bl~ing down the deficit, get the economy moving again, and help 
make homeownership--the American dream--a reality for millions of 
hard working people in this country,n said Economic Advisor 
T:rson. 

r --- - -. ,,- -, --,- -- . -' -- -....., 
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IIThiB surge in homeownerahip is encouraging in itself, but 
the news gets better, n Cisneros said, "There has been a 
statistically significant increase in the horneownerehip rate 
among young households--falnilies headed by people under 3S years 
olj--from 56.9 percent to 57.9 percent. And the homeownership 
rate for minorities increased from 43.7 percent to 44 percent. n 

Cisneros said several factors led to the increase in 
hO.T1eowners. First, due to President Clinton's economic plan, 
long-term interest rates are at historic lows, and mortgage rates 
ha'Ye fallen to their lowest level in 20 months. Second, HUD is 
working with the housing industry in a public-private partnership 
to make homeownership mare accessible to more people . 

1
 
.i 


President Clinton launched the National Homeownership 
Strategy in November, 1994. He directed Cisneros to form the 
"N~tional Partners in Homeownership," in which 56 major housing 
an:i finance industry groups are now working with government and 
nonprofit organizations to reduce barriers to homeownership. 

On June 5, 1995 President Clinton, vice President Gore andF 

Se:retary Cisneros were joined by the Partners at the White House 
to anr..ounce a plan recommending 100 p"roposed collaborative 
actions to increase homeownership. These include: 

Cutting the costs of homeownership (including financing,• 
production and transaction costs and fees), making financing 
more available, and simplifying the hamebuying process. 

Opening markets for homeownership to increase choice and• 
remove discriminatory and regulatory barriers, making homes, 
financing, and insurance available and affordable for more 
households. 

Encouraging homeownership for millions of additional• families through education and counseling, information 
technology, communications media. and community involvement. 

While the Partnership is still relatively new, considerable 
wock implementing the National Homeownership Strategy is already 
un:ier way: 

i Rome buyer eduoation is being improved. For example, the· , Neighborhood Reinvestment Corporation, American Bankers 
~ssociation and the National Foundation for Consumer Credit 
have formed a new partnership to enhance understanding of 
the home buying process through education seminars and the 
publication of five new workbooks, entitled, "Realizing the 
Amerlcan Dream. III, 

(more) 
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New home oonstruction teohllology is beillg explored~ 
Habit:at. HUD and the National Association of Home Builders 
are huilding an affordable demonstration horne using new 
cost-effective. state-of-the-art technology. 

Savings for downpayments and closing costs are being 
encouraged. For example, the Federal Housing Finance Board 
recently authorized the Federal Home Loan Bank System's 
Affordable Housing Program subsidies to be used as a match 
to induce higher family savings. 

Increasing homeownership in urban America through -local 
partnerships· is being encouraged. For example, the City Of 
Los Angeles has made a six~fold increase in funding for 
homeownership and forged new partnerships with many local 
affiliates of national partners, including NeighborWorks 
offices. Fannie Mae, Freddie Mac, Habitat, Home Builders and 
Manufactured Housing. 

, 
Mortgage oredit in rural America is being improved through 
new partnerships involving the USDA's Rural Housing and 
community Development Service, Freddie Mac, Fannie Mae. 
state housing finance agencies and others. 

" # # 
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'I SETTING !lEW HOOSING GOALS FOR FANNIE MAE AND FREDDIE MAC, 

BOD MAKES MORE MORTGAGES AVAILABLE FOR WORKING FAMILIES 


WASRXNGTON--The Department of Housing and Urban Development 
tHUDl will publish a final rule Friday, Dec. 1, requiring Fannie 
~~e and Freddie Mac to make substantial mortgage resources 
cNailable for America's working families. 

Ii As industry leaders. Fannie Mae and Freddie Mac are critical 
to President Clinton's National Homeownership Strategy. The GSEs 
are pa~tners in this strategy and, as such, are committed to its 
!Joal of increasing homeownership ~o record levels by the year 2000. 
," I 111 the current economic environment, the new HUD's action 

":ranslates into approximately $150 billion of capital for mortgages 
co low~ and moderate-income families and residents of underserved 
·:1eighborhoods. 
I 
, The Federal National Mortgage Association {Fannie Mae) and the 
Federal Home Loan Mortgage Corporation (Freddie Mac) are the 
nation's two largest government sponsored enterprises (GSEs}. By 
providing a secondary mortgage market~ they finance 70 percent of 
all conventional·, conforming home mortgages in the country. 

