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PREFACE

The Department of Housing and Urban Development is
committed to making the dream of homeownership a reality
for a growing number of hard-working, low- and-moderate
income families. Homeownership enables families to put
down roots, build wealth and have a stake in their
communities.

One of the most flexible forms of federal funding for
homeownership housing is the HOME Investment Partnerships
program. HOME enables local governments to design homebuyer
programs that best meet local needs and market conditions.

Since 1990, when the HOME program was enacted, HOME
has helped over one-quarter million families buy a home of
their own. HOME funds have been used for downpayment,
closing cost, acquisition, development, rehabilitation,
interest subsidy, loan guarantee and lease/purchase
assistance. While HUD has been able to track the broad uses
of HOME funds for homeownership, only limited information
has been available about local homeownership strategies.

This study was designed to examine the choices local
governments are making and how these choices are promoting
long-term affordable homeownership. The final report is a
comprehensive description of this research and its
findings. The findings indicate that HOME is having a
substantial and positive impact on homebuyer opportunities
for low- and-moderate income households. HOME homebuyer
activities benefit a higher percentage of minority
families, than any other type of HOME activity (rental
housing, homeowner rehabilitation and tenant-based rental
assistance). New buyers tend to move into neighborhoods
with higher home values, higher median incomes and higher
homeownership rates than their previous neighborhoods. The
majority of localities are also using their homebuyer
programs to further their neighborhood revitalization
goals.

HUD is pleased to make this report available. The
findings offer valuable insights for all policy-makers and
local jurisdictions that are working to help families
achieve their dream.



Soon

HUD will launch a new homeownership program - the

American Dream Downpayment Initiative (ADDI) - to provide a

dedicated
will work
more low-
stability

stream of funding for homebuyer assistance. ADDI
in tandem with HUD’s HOME program to provide even
and-moderate income families the dignity,

and economic empowerment of homeownership.
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Executive Summary

Homeownership isin many respects the cornerstone of the American dream, providing
families with greater security of tenure and control over the quality of their housing than is
generally true of rental housing. Perhaps most importantly, homeownership provides
individuals with significant financial advantages, including protection against inflation in
housing costs, tax savings, and a source of long-term wealth accumulation. In addition,
homeownership arguably provides important societal benefits, including greater incentives
for maintaining and improving properties and for civic engagement.

The U.S. Department of Housing and Urban Development (HUD) has identified increasing
homeownership opportunities, particularly among low income and minority households, as
one of six strategic goals for fiscal year 2004 and as along-term strategic goal. The Home
Investment Partnerships Program (HOME) is one of the key funding sources supporting
HUD’ s homeownership goals.

This report focuses on the use of the HOME program to support homeownership. The
primary objective of the study was to gather detailed information about how HOME funds
are being used to help low-income househol ds become homeowners. The research was
funded by HUD’ s Office of Policy Development and Research and was conducted over a
two-year period starting in October 2001. This draft report presents the findings of the
research.

HOME Program Background

Created under Title 11 of the National Affordable Housing Act of 1990, the HOME program
is designed to provide affordable housing to low-income households, expand the capacity of
nonprofit housing providers, and strengthen the ability of state and local governments to
develop and implement affordable housing strategies tailored to local needs and priorities.

HOME funds are allocated by formulato participating jurisdictions (PJs): 40 percent to states
and 60 percent distributed among cities, urban counties, and consortia. States are
automatically eligible for HOME allocations, while city and county governments must meet
aminimum threshold according to the formulain order to receive HOME funds directly.
Local governments that do not meet the minimum threshold can receive HOME funds by
forming consortia with other local governments to reach the threshold or can seek funds
through their state’s HOME program. Each PJ must reserve a minimum of 15 percent of its
annual allocation for activities undertaken by qualified Community Housing Development
Organizations (CHDOs), atype of nonprofit housing provider.

At their discretion, PJs may use HOME funds for four types of affordable housing activities.
The focus of this study is on the use of HOME for the acquisition, renovation, or construction
of for-sale housing to individual homebuyers, referred to in this report as “ homebuyer
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programs.” HOME funds may also be used for the acquisition, construction, and
rehabilitation of rental housing (“rental development”), for tenant-based rental assistance
(“TBRA"), and for rehabilitation of owner-occupied properties (“owner-occupied rehab”).

The HOME program gives PJs significant flexibility to design homebuyer programs to meet
the needs of their communities. PJs may design homebuyer programs that are targeted to
specific neighborhoods with the goal of stabilizing the community, or they may implement
programs that are geared towards helping targeted buyers achieve homeownership regardless
of neighborhood location. One of the main requirements of the HOME program is that
assisted homebuyers have incomes at or below 80 percent of the area median income (AMI).
Beyond that, PJs are free to decide whether to open their program to all eligible households
or to target specific areas, income groups, or first-time homebuyers. PJs also have discretion
in choosing the type of housing that can be purchased and the form of ownership.

In addition to income eligibility requirements, three property requirements apply to
homebuyer activities using HOME funding: the price/value limit, the property standards
requirement, and the lead-based paint requirement. Under the price/value requirement, the
price of ahomebuyer unit (or appraised value after rehabilitation in the case of rehabilitation)
islimited to the loan limits set under HUD’ s 203(b) program, or in some cases, the PJ sown
estimate of 95 percent of the area median home price. The property standards requirement
holds that each property developed or acquired with HOME assistance is subject to the

HOME property standards as well as applicable state and local codes. The HOME lead-
based paint requirement requires an assessment and, if necessary, treatment to remove
defective paint.

Another key requirement for HOME homebuyer programsis that assisted units remain
affordable for a minimum of 5 to 15 years, depending on the level of HOME subsidy
provided. Units receiving less than $15,000 in subsidy have a five-year period of
affordability, while those with $15,000 to $40,000 in subsidy must remain affordable for 10
years, and those with more than $40,000 must remain affordable for at least 15 years. To the
extent that the original purchaser continues to occupy the property as a principal residence,
the program’s minimum affordability requirement is met. However, if the property is
transferred during the affordability period, the property must be resold to another income-
eligible household or the PJ must recapture some or al of the HOME subsidy.

PJs can use HOME to fund awide range of homebuyer activities, including: acquisition,
rehabilitation, or construction of housing for homeownership, funding for down payment or
closing costs, counseling services for homebuyers who receive HOME assistance,
contributions to individual development accounts, loan guarantees, and subsidized mortgage
interest rates. The subsidy can be structured in a variety of ways, including low-interest,
zero-interest, or deferred-payment loans, grants, equity investments, or mortgage buy-downs.
The flexibility of the HOME program to tailor the form of subsidy to address the
homeownership constraints of low-income families in the specific market circumstances of
each PJisone of the program’s great strengths.
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Study Objectives and Design

While HUD is ableto track the broad uses of HOME funds by PJs, little information has thus
far been available on how homebuyer programs are designed or why PJs choose to use their
HOME funds for certain purposes. One of the main objectives of this research was to gather
information from PJs on the structure of their homebuyer programs and reasons they have
decided to use their HOME funds as they have.

Animplication of the great variety of program structures that are possible under the HOME
program is that the program may serve as a “natural experiment” that can help reveal the
most cost-effective ways to promote homeownership in different market circumstances.
Another important goal of the study, therefore, was to gather information on program
outcomes and relate these outcomes to program designs to see if there are lessons for PJs
about which methods of aiding homebuyers seem to be most effective.

