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CHAPTER 7 - COWUNI TY PARTI Cl PATI ON

GENERAL. In an effort to provide both honeownership opportunities to
fam lies and nuch needed redevel opnent to cities and towns, a nunber
of communities and non-profit organizations are searching for neans
to assist first-time honmebuyers to purchase their own home. Since
many first-time homebuyers can manage the nmonthly nortgage paynents
but have not been able to save enough noney to cover their
downpaynent, the assistance typically takes the form of providing al
or part of the purchaser's required investnent (downpaynent) in the

property.

The Department's policy is not to insure nortgages that restrict the
honeowners ability to freely transfer his or her property (see HUD
Handbook 4330.1, Chapter 36, paragraph 91). However, deed
restrictions that relate to the assistance granted are pernmitted if
they will be permanently void if title is acquired by a nortgagee,
HUD or another party upon foreclosure, or by deed-in-lieu of
foreclosure, or if the nortgage is assigned to HUD. This policy is
only applicable where a State or |ocal governnent agency, or
non-profit organi zation operates a programto assist |ow, noderate
and/ or mddle income famlies to acquire hone ownership.

Under 24 CFR 203.650, a nortgagor becones eligible for consideration
for the Department's assignnment program when HUD receives a notice
fromthe | ender that the nmortgage is 90 days or nore delinquent and
the Il ender is capable of foreclosing on the loan. |f an agency
enters into a conditional title agreenent with their purchasers and
faithfully discharges its agreenent to make the nortgage paynents
once the nortgage | oan has reached a 60 day default status, the

assi gnnent of the nortgage will never becone an issue. However, if
for any reason the nortgage reaches a 90 day default status, the | aw
regardi ng the nortgagor's right to request assignnent of the nortgage
to HUD becones applicable.

In order for HUD to insure a first nortgage where the second nortgage
contains resale restrictions or resale restrictions are otherw se

pl aced on the property, the second nortgage and/ or docunents that
contain the resale
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restrictions nust provide that the restrictions nust terninate and
have no further force or effect upon title being acquired by a
nortgagee or HUD or another party upon foreclosure; upon title being
acquired by a nortgagee or HUD by a deed-in-lieu of foreclosure; or
upon assi gnnent of the nortgage to HUD.

LOCAL PROGRAMS. One of the avenues to acconplish providing all or a
portion of the downpaynent has been the issuance of tax-exenpt bonds



by the state or |ocal governnent agency or the use of Comunity

Devel opnent Block Grant (CDBG funds to rehabilitate housing units
and writedown the acquisition costs. Sonetimes units can al so be

| eased under a | ease/purchase programby the |ocal government. Some
or all of the rent monies collected by the | ocal government are then
earmarked for a future downpaynent when the tenant exercises the
right to purchase the unit. |n other prograns, these nonies are used
to rehabilitate properties in need of repair and subsequently sold to
honebuyers wi thout the | ease portion of the program

The Departnment will permt a state, |ocal governnent agency or
instrumentality (which is a seller of a property) or a non-profit
organi zation to provide a gift of funds (typically in the formof a
credit or a grant) to the purchaser who is seeking an insured
nortgage. (Transactions in which a builder or other party funds the
downpaynent through the local comunity in order to sell a house are
not permitted.) The key ingredients in any such programare the

i nvol venent of a governnental agency or non-profit organization and
the met hods used to generate the funds they provide to the
purchaser(s). The agency's involvenent can take the form of direct
participation or witten confirmation fromthe agency establishing a
formal link to a non-profit entity that will operate as an
instrumentality of that agency.

A governnmental agency can be approved as a Direct Endorsenent Lender
on the sane basis as an FHA approved |lender. Their staff may perform
the appraisal, plan review and inspection functions provided they are
qualified and are properly trained by the field office for the 203(k)
program

Al so, an agency can obtain a conditional commitnment or statenent of
apprai sed value in its own nanme by conpleting the construction
exhi bits and cost

7-2

(7-2)

4240. 4 REV-2

estimates. A borrower can be qualified to nake the purchase of the
hone at closing and a contractor can be scheduled to do the work.

When a state or |ocal governnment agency, or non-profit organization
purchase a property, rehabilitates the property with a 203(k) insured
nortgage and remains as the nortgagor, the Departnent will allow high
| oan-to-val ue financing (97/95 percent), the same as an
owner-occupant. At a later date, the agency can sell the property to
a nortgagor acceptable to HUD (who intends to occupy the property as
a principal residence) by using the assunption process described in
HUD Handbook 4155.1

These frequently used nethods do not preclude localities from
creatively devel oping their own techni ques for reducing the costs of
homeowner ship for |ower incone famlies. Such techniques mi ght
include formng a consortiumof private lenders interested in neeting



their commnity reinvestnent responsibilities. They nay be able to
pool their risk or secure the needed capital froma conmunity-based
foundation to establish a revolving | oan fund.

Appendi x 14 has an exanpl e of |egal docunents for a program using
Conditional Title Agreenents. Publication of these sanple docunents
is not an endorsenent of the contents, within the agreenents, by the
U S. Department of Housing and Urban Devel opnent. The contents

wi thin Appendi x 14 may not include all information necessary to

i mpl ement a Section 203(k) program given changing facts in every
negoti ati on and agreenent process.
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