"HUD's final rule helps focus Fannie Mae's and Freddie Mac's 
considerable resources toward America'S working families," said m}D 
Secretary Henry G. Cisneros. "This will help to ensure that 
creditworthy families with low or modest income are not denied 

'access to mortgage credit. , 
I) "Fannie Mae and~ Freddie Mac are already working to achieve 
this objective, and they are demonstrating that improving 
homeownership opportunities for more working families is not just 

,good public policy; it is good business. tl 

", 
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'I The final BUD rule establishes affordable housing goals but 
lets the GSEs decide how to achieve them. BUD oversees the GSEsl 
performance, Cisneros said~ but the Department.wants to allow the 
GSEs to lead the market without governmental micromanagernent .. 

KUD's final rule implements the Federal Housing Enterprises 
Financial Safety and Soundness Act of 1992 (GSE Act}. Congress 
enacted this law to encourage greater participation by Fannie Mae 
anj Freddie Mac. private businesses I public agencies I - financial 
institutions, and housing providers in expanding horneownership and 
affordable housing opportunities for very-low, low- and moderate­
income families. 

1 

-\·1 In add i tion to the housing goals, HUD' s new rule contains 
provisions for fair lending. new program approval, reporting,"data 
collection and due process. 

,I ffThe percentage of the GSBs' business devoted to very low-, 
low~ and moderate-income families has increased dramatically since 
the statute was enacted in 1992, n said Cisneros. liThe housing 
goals are reasonable and achievable, and I am confident that the 
GSEs. with their management and operational strength, will have no 
difficulty achieving these goals. n 

il In p:reparing the rule, HUn evaluated more than 163 written 
corrunents .;md sought further input from the GSEs. industry trade 
g:t:'oups. community leaders and other federal, state and local 
agencies. 

,I As a result of this process, Cisneros said, HUO officials are 
confident the final rule represents a 'responsive, flexible and 
workable framework for achieving the law's objectives. 

" In the GSE Act r Congress charged HUn with setting three 
housing goals established as a percentage of total units financed 
by Fannie and Freddie each year. The goals are defined in the rule 
as follows: 

Goal 1996 1997-99 

Low- and moderate-income goal 40t 42\ 
Special affordable goal 12t 14% 
Geographically targeted goal 21t 24% 

, The special affordable goal covers families with very low­
incomes and those with low-incomes living in low-income areas. The 
geographically targeted goal focuses on families in central cities, 
rural areas and other underserved areas. 

(more) 
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'I Transition housing goals for the three categories have been in 
p::ace since the GSE Act was passed. During this period, Fannie Mae 
e:~ceeded all three performance goals while Freddie Mac exceeded the 
l()w~ and moderate-income goal. 

The GSE Act further requires that BUD establish fair lending 
rE!quirements for Fannie M.r.le and Freddie Mac that prohibit these 
institutions from engaging in discrimination. The final rule 
r£~flectB the statutory language prohibiting this discrimination. 

The Act also requires HUD to review and approve proposed new 
FHnnie Mae and Freddie Mac programs to ensure that they are 
consistent with the GSEs' charters and not harmful to the public 
interest: or the institutions' financial condition. 
eHtablished a number of requirements including data 
n:porting and due process, defined more fully in RUDiS 

"The GSBs are well·managed.. highly profitable 

The Act 
collection, 
final rule. 

companies t 
C:_sneroB said. "They are congressionally chartered, shareholder­
rnmed corporations which receive substantial federal benefits in 
Ol:der to achieve public purposes in the housing markets. 
Supporting and expanding the mortgage market for very low-, low~ 
aHd moderate~ income families supports the public purposes 
eHvisioned by Congress in chartering Freddie r.'"..ac and l?annie Mae. It 
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CT.~OS UPDATES PARTNERS ON HCMEOWNER88lP EFFORTS,

I, NEW INITIATIVES MARK AN ACTIVE Sl1I!MER 

I 
11 WASHINGTON, D.C. - - The National Partners in Homeownership 

have made tremendous progress toward achieving President Clinton's 
goal of raising the national homeownership rate to an all-time high 
by the year 2000. Housing Secretary Henry G. Cisneros said today. 

Cisneros spoke today at a quarterly meeting of the Partners - ­
an unprecedented alliance of 58 organizations from the housing 
industry, the lending community, government and non-profit l 
community groups. 

"Having increased the homeownership rate to 65.4 percent of 
;;.11 American households - - the highest rate in 15 years - - we are 
[laking strong progress toward achieving President Clinton' B goals, 11 

Cisneros said. liThe work of the partners, coupled with the nation's 
(pfltinuing strong economic growth, is helping more and more 
J.mericans become homeowners. II 

On the economic front I Cisneros cited the 10.5 million new 
::obs created under president Clinton' s leadership; an unemployment 
rate below 6 percent for the past 22 months 1 dropping to S. J. 
percent in August; and relatively low interest rates. For the last 
three and one-half years r interest rates have averaged 7.6 percent 

well 	below the 10 percent rates of the 19808. 