The study objectives were as follows:

e Document changes in the use of HOME funds for eligible activities over time;

e Describe homebuyer activities funded by the program, including the financing,
subsidy, pricing, counseling, and other strategies used by PJs to make
homeownership possible;

e Describe the reasons PJs elect to support different eligible activities with HOME
funds, to choose different strategies to support homeownership, and to change
their use of HOME funds and homeownership strategies over time;

e Explore the relationship between homeownership subsidy type and amount and
the type, location, cost, and affordability of housing purchased;

e Examine the extent to which specific types and amounts of subsidy are associated
with being better able to keep the buyer out of default and in the home; and

e Examine the relationship between the presence and type of housing counseling
and both housing outcomes and the incidence of buyer default/transfer.

This study draws on four main data sources. We began by collecting and analyzing
administrative data from HUD’ s I ntegrated Disbursement and I nformation System (1DIS)
on the uses of HOME funds for different eligible activities and how this has changed since
program inception. In the fall of 2002, we then conducted a mail survey of all PJsto gather
detailed information on the approaches used by PJs to promote homeownership through the
HOME program and the structure of HOME-funded homeownership programs. The survey
was designed to provide a comprehensive portrait of how the HOME program is being used
for homebuyer activities throughout the country. Of 601 PJs contacted, 551 (92 percent)
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ultimately responded to the survey, with no bias evident in terms of the types of PJs that
failed to respond. Asaresult, the mail survey data provide comprehensive information on
the use of HOME for homebuyer activities as of 2002.

After completing the mail survey, we conducted semi-structured interviews with 60 PJs to
explore their choices for what activities to fund with HOME dollars, how their homebuyer
program has changed over time, and the reasons for these changes. The semi-structured
interviews also identified whether any HOME rules or requirements have discouraged or
limited PJs' choicesin using HOME funds for homebuyer activities. Of the 60 interviews,
40 were conducted on-site to provide an opportunity to gather detailed buyer-level
information for a sample of homebuyers, while 20 were conducted by telephone. The 20
telephone interviews included 10 with PJs that do not use HOME for homebuyer activities.

At the time of the semi-structured interviews conducted on site, we also obtained detailed
information on a sample of homebuyers assisted through the HOME program. These buyer-
level datawere gathered to provide further information on the use of other funding sources
with HOME, the affordability levels achieved through the program, and program outcomes—
including the incidence of foreclosure and sale and the residential location choices of
homebuyers. Data on atotal of more than 1,200 buyers were successfully obtained from 37
of the 40 sites visited.

Together, these data supported detailed investigation of five key topics, which correspond to
the main chapters of the report:

e Trendsin the use of HOME funds across the four eligible activities;

e Useof HOME for homebuyer programs;

e Financial characteristics of homebuyer programs;

e Targeting, counseling, and program partnerships in homebuyer programs; and

e  Geographic mobility and foreclosure experience of HOM E-assisted homebuyers.

The remainder of this document summarizes the main findings on each of these topics and
presents some overall conclusions to be drawn from the study.

Study Findings
Trends in the Use of HOME Funds across the Four Eligible Activities

We began the study by using HUD’ s IDIS data system to explore national trendsin the
funding of eligible HOME activities (homebuyer programs, rehabilitation of owner-occupied
units, rental housing development, and tenant-based rental assistance) and the characteristics
of HOME-assisted households. We also used the in-depth interviews to discuss the factors
influencing the allocation of HOME funds over time and across activities. The main findings
of these analyses are as follows:
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e Since 1992, HOME has assisted more than a quarter of a million low-income
households to purchase homes. A total of $3.1 billion in HOME funds have been
committed for approximately 270,000 homebuyer units.

e Although rental development continuesto claim the largest share of HOME
commitments, the share of HOME funds committed to homebuyer programs has
increased over time, from 7 percent in 1992 to 31 percent in 2002. The share of
HOME-assisted units that are homebuyer units has also increased, from 3 percent
in 1992 to 39 percent in 2002.

e Therewasaclear “ramp up” period for the HOME program between 1992 and
1994, in which PJs experimented with arange of activities and were more likely
to fund owner-occupied rehab and TBRA. As of 2002, however, PJs were more
likely to fund homebuyer programs than any other allowable activity, with fully
85 percent of PJs committing at least some of their HOME funds to homebuyer
activities.

e Theincreasein funding for homebuyer programs primarily reflects an increasein
the number of units assisted. The per-unit cost of homebuyer programsis lower
than either owner-occupied rehab or rental development, although higher than
TBRA.

o Homebuyer programs serve alarger share of households at the higher end of the
eligible income range (households earning 60 to 80 percent of AMI) than the
other activity types.

o Fifty-five percent of HOME-assisted homebuyers are minorities. Homebuyer
programs serve the highest percentage of minority households of the four activity

types.

e Underlying the steady growth in the share of HOME funds committed to
homebuyer programs nationwide are much more erratic patterns at the PJ level.
The key factors influencing PJs allocation of HOME funds to homebuyer
programs include local housing needs, the availability of other funding for
homebuyer activities, HOME program regulations, the influence of local elected
officials, and the interests and capacity of CHDOs and other program partners.

Use of HOME for Homebuyer Programs

After investigating trends in the use of HOME funds across al four eligible activities, we
focused on the use of HOME for homebuyer programs, the types of homebuyer programs
funded through HOME and the reasons PJs fund particular program types. We found the
following:
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PJs use HOME to fund awide variety of homebuyer programsin response to local
market conditions and needs. We grouped these programs into three main types:

Direct assistance programs provide financial assistance directly to the
homebuyer in order to make the purchase affordable. Direct assistance can
take the form of aloan or grant for down payment, closing costs, or both;
contributions to an individual development account; or mortgage assistance,
such as a subsidized first or second mortgage, interest subsidy, or loan
guarantee. The same homebuyer may receive more than one of these forms of
assistance. In pure direct assistance programs, the HOME subsidy is attached
to the homebuyer, not the unit being purchased. However, some direct
assistance programs tie the assistance to the purchase of a unit that has
received development subsidies. These are the joint direct and development
assistance programs described below.

Devel opment assistance programs subsidize the costs of developing
homebuyer units. Development may include site or unit acquisition, unit
rehabilitation, or new construction. HOME funds are typically used to acquire
homebuyer units for resale to low-income buyers, to acquire units and
rehabilitate them prior to resale, or to build new homebuyer units. The
“development subsidy” allows the PJ or developer partner to offer the unit at a
lower purchase price, thusincreasing its affordability for HOME-€eligible
buyers.

Joint direct and development assistance programs are a variant on
development programs in that HOME funds are used to subsidize the
development of a unit and provide direct assistance to the buyer of that
particular unit. For example, HOME funds may be provided to the devel oper
to finance arehab or new construction project. At the completion of the
project, all or part of the subsidy is transferred to the buyer to assist with the
purchase of the home, usually in the form of adeferred or forgivable loan. In
other cases, the direct and devel opment assistance may be provided
separately, but tied to a particular unit. For example, a PJ may use HOME to
subsidize the acquisition and rehabilitation of a unit through a grant to the
developer and may also provide direct assistance to the buyer at the time of
purchase.

PJs that use HOME funds for homebuyer programs typically fund more than one
program. Many PJs offer multiple programsin order to support both direct and
development assistance. Overal, 94 percent of PJs use HOME to provide some
kind of direct assistance and 73 percent of PJs use HOME for homebuyer
development. More than two-thirds of PJs either combine these funds through
joint direct and development assistance programs or offer a combination of
program types.