These factors have contributed to Americans' confidence in the 
economy and to the decisions of more Americans to buy homes, 
Cisneros said. 
"I 
,; 	 Cisneros also specifically touted the progress made by the 
:?artners, toward achieving objectives set a,t last February's 
partnership meeting: 

• 	 Raising the visibility of t.he National Homeownership 
Strategy and the partnership; 

• Accelerating outreach to,-llnrlerserved PPPJ!±!.Fions;~_X:d._ 
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Clsneros Updates Partners on Homeownership Efforts 

• 	 Underscoring the importance of strong, lon9~term local 
partnerships supplementing the national effort. 

The effort to provide homeownerahip for more Americans was 
h'tghlighted by June's National Homeownership Summit - - attended by 
m-::lre than 1,400 people and addressed by the Presidentj by the seven 
r,~gional summits held in Denver. Portland, Pit.tsburgh, Miami, 
Kansas City. Oakland and Lansing; and by outreach activities 
Sl?Onsored by a number of the National Partners. 

With the homeownership rate for minorities more than 20 
pl:rcentage points lower than the national average, and the rate of 
h:)r.leownership for female-headed households at just 50 percent, aUD 
hilS recently announced a series of outreach initiatives to' these 
underserved groups . .,

II The Department has announced a Homeownership Opportunities for 
Women program and is working with lenders to develop computerized 
uuderwriting models that are sensitive to special circumstances 
f':lced by women homebuyers. Through a partpership with the Congress 
oj: National Black Churches, HUn will offer hornebuyer education and 
counseling classes to help increase the homeownership rate ampng 
Aj~rican Americans. Finally, the Department is reaching out to 
potential Latino and Asian American homebuyers through targeted 
meirketing of FHA loan programs. 

Cisneros said that a number of the National Partners, 
ir,cluding the National Association of Realtors, the Mort.gage 
BC:.nkers Association, Fannie Mae and Freddie Mac, have recent.ly 
n:affirmed their commitments to help close gaps and serve those who 
heve previously not been well served by the homebuying system. 

At February's quarterly meeting,. the National Partners 
ccmmitted to establishing local partnerships, and so far more than 
7( auch groups have been identified. These groups, structured along 
tt.e lines of the national partnership. are able to target local 
needs , whether they are in t.he area of lending, counseling, 
outreach or downpayment and homebuying assistance. 

The National Partners in Homeownership were organized in 1994 ' 
in response to President Clinton's challenge to raise the national 
hcmeownership rate to a record 67.5 percent of all U.S. households 
by the end of the year 2000. The group works to increase the· 
hcmeownership rate by reducing the costs of buying and owning a 
home, simplifying the homebuying process, and expanding 
opportuni ties for horrieownership to typically underserved 
communities including women, African Americans! Latinos and youn9~ 
first-time homebuying families~ 

jj Over the past two years, the nation'S homeownership rate has 
climbed by a record 1.6 percentage points to the is-year h.igh of 
65~4 percent. With the addition of 700,000 new homeowning families 
during the 2nd quarter of this year, the number of homeowners 
reiched 66.1 million - - the largest number of homeowners in our 
nation's history .

• 
" 	 # 
, 

http:recent.ly


------

'!' 'I ,r u.s. o.pat1menl of Hw$ing omd Urban DtmItopmenl 
Office 01 Pubj1C Affairs*: 

,, 

'II 
Washington, D.C. 20410 

News Release 
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G;;yela Bynum (202) 708-0277 xU4 Wednesday 
Blll Connelly (202), 708-0685 xl15 April 10, 1996 

,I 
I PRESIDENT CLINTON SIGNS LEGISLATION EXPANDING , 

. FHA'S REVERSE MORTGAGE INSURANCE PROGRAM,., 
President Clinton signed into law on March 28 a measure 

(Public Law 104-120) expanding the Federal Housing 
Aiministration's reverse mortgage demonstration program, which 
enabl,es older Americans to tap the equity in their homes to meet 
l'iving e:>..-pensee. 

The new law extends the FHA's Home Equity Conversion 
Mortgage {HECM) Insurance Demonstration program to the year 2000 
and expands from 15,000 to 50.000 the number of such loans that 
FHA may insure. The program is also expanded to include 
properties with two~ to four-family units if the elderly 
homeowner occupies one of the units. 

I 
These changes, effective immediately, will greatly expand 

the program, making it available to elderly homeowners in all 
states except Texas and in the District of Columbia and Puerto 
Rico. 