Vi
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The most common reason cited by the PJ staff interviewed for why they chose to
use HOME for direct assistance was that direct assistance offered the most cost-
effective way to assist low-income households in their jurisdiction to purchase.
For PJs operating in higher cost markets, the ability to combine HOME funds
with other sources of direct assistance was a key factor in the decision to offer this
type of program. Other PJs had direct assistance programs that predated the

HOME program and were a “ natural fit” when HOME funding became available.
Among the six PJs interviewed that did not use HOME for direct assistance, five
funded direct assistance programs through other sources, including state HOME
funds, CDBG, and state HFA funds.

The most common reason cited for using HOME for homebuyer development is
to advance neighborhood revitalization goals. In addition, the strength and
interests of local development partnersis a key factor in PJ decisions to fund
development assistance for homebuyer units. Finally, in some markets, in which
the local housing stock is of poor quality or prohibitively expensive, development
is considered the most effective way to increase the homeownership opportunities
of low-income households. Among those PJs that do not fund development
assistance, the main reasons were the lack of strong developer partners and the
perception that development programs are burdensome or risky for the PJ to
implement on its own.

Financial Characteristics of Homebuyer Programs

The mail survey, in-depth interviews, and sample of buyer-level data provided information
on the financial characteristics of homebuyer programs, including the type and amount of
HOME assistance, the use of other financing sources, and the affordability of HOME-
assisted loans. The main findings of this analysis are as follows:

More than three-quarters of homebuyer programs provide direct assistance to help
buyers purchase the property, either alone (44 percent) or in conjunction with
development assistance (35 percent). The mgjority of these programs provide
some form of gap financing for down payment or closing costs or to make up the
difference between the amount the buyer can afford and purchase price. HOME
israrely used for other forms of direct assistance such as interest subsidies, first
mortgages, |oan guarantees, or IDA contributions. A key feature of direct
assistance programs is that recipients often do not have to repay the assistance if
they occupy the home for the entire affordability period.

Just over half of homebuyer programs provide some form of development
assistance, either alone (21 percent) or in conjunction with direct assistance to
homebuyers (35 percent). Among programs that offer some type of development
assistance, 58 percent provide development financing to subsidize the
development process, 79 percent provide sales price subsidies to close the gap
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between the sales price and the cost of development, and 41 percent provide both.
Devel opment assistance most commonly supports new construction (78 percent),
followed by acquisition and rehabilitation of existing housing (53 percent), and
acquisition only (20 percent).’

e Thereisaclear tendency for direct assistance programs to offer smaller levels of
assistance. The median amount of assistance among programs offering only
direct assistance is $8,000, compared to $20,000 for programs offering both direct
and development assistance and $25,000 for programs offering only development
assistance. Thereislittle difference in the amounts of assistance provided by PJ

type.

e A magjority of both direct assistance and development programs make use of other
subsidies in addition to HOME funding. Key additional sources of subsidy
include state funds, local funds, CDBG funds, and an “ other” category that
includes other federal sources aswell as private funding from nonprofit
organizations and lenders. Although alarge share of homebuyer programs draw
upon other sources of funding, the buyer-level data collected from 37 PJs suggest
that these other subsidies tend to be used on an occasional basis rather than with
every HOME-assisted purchase. For example, only 20 percent of the buyersin
our sample benefited from other grants or deferred or forgivable loans.
Nevertheless, when these other subsidies are used, they provide an average of 1.5
times the amount of funding provided by HOME alone.

e Morethan half of the programs surveyed did not set goals for the affordability of
the home purchase, but rather deferred to the first mortgage lenders’ underwriting
guidelines for ratios of housing costs and total monthly debt to income. Based on
our sample of buyer-level data, the average homebuyer has reasonable
affordability levels, with an average housing cost to income ratio of 28 percent
and an average total debt to income ratio of 37 percent.

e Aswith affordability goals, alarge share of PJs (40 percent) did not set buyer
investment requirements. Among those that did establish requirements, the most
common levels were either 2 to 3 percent of the house value or afixed dollar
amount. The vast mgjority of the fixed dollar amounts reported in the survey
were fairly modest, between $500 and $1,500. Among the buyersin our sample,
the average loan to valueratio (LTV) is 100 percent, which is high by
conventional lending standards. However, excluding forgivable loans and grants,
the average LTV among HOME assisted buyersis 84 percent, suggesting that
buyers that remain in their homes for the full forgiveness period (usually the same
as the HOME affordability period) have a significant equity stake in their
properties.

! Percentages sum to more than 100 percent since many programs support a variety of development types.
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Targeting, Counseling, and Program Partnerships

We used the mail survey and in-depth interviews to describe the approaches that homebuyer
programs take to income and neighborhood targeting, counseling, and partnerships. The
main findings are as follows:

e The magjority of homebuyer programs do not include additional income targeting
beyond the HOME program requirement that assisted households must have
incomes at or below 80 percent of AMI. Overal, less than 10 percent of
programs limit assistance to buyers with incomes at or below 60 percent of AMI.
Among the three program types, devel opment programs are most likely to target
lower income households.

e |naddition to screening applicants for income eligibility, most PJs also screen
potential program participants for creditworthiness and available cash reserves.
Overall, 75 percent of homebuyer programs conduct credit reviews to screen
program applicants, and 57 percent of programs screen for the availability of
buyer cash. In addition, a small number of programs surveyed reported using
other kinds of screening, including pre-qualification by lenders, interviews, home
visits, and letters of recommendation.

e Theoverwhelming majority of programs are either restricted (50 percent) or
targeted (39 percent) to first-time homebuyers.

e Overdll, 54 percent of the homebuyer programs surveyed target or are restricted to
certain parts of the PJ sjurisdiction. Development programs and joint direct
assistance and development programs were the most likely to have geographic
targeting or restrictions. Among the PJ staff interviewed in-depth, several
reported restricting their homebuyer programs to areas not encompassed by other
HOME PJs (for example, acity PJisalso in astate PJ sjurisdiction). Others
restricted their homebuyer programs to particular distressed neighborhoods or
CDBG target areas.

e Seventy-seven percent of HOME-funded homebuyer programs require
homeownership counseling. For the most part, the counseling is pre-purchase
counseling, athough 20 percent of homebuyer programs also provide post-
purchase counseling. Fifty-five percent of programs provide six hours or more of
counseling, and 25 percent provide more than eight hours.

e |n 81 percent of homebuyer programs, the counseling is provided by a partner
agency. Thirty-five percent of the programs surveyed use HOME to fund
counseling.

e Overall, 74 percent of direct assistance programs and 83 percent of development
programs use local partners for program administration, including nonprofit
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subrecipients, other nonprofit partners, PHAS, and lenders. Partner organizations
have relatively little control over program requirements such as income and
eligibility requirements, but are heavily involved in program administration or
serve as partners for specific functions such as counseling.

Aswould be expected, approximately 90 percent of homebuyer programs work
with lenders in some capacity. Lenders provide avariety of servicesto
homebuyer programs, including loan underwriting, servicing, pre-commitments,
and special services such as reduced |oan rates, reduced fees or points, and PMI
waivers. Finally, in some programs lendersfill key programmatic functions such
as participant screening, outreach and marketing, and counseling.