The reverse mortgage_ program enables elderly homeowners to 
convert equity in their homes to monthly strea~s of income and/or 
lines of credit to meet their financial needs--and yet continue 
to live in those homes. The FHA program was deSigned to 
introduci;: the reverse mortgage copcept to the private sector 
fi,ortgage markets and encourage them to participate in offering 
;;!-imilar plans. 

"Considerable progress has been made in promoting the 
I'everse mortgage concept, Il' said HUD Assistant Secretary/FHA 
C'ommissioner Nicolas P. Retsinas. IIThis new law will enable 
further .;xpansion and finetuning. This program can be a 
financial godsend for many older people who need urgently need 
!HOre cash income and have substantial. ~quit;y_ iD~their_.homesh"_ ..______ , 
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, Retsinas noted that the private markets have responded 
st~ongly and are now offering more reverse mortgage plans, 
in=luding.one recently introduced by the Federal National 
Moctgage Association (Fannie Mae). FHA is considered a pioneer 
HUD No. 96·74 in testing and advocating the reverse mortgage 
concept. 

FHA E!treamJ,.ined the HECM Demon.seration in' 1995 by permitting 
HE:M lendE:rs to directly endorse HBCM loans for FHA- insurance. 
Ot'·:ler rulemaking to further streamline the program is in process. 
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HUO No, 96-123 FOR RELEASE: 
v:tctor Lambert (202) 708-0685 TUesday, 
O"borah Anderson, Freddie Mac, (703) 903-2408 July 9, 1996 

,, FIlA = FREDDIE lIlAC ANNODNCB PILOT 

TO TEST AUTOMATED DNDBRWRn'ING OF FIlA LOANS 


i~ 
WASHINGTON j D.C. -- The Federal Housing Administration (FHA) 

and Freddie Mac will begin a six-month pilot program using an 
Flm-specific version of Freddie Mac's Loan Prospector® (Loan 
PJ~ospector for FHA Loans) to automate the underwriting of FHA 
loans.
, i 
,J The cooperative effort, outlined in the Statement of 

Understanding signed t.oday, is aimed at: 

• 	 studying how automated underwriting technology can help 
to expand markets to more credit-worthy borrowers; 

• 	 making the origination of FHA loans more efficient and 
affordable; and 

• 	 ensuring that the use of automated underwriting 
technology will not adversely affect borrowers served 
by FHA, 

I "This pilot represents the National Partners in 
Homeownership at their best~ft said Henry G~ Cisneros, Secretary 
OJ; the U. S. Department of Housing and urban Development. 
ftPooling the resources of the private sector with those of the 
gcwernment, we are striving to increase the nation's 
homeownership rate to its highest level ever. This pilot brings 
t(lgether Freddie Mac. mortgage lenders, and FHA in a test of how 
mlW technologies can make FHA work better for more American 
fi;mil ies. ft 

"This joint initiative offers a glimpse of the mortgage 
~lrket of the future -- a future where FHA loans can be processed 
b)' lenders in days instead of weeks, ff said Leland C. Brendsel t 
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Chairman and CEO of Freddie Mac. "By reducing costs and bringing 
g::eater efficiencies to the mortgage market, we will enable more 
p~~ople to own their own homes. n 

i~ Freddie Mac took a sample of FHA loans made in 1991 and 1992 
and built a statistically-based, mortgage scoring model to 
p:~edict the likelihood of default specifically for FHA loans. 
This model was integrated into software that allows Loan 
P,:ospector for FHA Loans to perform a risk evaluation within four 
m:Lnutes. ' 

,I 

',I Lenders will be able to access Loan prospector for FHA Loans 
b~r linking directly through their loan origination system. In 
addition to the risk assessment, the system will evaluate the 
application against FHA statutory requirements (i.e., 
downpayment, geographic loan limits, maximum loan amount), 
e:~igible product types, and additional FHA credit guidelines. 
The system will report its assessment to the lender who will make 
the ultimate credit decision. During the pilot, FHA will agree 
w:Lth individual lenders to modify some of the documentation or 
cl~edit requirements for loans that receive a favorable risk 
allsessment. 

I: 
" Freddie Mac and FHA said that they expect that eight, 

g!~ographically diverse, FHA-approved lenders, including current 
Loan Prospector users and new users, a housing finance agency and 
a non-profit, will participate in the six-month pilot, with four 
to six thousand loans being made under the demonstration. 

Loan Prospector is ~ service developed by. Freddie Mac that 
pl~ovides a lender with a risk evaluation and a decision whether 
Fl~eddie Mac would purchase that loan, using loan application, 
cl~edit, and property information to evaluate a potential 
borrower's ability to meet a mortgage obligation. Freddie Mac is 
actively working to expand the uses of Loan Prospector to meet 
the needs of lenders. 