Geographic Mobility and Foreclosure Experience of HOME-Assisted Homebuyers

The final component of the study was an analysis of the characteristics of the neighborhoods
chosen by the HOME-assisted homebuyers and the incidence of foreclosures based on a
sample of buyer-level data collected from a sample of the PJs visited in this study.” The
main findings of the analysis of neighborhoods and geographic mobility for HOME-assisted
buyers were as follows:

The buyers moved to neighborhoods with higher home values, higher median
incomes, and somewhat higher homeownership rates than the areas where they
had lived before.

The buyers moved to neighborhoods where the median incomes of the other
residents were substantially above their own incomes. These moves thus
represented economic as well as geographic mobility.

There were some variations in neighborhood characteristics related to the type of
place chosen (city versus suburban or rural neighborhood), the type of
participating jurisdiction, and the PJ s strategy (specifically, whether the PJ used
neighborhood targeting in the program in which the buyer participated).

In general, it appears that the HOM E-assisted buyers selected healthy working-
class to lower middle-class neighborhoods for their new homes.

We also examined the experiences of HOM E-assisted homebuyers with foreclosure and sales
based on a sample of buyer-level data collected from 30 PJs. Given the small size and non-
random nature of the buyer-level data sample, the findings of this analysis should be
interpreted with caution. The main findings are as follows:

2

The analysis of geographic mobility was based on data from 33 sites for which data were available on
residential locations both before and after home purchase. The analysis of foreclosures was based on data
from 30 sites for which complete financial information on buyers was available.
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e Modest rates of foreclosure (median of one percent) and home resales (median of
two percent) since program inception reported in the national mail survey suggest
that the HOME program has been successful in helping buyers to purchase and
remain in their homes. The reported foreclosure rate is lower among FHA loans
and the reported sales rate is lower than that for average homeowners. The
stability of homeownership achieved will most likely make a positive contribution
to the neighborhoods where HOM E-assisted buyers are locating.

o Statistical analysis of the sample of buyers showed that the probability of
foreclosure islower in cases in which buyers have alower ratio of repayable debt
to sales price and in which the amount of HOME assistance as a percent of sales
pricesis higher. This suggests that higher levels of HOME assistance,
particularly in the form of forgivable loans and grants, may help to lower the risk
of foreclosure. However, the relationship between the share of income spent on
housing and foreclosures was not found to be statistically significant after
controlling for other risk measures.

¢ None of the measures of the incidence or type of counseling were found to have a
statistically significant relationship with foreclosure. However, thislack of an
association should not be taken to mean that counseling has no impact on
foreclosures. Sincerelatively few buyers did not receive counseling and the
incidence of foreclosure was fairly rare, absent alarger data set it would be
difficult to find a statistically significant relationship even if one existed. In fact,
there was a statistically significant correlation between receipt of classroom and
individual counseling and alower risk of foreclosure, but this relationship was not
significant when other risk factors were included in the analysis.

e Finaly, when we estimated statistical models to examine whether the cases of
home sales in the sample represent instances where buyers experienced financial
distress, we found that none of the variables included in these models were
statistically significant, suggesting that instances of home sales by HOME-
assisted buyers are not related to financial distress.

Conclusions

The goal of this study was to describe what motivates PJs to allocate HOME funds both to
homebuyer programs and among the various types of homebuyer programs, how and why
PJs structure their homebuyer programs as they do, and what the outcomes have been for
buyersin terms of geographic mobility and success in sustaining homeownership. An
implicit question motivating the study was: how effectiveis HOME as avehicle for
increasing homeownership opportunities for low-income househol ds?

The findings of this report suggest that HOME plays acritical rolein loca efforts to promote
affordable homeownership. A very large share of PJs commit some level of HOME funding
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to homebuyer programs. Moreover, the in-depth interviews with PJ staff and analysis of
buyer-level data suggest that for many PJs, HOME is the primary—if not the only—source
of homebuyer assistance. For PJsthat have access to other funding sources, particularly state
homeownership programs, HOME is aflexible tool for increasing the affordability of
homeownership and leveraging these other resources. It isaso away to serve alower
income group than is typically served through state programs, which often serve households
with incomes up to 120 percent of AMI.

The study findings suggest the following key conclusions of interest to policy makers
thinking about how to make the most effective use of the HOME program to support
homeownership:

For alarge mgority of PJs, HOME program regulations are not a significant
barrier to greater use of homebuyer programs,

A more important constraint on greater use of HOME for homebuyer programsis
PJs need to balance efforts to increase homeownership against competing
housing needs by lower-income households in their communities,

The use of HOME for homebuyer programs also depends on the availability of
other funding for homebuyer assistance and other housing programs. PJs may use
other funding sources for their homebuyer programs and also ook to use HOME
funds to leverage other subsidy sources, such as the low-income housing tax
credit;

Development assistance is considered important by most PJs, but can be
challenging given the risks involved and the need for capable partners;

The amount of HOME subsidy provided to homebuyers reflects program type,
local housing costs, and buyer incomes, with the level of assistance higher for
development programs, in higher cost housing markets, and for buyers with lower
incomes,

Buyers assisted through the HOME program have fairly typical housing cost
burdens, but often have a substantial equity stake in their homes due to the
widespread use of grants and forgivable loans;

Counseling iswidely used, but there islittle indication of what approaches are
most effective. PJsthat rely most heavily on counseling report that it may be
most effective in screening applicants to identify the clients most motivated to
achieve and maintain homeownership;

HOM E-assisted buyers generally choose healthy neighborhoods, so the HOME
program is supporting both geographic and economic mobility by homebuyers,
and

Xii
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e Availableinformation suggests HOME-assisted buyers are successful at
mai ntai ning homeownership, with reported foreclosure rates and sales rates below
average for low-income homeowners.
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Chapter 1.
Introduction

1.1 Background

1.1.1. Overview of the Home Investment Partnerships (HOME) Program

Created under Title 11 of the National Affordable Housing Act of 1990, the Home Investment
Partnerships (HOME) Program is designed to provide affordable housing to lower-income
households, expand the capacity of nonprofit housing providers, and strengthen the ability of
state and local governments to develop and implement affordable housing strategies tailored
to local needs and priorities. Since 1994, between $1.2 and $1.7 billion in HOME funds have
been allocated annually to state and local governments.

HOME funds are allocated by formulato participating jurisdictions (PJs): 40 percent to states
and 60 percent distributed among cities, urban counties, and consortia® States are
automatically eligible for HOME allocations, while local governments and consortia must
meet a minimum threshold for the amount determined by the formulain order to receive
HOME funds directly. Local governments that do not meet the minimum threshold can
receive HOME funds by forming consortia with other local governments to reach the
threshold or can seek funds through their state’' s HOME program. States can administer their
own HOME programs as well as committing HOME fundsto local PJs that receive funds
directly from HUD. Each PJmust reserve aminimum of 15 percent of its annual allocation
for activities undertaken by qualified Community Housing Development Organizations
(CHDOs), atype of nonprofit housing provider.

At their discretion, PJs may use HOME funds for four types of affordable housing activities:

e Acquisition, construction, and rehabilitation of rental housing;

e Tenant-based rental assistance (TBRA);

e Rehabilitation of owner-occupied properties; and

e Acquisition, renovation, or construction of for-sale housing to individual
homebuyers.

1.1.2. Using the HOME Program to Promote Homeownership

The focus of this study is to examine the use of the HOME program to support
homeownership. HUD has identified increases in homeownership, both overall and among
lower-income households and minorities specifically, as part of the annual goals articul ated

®  Theallocations to state and local governments occur after funding has been set aside for America'sinsular

areas (American Samoa, Guam, Northern Mariana Islands, and U.S. Virgin Islands), for nationwide HUD
technical assistance, and for other special purposes designated by Congress.
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inits Annual Performance Plan required by the Government Performance and Results Act of
1993 (GPRA). The HOME program is one of the opportunities available to the Department
to achieve its homeownership goals.

Homeownership isin many respects the cornerstone of the American dream, providing
families with greater security of tenure and control over the quality of their housing than is
generally true of rental housing. Homeownership provides individuals with significant
financial advantages, including protection against inflation in housing costs, tax savings, and
asource of long-term wealth accumulation. In addition, homeownership arguably provides
important societal benefits, including greater incentives for maintaining and improving
properties and for civic engagement.*

The HOME program provides PJs with a great deal of flexibility to design homebuyer
programs to meet the needs of their communities. PJs may design homebuyer programs that
are targeted to specific neighborhoods with the goal of stabilizing the community, or they
may implement programs that are geared towards helping targeted buyers achieve
homeownership regardless of neighborhood location. One of the main requirements of the
HOME program is that assisted homebuyers have incomes at or below 80 percent of the area
median income (adjusted for household size) and occupy the home as their principal
residence during the affordability period.> Beyond that, PJs are free to decide whether to
open their program to all eligible households or to target specific areas, income groups, or
first-time homebuyers. PJs also have agreat deal of discretion in choosing the type of
housing that can be purchased (single-family housing, multifamily housing, or manufactured
housing with or without land ownership). The HOME program alows awide variety of
ownership forms, including cooperatives, land trusts, and long-term leaseholds in addition to
the traditional fee simpletitle.

PJs a so have considerable freedom to determine how HOME funds can be used. The
potential uses of HOME funds include acquisition, rehabilitation, or construction of housing
for homeownership, funding for down payment or closing costs, counseling services for
homebuyers who receive HOME assistance, contributions to individual development
accounts (IDAs), loan guarantees, and subsidized mortgage interest rates. The form of the
subsidy can aso be structured in a variety of ways, including low-interest, zero-interest, or
deferred-payment loans, grants, equity investments, or mortgage buy-downs. The flexibility

A detailed summary of the potential benefits of homeownership is provided in two recently published
articles: The Social Benefits and Costs of Homeownership (William M. Rohe, Shannon Van Zandt, and
George McCarthy; Working Paper 00-01, 2000, Washington, DC, Research Ingtitute for Housing America)
and The Economic Benefits and Costs of Homeownership: A Critical Assessment of the Research (George
McCarthy, Shannon VVan Zandt, and William M. Rohe; Working Paper 01-01, 2001, Washington, DC,
Research Institute for Housing America).

Other key program requirements are that the PJ verify by inspection that the housing meets given housing
quality standards and that the PJ include recapture or resale provisions during the affordability period.
These requirements are described in more detail below.
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of the HOME program to tailor the form of subsidy to address the homeownership
constraints of low-income families in the specific market circumstances of each PJis one of
the program’ s great strengths.®

In addition to income eligibility requirements, three property requirements apply to
homebuyer activities using HOME funding: the price/value limit, the property standards
requirement, and the lead-based paint requirement. Under the price/value requirement, the
price of ahomebuyer unit (or appraised value after rehabilitation in the case of rehabilitation)
islimited to the loan limits set under HUD’ s 203(b) program, or in some cases, the PJ s own
estimate of 95 percent of the area median home price. The property standards requirement
holds that each property developed or acquired with HOME assistance is subject to the

HOME property standardsin 24 CFR 92.251 as well as applicable state and local codes. The
HOME lead-based paint requirement, which appliesto all activities, including acquisition not
involving rehabilitation (e.g., down payment assi stance programs), requires an assessment
and, if necessary, treatment to remove defective paint.

Another significant requirement for HOME homebuyer programs is that assisted units
remain affordable for a minimum of 5 to 15 years, depending on the level of HOME subsidy
provided. Unitsreceiving less than $15,000 in subsidy have a 5-year period of affordability,
while those with $15,000 to $40,000 in subsidy must remain affordable for 10 years and
those with more than $40,000 must remain affordable for at least 15 years. To the extent that
the original purchaser continues to occupy the property as a principal residence, the
program’s minimum affordability requirement is met. However, if the property is transferred
during the affordability period, the PJ must ensure that the property is either resold to another
income-€eligible household, or the PJ must recapture some or all of the HOME subsidy. The
PJ must identify in its Consolidated Plan which option it will use and must execute awritten
agreement with the buyer to establish the resale or recapture provisions.

Once again, the HOME program provides the PJ with considerable flexibility in designing
approaches to meet this program requirement. In formulating recapture provisions, PJs must
choose whether to alow forgiveness of the subsidy over time, how to share net proceeds
from the sale between the owner and the PJ in the event that the net proceeds are not
sufficient to repay both the PJ and the owner for their investments in the property, and how to
distribute any excess net proceeds from the sale. The PJ may define the recapture rulesto
ensure a high return of the PJ s funds (for example, by requiring afull return of the subsidy,
requiring a proportional return of net proceeds up to the amount of the subsidy, or sharing in

®  Theflexibility in subsidy approach makesit possible to use the HOME program to address a variety of

credit constraints. For an analysis of the potential for increasing homeownership through the elimination of
credit barriers, see “Eliminating Credit Barriers to Increase Homeownership: How Far Can We Go?,”
Stuart S. Rosenthal, paper presented at the symposium Low-Income Homeowner ship as an Asset-Building
Srategy, sponsored by the Joint Center for Housing Studies of Harvard University, Cambridge, MA,
November 14-15, 2000. This paper finds that given the potential demand for homeownership among
renters, the elimination of credit barriers could raise the homeownership rate by four percentage points.
The flexibility of the HOME program makes it ideally suited to reach some of these potential owners.
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excess net proceeds) or may favor returnsto the owner (for example, by forgiving the
subsidy over time, returning net proceeds to the owner to recoup their investment prior to
paying back the HOME subsidy, or granting all excess net proceeds to the owner).’

In defining aresale option, the PJ must establish guidelines to ensure afair return to the
owner on the investment while maintaining affordability for the new owner (who must also
meet the program income requirements). The challenge in structuring aresale provisionisin
balancing these competing goals. In defining what is affordable, the HOME program does
not set any strict limits, but it is assumed that the P will establish alimit for the share of
income that buyers must devote to housing that isin keeping with standard underwriting
conventions.

1.2 Objectives of the Research

PJs have a great deal of latitude to design a HOM E-funded homebuyer program that is best
suited to the needs and market conditions of their communities. While HUD is able to track
the broad uses of funds by PJs, little information has been available on the details of how
programs are designed or why PJs choose to use their HOME funds for certain purposes.
One of the central purposes of this research has been to gather information from PJs on the
structure of their homeownership programs and why they have decided to use their HOME
funds as they have.