"With this initiative, Freddie Mac takes a big step forward 
in underwriting FHA loans with Loan Prospector," said David 
G].enn, President of Freddie Mac. "We're well on our way to 
pl.·oviding lenders with a single automated underwriting service to 
pl:ocess virtually all of their mortgages." 

FHA also is releasing a Mortgagee Letter that outlines the 
st:eps that FHA uses to evaluate requests for approval of 
autornat!=d underwriting systems. FHA encourages any sponsor of an 
alltomat!=d underwriting system to obtain FHA loan data, to develop 
mortgage scoring models specific<3;lly for FHA loans, to 

-more­
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di:monstrate to FHA the predictive power of their system, and to 
d(~onstrate to FHA that the system can be used in a manner that 
hE!lps FHA achieve its public mission and does not facilitate 
discrimination. 

UFHA presents a unique opportunity to demonstrate to the 
mc,rket a responsible approach to integrating automated 
utlderwriting into the mortgage business," Federal Housing 
Cc!mmissioner Nicolas P. Retsinas said. - "We must move forward 
with new technologies, but only after we carefully evaluate the 
impact of their use and design strategies to ensure that their 
u;::~e serves our mission of expanding homeownership opportunities. II' 

The Federal Housing Administration was created in 1934 to 
pI:ovide mortgage insurance on home mortgage loans. For over 62 
YE·ars, FHA has pioneered low-down payment and long-term 
me,rtgages j allowing over 24 million American families to achieve 
he:meownership. Today, FHA insurance allows lenders to make loans 
uEring more flexible underwriting than they use for conventional 
leans, including lower downpayments, closing cost financing, and 
higher debt-to·income ratios. Last year, 70 percent of FHA­
irsured purchase money mortgages were made to first-time 
hcmebuyers. 

cl 
, Freddie Mac is a stockholder-owned corporation established 

byl Congress in 1970 to create a continuous flow of funds to 
mcrtgage lenders in support of homeownership and rental housing.
Freddie Mac purchases mortgages from lenders and packages them 
into securities that are Bold to investors. Over the years, 
~x~ddie Mac has helped finance one in six American homes. 

#### 

,I , 
I, 
I' 



U,S, Depat11'Mfrt of Housing and Urban ~ 
Office Ol Public: Affairs 

washington O,C. 20410 
1: 

I News Release 
i 

I 


FOR RELEASE: 
-FRIDAY, 
June 7, 1996 

CISNEROS RELEASES INDEPENDENT AUDIT CONFIRMING 

THAT FHA'S FINANCIAL HEALTH IS GREATLY IMPROVED
I 

II WASHINGTON--A once-troubled Federal Housing Administration 
(J?HA) insura:1ce fund has shown marked financial improvement three 
¥-,mrs in a row under the Clinton Administration, FHA's a'J.di:::ed 
f:l::.a!1cial statements revealed today. 

Housing Secretary Henry G. Cisneros announced the audit 
f-Lndings and pointed to ocher signs that:: the aggressive 
r<!inve!1tion of every aspect of FHA's business is paying dividends 
f.:tr American taxpayers, communities, an~ homeowners. 

" The audit, conducted for HUD'g Inspector Ger.e~al by the 
i::1dependent firm of KPMG, Peat Marwick LLP. provides an 
i::1dependent assessment of HUD's progress, in restoring FHA to 
financial health after the agenoy's crippling weaknesses earlier 
i:1 the decade. 

"A healthy FHA mea!"!s greater horneownership and affordable 
h~using opportunities for those low- and moderate-income families 
that the private sector cannot or will not serve,it Cisneros 
said. "A healthy ?P..A also has cO!1.tributed greatly to the surge 
in homeownership si~ce President Clinton took o=fice. In the 
past three and a half years, 3.1 million more Americans have 
become homeowners. U 

Co.::trasting the figures released today with those for 1992 
shows marked improvement during the Clinton Administration: 

I;, FHA's Mutual Mortgage Insurance (MMI) Fund, which backs-' • 
6ingle~family mortgages, haa now exceeded Congressional 
goals for the year 2000 -- five years ahead of 
schedule. The MMI Fund's capital rat.io (a measure of 
the fund's cushior. against unexpected i!1surance losses)

mor,,- - - . - .. - - " - _._--..,.~ ~ ~- ~ ~ --.~ 
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i increased to 2.05%, exceeding the 
Congressional target of 2.0% for the year 
2000. In 1992, the ratio was only .43%, far 
less 	than the Congressional goal of 1.25% for 
that 	year. The economic value of the MMI 

I 	 fund has more than quadrupled to $7.086 
billion since 1992 after technical insolvency.I 

I' 	 at the beginning of the decade. 
" I 	 Multifamily Loss Reserves continue to decline,• 

illustrating lower risk to taxpayers of future'I 	 insurance losses. At the start of the Administration, 
HUD reported that troubled loans in the multifamily 
insurance portfolio required FHA to set aside $11.9 
billion in a loss reserve -- twice as much as during 
the previous year. Each year since, that reserve has 
declined in size. This year it is $8.4 billion down 
from $9.5 billion last year. 

• Annual claims on single family loans have dropped to 
the lowest level since FY 1986. In FY 1995, FHA claims, 
dropped 11%, down to 65,503 from 73,228 in FY 1994 and 

" 

83,563 in FY 1992, 

I! Inventories of properties acquired after default and 
Ii • 

foreclosure have dropped significantly. At the end of 
FY 1995, HUD owned only 77 multifamily properties,' down!I 
from 	an all-time high of 178 at the end of FY 1993 ... 

I 	 The single family property inventory dropped to an 
eleven-year low of 24,196, down from 34,814 in FY 1992. 

• 	 Inventories of single family and multifamily notes, 
assigned to HUD, have leveled off. FHA's aggressive 
loan sale program has reduced the multifamily note 
portfolio to 1,708 by the end of FY 1995. Single 
family note sales and additional multifamily sales 
since the end of the fiscal year have reduced these 
portfolios yet further. 

The audit also concludes that FHA has put in place multi ­
yE~ar plans to address long-term management weaknesses. Progress 
hetS been made in each of these areas despite shrinking resources 
aud significant barriers to change. 

"Progress has been made possible by the efforts of FHA 
employees to reengineer our business from top to bottom," FHA 
C()mmissioner Nicolas P. Retsinas said. 

-- more - ­
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, In ~ecognition of these efforts, lO teams of FHA employees 

r~ceived 1996 Hammer Awards from Vice President Go~e's Ka~ional 
p~rformance Review, This yeuy's winr.ers join FHA employees on 
five Hammer Award-winning teams last year. These awards 
c~lebrate FHA emoloyees efforts to make government more 
eEficient, moye' responsive to customers I and less costly co 
t~xpayey~~. (See attached list of Hammer Award winners.) 
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• FHA WINNERS OF THE 

1996 HAMMER A\,ARD 

;) Ten teams of Federal Housing Administration (FHA) employees 
h3ve won 1996 Hammer Awards from Vice President Gore's National 
Performance Review. 

II The winning teams and team leaders are:
'I, 

HUn Mortgage Sales " Taam: for developing an aggressive 
program to sell defaulted single family and multifamilyI HUD-owned mortgages, freeing staff to monitor insured , 
loans and producing, so far, $672 million in savings to 
fund new multifamily business and deficit reduction, 
Leaders: Audrey Hinton and Joe McCloskey. 

I 2 . 	 FHA Comptroller Paperless Processing Implementation 
Team: for implementir.g four paperless processing 
projects using Electronic Data Interchange (EDI) , 
reducing the time for each interact'ion between a lender 
and FHA from over two weeks to two days. 

,, 	 Leacer: Ken Tt.:.cker 

3. 	 Voucher Processing Team: for de~ioping a prototype 
automated center to consolidate post-payment voucher 
revie'ds once conducted in each local field office, 

\ 	 improving financial controls and customer service and 
reducing review ti!:1es by 75%. 

" Leader: 	 Stephen Burgess 

4 . 	 Public Inquiry Communications Team: for developi~g an 
automated system to respond to homeow~er inquiries 
concerning premium refunds, reducing response time from 
up to three months to three-five days. 
Leade~: Ken Tucker 

5. 	 Raengineering FHA Business Practices Terum: for 
streamlining the requirements and processes for FHA 
lender approval, reducing for example, branch 
application processing time from two three weeks to one 
day. 
Leader; Bill Heyman 

6. 	 Multifamily Insurance Applications FaatTrack Processing 
Team: for developing a new system for processing 
selected multifamily insurance applications that 
reduced processing costs by 50% and timeframes by 60­
75%. 
Leaders: John Taylor and Tom Cusack 

7. 	 Single Family Development Paperwork Reduction Team: for 
eliminating and consolidating paperwork re~~ired in the 
origination of an FtL7;.~ins'.lred loan. 
Leader~ Dick ~anuel 
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8. Multifamily Property Disposition Demonstration Team: 
<I for developing a model partnership between the federal 
I,I government, a state housing finance agency, a~d the 

low- a~d moderate-income residents in multifamily
!l housing developments that HUD has acquired through 

foreclosure for the management and sa':'e 0: thosei,
,I 

properties. 
Leader: Casimir Kolaski 

I 9. Neighborhood Networks Team: for an initiative to 

'I 

I'.I 
facilitate job training, education j and 
microenterprises where people live -­ in FHA-insured 
HUD-assisted multifamily housing'projects, 

or 

, Leader: Chris Greer 
",,, lO. Multifamily Special Workout Assistance Team (SWAT): 

for giving teams of asset managers new techniques to 
deal with severely troubled projects and make owners 
and managers make needed changes to protect the 
residents and the taxpayers I investment in FHA's $44 
billion insured portfolio. 
Leader: Vyllorya Evans 