Animplication of the great variety of program structures that are possible under the HOME
program is that the program may serve as a “natural experiment” that can help reveal the
most cost-effective ways to promote homeownership in different market circumstances.
Another goal of this study has been to gather information on program outcomes and relate
these outcomes to program designs to see if there are lessons for PJs about which methods of
aiding homebuyers seem to be most effective. The six main research objectives are as
follows:

e Document changesin the use of HOME funds for eligible activities over time;

e Describe homebuyer activities funded by the program, including the financing,
subsidy, pricing, counseling, and other strategies used by PJs to make
homeownership possible;

e Describe the reasons PJs elect to support different eligible activities with HOME
funds, to choose different strategies to support homeownership, and to change
their use of HOME funds and homeownership strategies over time;

" For adetailed discussion of optionsin structuring recapture and resale provisions, see Using HOME Funds

for Homebuyer Programs: Sructuring Recapture and Resale Provisions, Washington, DC, U.S.
Department of Housing and Urban Development, May 1997.
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o Explorethe relationship between homeownership subsidy type and amount and
the type, location, cost, and affordability of housing purchased;

e Examine the extent to which specific types and amounts of subsidy are associated
with being better able to keep the buyer out of default and in the home; and

e Examine the relationship between the presence and type of housing counseling
and both housing outcomes and the incidence of buyer default.

1.3 Organization of the Report

The remainder of the report is organized around key themes regarding homeownership
initiatives supported by the HOME program. Chapter 2 describes the sources of data and
data collection strategies used in this study. Chapter 3 begins with an overview of the uses of
HOME and the characteristics of HOM E-assisted households, based on HUD’ s Integrated
Disbursement and Information System (IDIS). We then draw on interviews conducted with
60 PJs to describe further PJ strategies for allocating HOME funds across the four eligible
activities and key factors influencing the allocation of HOME funds. Chapters4, 5, and 6
use information collected from amail survey of all PJs, aswell as the findings of the
interviews, to examine in detail the characteristics of HOM E-funded homebuyer programs.
The chapters explore the financial characteristics of the homebuyer programs, what kind of
households and neighborhoods are targeted, how homeownership counseling is provided, and
how PJs partner with lenders and nonprofit organizations for program administration.
Chapter 7 presents information on the financial and locational outcomes for HOME
homebuyers, using buyer-level data on more than 1,000 homebuyers. The final chapter of
the report summarizes the study findings and draws conclusions regarding the key questions
that motivated the study and the policy implications of the findings.

The report contains four appendices. Appendices A and B provide tabular datafrom IDIS
and the mail survey of PJs. Appendix C presents the data collection instruments. Appendix
D presents the statistical models used in Chapter 7.
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Chapter 2:
Data Collection Methodology

In this chapter, we describe the sources of data used to address the research objectives and
the data collection strategies. To assess the use of the HOME program for homeownership,
we conducted four main data collection efforts:

The first phase entailed collection and analysis of production data from HUD’s
I ntegrated Disbursement and I nformation System (I DI1S) on the use of HOME
funds for different activities eligible under the program and how this has changed
since program inception.

The second phase entailed amail survey of all PJsto gather detailed information
on the approaches used by PJs to promote homeownership through the HOME
program and the structure of HOM E-funded homeownership programs. The
survey was designed to provide a comprehensive portrait of how the HOME
program is being used for homebuyer activities throughout the country.

After completing the PJ survey, we conducted semi-structured interviews with 60
PJsto explore their choices for what activities to fund with HOME dollars, how
their homebuyer programs have changed over time, and the reasons for these
changes. The semi-structured interviews a so identified whether any HOME rules
or requirements discouraged or limited PJs' choicesin using HOME funds for
homebuyer activities. Forty of these interviews were conducted on-site to provide
an opportunity to gather detailed buyer-level information for a sample of
homebuyers, while an additional 20 were conducted by telephone. Of the 20
telephone interviews, 10 were conducted with PJs that do not use HOME for
homebuyer activities.

At the time of the semi-structured interviews conducted on site, we also obtained
detailed information on a sample of homebuyers assisted through the HOME
program. These buyer-level datawere gathered to provide further information on
the use of other funding sources with HOME, the affordability levels achieved
through the program, and program outcomes—including the incidence of
foreclosure and sale and the residential location choices of homebuyers. Data on
atotal of more than 1,200 buyers were successfully obtained from 37 of the 40
sites visited.

Exhibit 2-1 presents a summary of the research objectives and the sources of data used to
address them. Details of our approach to each type of data collection are presented in the
sections below.
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Exhibit 2-1

Report Outline Showing Research Objectives and Data Sources

Chapter

1: Introduction

2: Data Collection
Methodology

3: Trends in the Use of
HOME Funds for
Homebuyer and Other
Activities

4: Overview of HOME
Homebuyer Programs

5: Financial
Characteristics of
Homebuyer Programs

6: Targeting,
Counseling, and
Program Partnerships

7: Geographic Mobility
and Foreclosure

Experience of HOME-
Assisted Homebuyers

8: Conclusion

Research Objective

Provide introduction to the HOME program and the
study

Describe the data sources used for the study and the
data collection strategies

Document changes in the use of HOME funds for
eligible activities over time

Describe the characteristics of households assisted by
HOME

Describe the reasons PJs elect to support different
eligible activities with HOME funds

Describe homebuyer activities funded by HOME
Describe reasons PJs choose different strategies to
support homeownership and change their use of HOME
funds and homeownership strategies over time

Describe the financing, subsidy, and pricing of
homebuyer activities funded by HOME

Explore the relationship between subsidy type and the
amount of assistance, use of other subsidies, and
affordability of housing purchased

Describe the targeting and counseling characteristics of
homebuyer programs

Describe how PJs partner with nonprofit subrecipients
and other organizations to administer homebuyer
programs

Examine the extent to which specific types of subsidy
are associated with different types of geographic
mobility

Examine the extent to which specific types and amounts
of subsidy are associated with being better able to avoid
foreclosure and with the buyer keeping the original loan
Examine the relationship between the presence of
housing counseling and the incidence of buyer
foreclosure

Summarize the study findings

Data Sources

e IDIS
e Semi-structured
interviews

e Semi-structured
interviews

e Mail survey of all
PJs

e Mail survey of all
PJs

e Semi-structured
interviews

e Data on sample of
homebuyers

e Mail survey of all
PJs

e Semi-structured
interviews

e Data on sample of
homebuyers
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2.1 Primary Data Sources
2.1.1. IDIS Data on the Use of HOME Program Funds

As afirst step toward understanding how HOME funds are allocated across the four eligible
activities and how the use of HOME for homebuyer programs has changed over time, we
collected and analyzed data from HUD’ s Integrated Disbursement and Information System
(IDI1S). We requested from HUD an extract from IDIS providing national data on the HOME
program from its inception in 1992 through 2002. The IDIS data analyzed for this study
include the amount of HOME funds committed by program activity type,® the number of
housing units to which HOME funds have been committed by activity type, and the
characteristics of HOME-assisted households and units.”

2.1.2. Mail Survey of All PJs

In the fall of 2002, we administered amail survey to all HOME PJs.’® We received data
from 551 of the 601 PJsin the universe, or 92 percent. Of the 50 PJs that did not respond to
the survey, four refused to participate and 46 did not explicitly refuse to participate but never
completed the survey despite repeated follow up. Among the 551 PJs that completed the
survey, 487 reported using HOME funds for homebuyer programs. The remaining 64 PJs did
not have aHOM E-funded homebuyer program at that time. These results are presented in
Exhibit 2-2.

Exhibit 2-2

Overview of Responses to National Mail Survey

Number of PJs administering the HOME program as of May 2002: 601
Number of PJs that were mailed the survey: 601
Number of PJs that completed the survey: 551
Number of PJs that failed to complete the survey: 50
Number of PJs that reported using HOME for homebuyer programs: 487
Number of PJs that reported not having a HOME-funded homebuyer program: 64

Program activity type refersto the four eligible program activities described in Chapter 1: acquisition,
congtruction, and rehabilitation of rental housing (“rental housing development”); tenant-based rental
assistance (“TBRA"); rehabilitation of owner-occupied properties (“owner-occupied rehab”); and
acquisition, renovation, and construction of for-sale housing to individual buyers (“homebuyer programs”).