The Natio!;.al Performance Review (NPR) was established by 
P:~eside71t Clinto:;. in 1993 to develop and implement strategies to 
make ,;:h~ Federal government more efficient, more responsive to 
customers, a:~d less costly to taxpayers. The Ha:nr.ler Awards 
recognize Federal workers who have made significa:::t contributions 
tn NPR's goals. 
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DepJoying FHA's Mortgage Scorecard and 

Automated Undenvriting Technologies 


The U.S. Department of Housing and Urban Development (I·IUD) is 
recllgineering FHA's business process to fully deploy automated underwriting 
{AU) technology. This AU technology includes a mortgage scorecard which is an 
electronic algorithm designed to assess the ris~ of default on a mortgage and the 
main component of mOst automated underwriting systems (AUS), The 
Department's Office of Policy Development and Research has developed u 
mortgage scorecard, which HUD plans to make available to all FHA lenders. The 
Departmenl has completed techni<:al development, and is addressing u number of 
implementation issues related to the most effective manner of deploying the 
scorecard for lender use, managing the overall functionality and operations of the 
scorecard, and the infommtion technology resources. needed to SUppOl1 FHA's 
automated undenvriling ef!orts. Moreover, this effort is an example of FHA's 
intention to develop a comprehensive electronic interface between lenders. AUS 
vendors and FHA. 

~/lortgagc scorecards such as. the rHA "universal" scorecard provide an objective 
evaluation of the risk of default on a mortgage based on mathematical analysis of 
prior loan pcrfonnance. The mortgage scorecard allows lhe mortgage insurer to 
more accurately and objectively assess the risk on a loan and determine if it is 
willing to insure dun loan based on credit infomlation and application variables. 

Several private sector mortgage insurers operate mortgag~ scorecards as do 
Fannie Mac and Freddie rv1ac. Moreover. Freddie Mac opemtes a ::.crvicc for 
evaluating FHA mortgages through its AUS (Loan Prospector) which has been 
approved for commercial use on FHA mortgages by the Department Fannie 
Mae's Desktop Underwriter and PMI Mortgage Services' pmiAURA for FHA 
were approved just n.~ently. 

Currentiy. the three AU systems described above have proprietary mortgage 
scorecards specifically designcd 10 evaluatc FHA loans. However, for 
consistency and to evaluate the risk of loans not scored through FI'IA~approved 
proprietary systems, FHA has developed its own mortgage scorecard. FHA 
intends to make its scol1.'Oard widely available to all FHA lenders. The 
Department intends to begin deployment of the FHA "universal" scorecard on 
existing private automated underwriting systems (AUS) by the end of2000. 

The Department developed optimal methodologies for mortgage scorecard 
dcploymcm and loan~le\'cI data transmission with AUS vendors and mortgage 
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lenders, as well as credit risk, portfolio management, and quality control! activities. 
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Chart 1 

FHA Single Family Mortgage Insurance 

FHA Endorsements By Loan Purpose 
Number and Dollar Amount 
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Purpose of Loan 
Purchase Refinance Total 

FY Endorsed Number MtgAmt ($M) Number MtgAmt ($M) Number MtgAmt ($M) 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

564,926 $41,811 
683,747 $53,998 
523,174 $41,280 
662,466 $55,267 
709,448 $60,885 
836,459 $75,375 
926,607 $88,735 
846,566 $86,895 

372,626 $27,015 
653,660 $46,226 

62,357 $4,303 
132,282 $10,816 
80,367 $6,972 

253,988 $24,734 
363,543 $35,201 

73,315 $7,332 

937,552 $68,826 
1,337,407 $100,224 

585,531 $45,584 
794,748 $66,083 
789,815 $67,858 

1,090,447 $100,109 
1,290,150 $123,936 

919,881 $94,227 
Grand Total 5,753,393 $504,247 1,992,138 $162,600 7,745,531 $666,846 
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Purpose of Loan 
Purchase Refinance Total 

FY Endorsed Number MtgAmt ($M) Number MtgAmt ($MI Number MtgAmt ($M) 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

60.3% 60.7% 
51.1% 53.9% 
89.4% 90.6% 
83.4% 83.6% 
89.8% 89.7% 
76.7% - 75.3% 
71.8% 71.6% 
92.0% 92.2% 

39.7% 39.3% 
4B.9% 46.1% 
10.6% 9.4% 
16.6% 16.4% 
10.2% 10.3% 
23.3% 24.7% 
28.2% 28.4% 

8.0% 7.8% 

100.0% 
100.0% 
100.0% 
100.0% 
100,0% 
100.0% 
100.0% 
100.00/a 

100.0% 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 
100.0% 

Grand Total 74.3% 75.6% 25.7% 24.4% 100.0% 100.0% 
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Ch«1't 2 
FHA Single Family Mortgage Insurance 

FHA Endorsements By Race of Borrower 
Number and Percent 

11Jil16 
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Chart 3 


FHA Single Family Mortgage Insurance 


FHA Endorsements By Type of Homebuyer 

Number and Dollar Amount 


Number Type of Home-buyer 
Fjrst~Time Repeat Total 

FY Endorsed Number MtgAmt (SM) Number MlgAmt (SM! Number MtgAml (SM) 
1993 376,593 $27,764 188,327 $14,047 564,920 $41,811 
1994 447,253 $35,311 236,493 $18,087 683,746 $53,998 
1995 364,189 $28,677 158,984 $12,603 523,173 $41,280 
1996 478,985 $39,718 183,481 515,550 662,466 $55,267 
1997 535,326 $45,769 174,122 $15,116 709M8 560,885 
1998 670,565 560,473 165,894 514,901 836,459 575,375 
1999 744,767 $71,046 181,840 $17,689 926,607 588,735 
2000 ' 685,006 $70,006 161,SIlO $16,889 846,566 586,895 

~ ~ ~ ~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~ 

Graild Total 4,302,684 5378,764 1,450,701 5125,462 5,753,365 5504,246 

Percent Type of Homebuyer 
First-Time Repeat Total 

FY Endorsed Number MtoAmt($ML Number ,r.It,g"rntJ~ML Number MtgAmt(SM) 
1993 
1994 
1995 
1996 
1997 
1998 
1999 
2000 

66,7% 66.4% 
65.4% 85.4% 
89,6% 69.5% 
72.3% 71,9% 
75,5% 75.2% 
80,2% 80.2% 
80.4% M.1% 
80.9% 80,6% 

33,3% 33,8% 
34,6% :\4,6% 
30,4% 30,5% 
27.7% 28,1% 
24.5% 24,8% 
19,8% 19,6% 
19,6% 19,9% 
191% 19,4% 

100,0% 
100,0% 
100,0% 
100Jl% 
100.0% 
100,0% 
100,0% 
100,0% 

100,0% 
100,0% 
100,0% 
100.0% 
100,0% 
100.00/Q 
100,0% 
100.0% 

Grand Total 74.8% 75,1% 25,2% 24,9% 100,0% 100,0% 

jOl= 
Administr<!tiveA:xompll~nttUirr fTIme Jitepeat 
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Chart 4 


FHA Single Family Mortgage Insurance 


First-Time Homebuyers By Race of Borrower 

Number and Percent 


Black 
Indian I 

Hispanic 

Black 
Indian I 

39,823 
1,458 
8,386 

43,265 
2,412 

2 
..36 

$2,798 
$108 

52.306 
1,748 

10,060 
60,009 

2,609 
0 

$24,752 
$3,9BO 

$133 

50,168 
1,986 
8,162 

61,101 
3,707 

1 

$18,419 
$3.785 

$150 

58,846 
2,476 
9,894 

.82,549 

8,972 
7 

$25,724 
$4,571 

$199 

66,821 
3,027 

11,294 
97,568 
13,805 

$28, 
$5,394 

$257 

92,080 
3.313 

14,925 
130,316 

12.299 

$8,079 

$2" 

109,064 
3.352 

15,384 
147,786 

22.110 

$10,142 
$318 

Hispanic 
$783 

$3,435 
$204 

$985 

$5,190 
$272 

$763 
$5,192 

$368 

'946 
. $7,307 

$970. 

$1,117 
$8,740 
$1,448 

$1,558 

$12,374 
$1,273 

$1.743 

$14,693 
$2.213 

Unknown 0.0% 0.0% 0.0% 0.0% 0.0% U.U"J\I 0.0"4 0.1% 0.0% 

Total Number 100.0% 100.0% 100,0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

Total MtgAmt (SM) 100.0% 100.0% 1(10,0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 

,~ 
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Clinton Presidential Records 

Digital Records Marker 
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This is not a presidential record. This is used as an administrative 
marker by the William J. Clinton Presidential Library Staff. 

This marker identi tics the place of a publication. 

M *$ GaRi MI'MU"Pp.· 'Ei.pI.iii'.' iiM I'll. e'''' •••'+I8-94 PM' "#FM" 

Publications have not been scanned in their entirety for the purpose 
of digitization. To sec the full publication please search online or 

visit the Clinton Presidential Library's Research Roolll. 
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