IDIS includes information on both funding commitments and actual expenditures. While expenditures may
be a better indication of the PJs' successful implementation of their programs, funding commitments
provide a more timely indication of the PJs' intentions for how to use their funds. In thisanalysis, we focus
on commitments as a measure of HOME activity.

0 Themail survey instrument is provided in Appendix C.
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The primary objective of this survey was to gather comprehensive information on the
approaches used by PJs to promote homeownership through the HOME program. The
survey collected information on the following topics for each type of homebuyer activity or
“program”** offered by the PJ:

e Subsidy uses (construction or acquisition and rehabilitation support, down
payment assistance, closing cost assistance, second mortgages, interest rate
subsidies, IDA contributions, etc.)

e Formsof assistance (loans, grants, |oan guarantees, etc.)

e Average and maximum amounts of HOME funding for type of subsidy

e Counsdling requirements and/or availability, including topics, form, and timing
of counseling (how early in search process, post-purchase) and use of HOME
funds for counseling costs

e Marketing and outreach (including use of counselors or lendersin outreach)

e Screening of program participants

o Affordability periods (whether the PJ requires longer periods than required by
HOME regulations)

e Resale and recapture approaches (which provision is used and whether the PJ
allows forgiveness of subsidy, uses proportional sharing of net proceeds, or
allows owners to recoup investments first, etc.)

e Program targeting (to specific geographic areas, income groups, or first-time
buyers)

e Formsof ownership allowed (fee simple, long-term lease, |ease-purchase,
condo/coop, land trust)

e Purchase price limits used (203(b) limits, PJ s own estimate of 95 percent of
median, or more restrictive price limits than 203(b) or 95 percent of median)

e Housing affordability limits or targets (maximum share of income for housing
costs that is allowed by lenders or by the PJ)

1 During the survey design phase, we discovered that there is a great deal of variation in how PJs define

homebuyer “programs.” In order to ensure that we captured all homebuyer activity, we instructed survey
respondents to provide information on all homebuyer activities, even if they were not formally considered
by the PJ to be homebuyer “programs.” In addition, we instructed PJs that if they use HOME funds for a
number of similar homebuyer projects with the same requirements, to consider these projects asingle
program.
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e  Minimum requirements for owner investment in the property

e Program partners (counseling agencies, lenders, realtors, CHDOs, other
developers) and their roles

e The extent to which loan servicing, inspection, and enforcement functions are
delegated to program lenders

e Theextent and type of program administrative functions that are passed down to
recipients, nonprofit subrecipients or contractors (including financial institutions)

In addition to program characteristics, the survey also asked about the availability of buyer-
level data both to provide greater detail on the use of HOME assistance and to examine
program outcomes. Answers to these questions were used to select sites for the on-site data
collection efforts.

2.1.3. Semi-Structured Interviews

Following the completion of the mail survey, we conducted semi-structured interviews with
staff from a sample of 60 PJs across the country. We conducted in-person interviews at 40
PJs through site visits and interviewed 20 PJs over the telephone. Among the sample of PJs
selected for telephone interviews, 10 were selected from among the PJs surveyed that
reported that they do not currently use HOME funds for homebuyer programs. (Sampling for
the in-person and telephone interviews is discussed in more detail in Section 2.2 below.)

The primary purpose of the semi-structured interviews was to explore the reasons for PJs
choices about what activities to fund through their HOME program, how their homebuyer
program structure has changed over time, and the reason for these changes. In addition, these
interviews were designed to clarify the responses to the mail survey regarding the
characteristics of the homebuyer programs funded through HOME.

The interviews typically lasted two hours, with the telephone interviews taking slightly less
time than those conducted during site visits. The interviews with the 10 PJs without
homebuyer programs were typically shorter—about 20 minutes—because there were no
program detailsto discuss. The interviews were conducted as open-ended discussions, with
the interviewer using a discussion guide to ensure coverage of all of the research topics.™ In
all cases, the site visitors and telephone interviewers attempted to interview the most
qualified PJ staff, that is, staff involved in decisions about the alocation of HOME funds as
well as staff that understood the details of the HOME-funded homebuyer activities. This
often meant interviewing two or more PJ staff—typically the PT s HOME or community
development supervisor and the staff person in charge of the homebuyer programs. At a

2 The discussion guides for PJs with homebuyer programs and PJs without homebuyer programs are

provided in Appendix C.
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majority of sites, the staff interviewed were seasoned PJ employees who had been working
with the HOME program for at least five years. However, at afew PJs, staff had only been
in their jobs for ayear or two. These staff were typically less familiar with why HOME
funds had been used for particular activitiesin the past and how program design choices had
been made. When possible, the site visitors followed up with more senior staff to obtain this
information.

2.1.4. Buyer-Level Data from a Sample of PJs

To examine the outcomes of homeownership activities for program participants, we used the
opportunity presented by the on-site interviews with 40 PJs to obtain data on a sample of
homebuyers. Of these 40 PJs, buyer-level datawas obtained from 37 PJs. In three cases, PJs
agreed to cooperate with the study but were unable to produce data by the time the data
collection period expired. Asnoted in Exhibit 2-1, several research objectives involved the
analysis of homebuyer program characteristics and outcomes such as the type, cost, location
and affordability of housing purchased and the incidence of default, foreclosure, or transfer
of the property. We were also interested in the relationship between the use of
homeownership counseling and these program outcomes. Some of the data needed to
support thistype of analysis were not available from either IDIS or the PJ mail survey and,
therefore, had to be collected on-site by the research team.

During site visits, we attempted to collect the following buyer-level datafor a sample of
individual homebuyers:

e Type and amount of HOME subsidy;

e Sources, types, and amounts of other financing used;
e Current and prior residential location;

e Share of income for housing expenses,

e Total monthly debt;

e Default, transfer or foreclosure experience; and

e Characteristics of housing counseling received, if any.

Although we attempted to select sites for on-site data collection that indicated in the mail
survey that they maintained detailed client records (other than the type and amount of HOME
assistance), not al sites were able to provide al of the desired dataitems. In genera, the
availability of much of the information depended on the extent to which PJ staff were
involved in reviewing the mortgage application and underwriting process. Information on
prior residential address, the share of income for housing expenses, and total monthly debt
was readily available if acomplete copy of the standard mortgage application form was
available or an equivalent form was used to underwrite the financing. Information on the
sources, types, and amounts of assistance was readily available if a copy of the settlement
statement for the purchase was available. In some cases, PJs maintained el ectronic databases
on their clients, which facilitated the data collection process. But these el ectronic systems
often did not contain all of the fields sought.
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Information on foreclosures and property sales was also generally available in buyer files, as
these actions terminated the agreements related to the HOME assistance. However,
information on defaults was not consistently available, since HOME assistance was rarely
provided in the form of amortizing loans and PJs generally did not have aformal relationship
with the first mortgage lender. In addition to buyer-level information on foreclosures and
sales, we obtained information on overall foreclosure volumes among HOME-assisted buyers
when possible.

Information on whether counseling was received was not generally available in individual
buyer files, but instead was inferred based on interviews with PJ staff regarding counseling
requirements. Since in most cases counseling was not optional, it was fairly straightforward
to identify whether counseling was provided. However, in cases where the use of counseling
changed over time, it was not possible to determine whether buyers served in earlier periods
had obtained counseling or not.

Exhibit 2-3 summarizes the approach used to gather each type of buyer-level information.

Exhibit 2-3

Summary of Client-Level Data Collection Methods

Information Gathered: Method for Gathering:

Types and amounts of subsidies Case by case review of files®

Prior residential location Case by case review of files®

Share of income for housing expenses Case by case review of files®

Default, foreclosure, or transfer Either case by case review of files or from
summary report of terminations for all
homebuyers

Housing counseling services Interviews describing general counseling

approach and any changes over time

2 Four of the PJs provided datain electronic form, so individual case files were not reviewed. In addition, in five cases
the PJ chose to complete the data extraction form itself, so the PJitself undertook the file review. Issues of potential
bias resulting from this process are discussed in Section 2.2.2.
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2.2 Sampling Approach for Semi-Structured Interviews and
Buyer-Level Data Collection

2.2.1. Sampling Approach for Semi-Structured Interviews

We attempted to select a sample of PJs for interviews that would be broadly representative of
all PJs receiving HOME funds to support homebuyers. However, there were two important
constraints in our selection of the on-site sample. First, because these locations were
intended to provide buyer-level data, we focused site selection on PJs that had reported in the
mail survey that they maintained buyer files containing the types of information sought for
this study. Second, in order to economize on travel costs, selected sites were clustered in 13
market areas. Given these constraints, it was not possible to select a statistically
representative sample. Instead, we drew a purposive sample that included a balanced
selection of PJswith available buyer-level data. The 40 PJsfor in-person interviews were
selected first, followed by the 20 PJs for telephone interviews, which were chosen to ensure
that the overal interview sample included arange of PJ types and sizes and provided
balanced coverage of al regions.

In sum, PJs were selected for on-site interviews and data collection using the following
criteria: (1) availability of buyer-level data; (2) geographic clustering to make efficient use of
resources for site visits; (3) balanced representation by PJ type; (4) balanced representation
by region; and (5) diversity by homebuyer program type. Only PJs that have HOME
homebuyer activities and that completed the survey were considered for site visits.

Selection of sites for telephone interviews was intended to balance the sites selected for on-
site interviews in terms of the geographic location and size of the market area. Given the
need to select areas for site visits with several PJsin close proximity, the site visit locations
were more likely to be concentrated near large metropolitan areas. Telephone interviews
were targeted at PJsin smaller markets and rural areas to balance the site visit selections.
Since we did not attempt to collect buyer-level data from the telephone interview subjects,
the availability of buyer-level datawas not acriterion for selection of those PJs. Ten PJs
with no HOME homebuyer programs were also included for telephone interviews, in order to
learn more about why they chose not to use HOME for homebuyer programs.

While we were not able to generalize the findingsto all PJs, this approach nonethel ess can
provide valuable insightsinto PJs' decisions about whether to undertake homebuyer
activities and how to structure these activities. Exhibit 2-4 shows the PJs selected for on-site
data collection. Exhibit 2-5 shows the PJs selected for telephone interviews.
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Exhibit 2-4

PJs Selected for On-Site Data Collection

Region Cluster PJ Name PJ Type
Northeast Boston/ City of Cambridge, MA City
Providence City of Newton, MA Consortium
State of Rhode Island State
New York State of New Jersey State
City of Yonkers, NY City
County of Nassau, NY Urban County
Philadelphia City of Chester, PA City
City of Wilmington, DE City
City of Vineland, NJ Consortium
Midwest Chicago City of Evanston, IL City
County of DuPage, IL Consortium
County of Will, IL Urban County
Detroit/ City of Lansing, Ml City
Lansing City of Pontiac, Ml City
County of Genesee, Ml Urban County
Milwaukee/ City of Madison, W1 City
Madison City of Racine, WI City
County of Waukesha, WI Consortium
South Miami City of Hollywood, FL City
City of Hialeah, FL City
County of Dade, FL Urban County
Raleigh City of Raleigh, NC City
County of Orange, NC Consortium
State of North Carolina State
Houston City of Beaumont, TX City
City of Port Arthur, TX City
City of Galveston, TX City
Washington, DC City of Alexandria, VA City

County of Baltimore, MD
State of Maryland

Urban County
State

West Denver City of Aurora, CO City
City of Fort Collins, CO City
County of Adams, CO Urban County
Seattle City of Seattle, WA City
County of Kitsap, WA Consortium
County of Pierce, WA Urban County
Los Angeles City of San Bernardino, CA City
City of Pasadena, CA City
City of Westminster, CA City
County of San Bernardino, CA Consortium
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Exhibit 2-5

PJs Selected for Telephone Interviews

With HOME-funded PJ Name PJ Type
Homebuyer Program County of St. Louis, MN Consortium

County of Lyon Consortium, NV Consortium

City of New Britain, CT City

City of Davenport, IA City

City of Portland, ME City

City of Las Cruces, NM City

City of Ogden, UT City

Parish of Terrebonne, LA Urban County

County of Richland, SC Urban County

County of Shelby, TN Urban County
Without HOME-funded County of Johnson, KS Consortium
Homebuyer Program City of Corvallis, OR Consortium

City of Albany, GA City

City of Springfield, MO City

City of Canton, OH City

City of Cincinnati, OH City

State of Alabama State

State of Missouri State

State of New Hampshire State

State of Oregon State

2.2.2. Sampling Approach for Buyer-Level Data

In order to provide a substantial number of cases for analysis, the goal was to obtain buyer-
level datafor 25 cases per site. In practice, some sites had information more readily
available, either in well-organized files or in electronic form, which greatly facilitated the
data collection process. In these places we gathered information on as many cases as
possible in the time available on site. In other sites, files were either not readily available
because of storage practices or required a more thorough review to identify the information
sought. In these PJs, we were not able to obtain information on as many cases as targeted.
Given variations in the availability and contents of buyer files, the number of cases obtained
per site varied fairly widely, from alow of 4 to ahigh of 297. However, most sites provided
close to the target number of cases, with three-fifths providing data on between 20 and 40
cases. Altogether, we collected buyer-level datafrom 37 PJs, covering atotal of 1,270 home
purchase transactions. Of these:

e 909 cases had complete information on the financial sources used to purchase the
home to support analysis of the use of different sources of financing;
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e 788 cases had information on both current and prior address to support analysis of
changes in neighborhood characteristics associated with the move to
homeownership; and

e 592 cases had information available on the current status of the buyer (i.e., still
own, sold, or foreclosed), complete financial information, and information on the
ratio of housing costs to income to support analysis of the factors associated with
foreclosures and home sales.

The specific approach to sampling buyers for data collection varied depending on the PJ' s
ability to use IDIS data to identify buyers. If the PJ maintained itsfilesin away that
precluded using IDIS to select files (for example, if files were stored by client name), the PJ
selected a sample of filesfor review, with the understanding that we wished to obtain a
sample representing arange of program types and outcomes. The PJ chose the samplein 19
of the 37 sites. We selected the sample in the remaining 18 sites, using datafrom IDIS to
select a sample of buyers that represented the range of programs offered by the PJ as
evidenced by the type of activity (new construction, rehabilitation, or acquisition), the type of
structure, and the level of assistance. The selected samples also slightly over-represented
buyers from earlier years of the HOME program in order to capture more buyers who may
have experienced foreclosure. In five sites, the PJ was able to identify cases with known
outcomes, so we were able to use this outcome information to select the sample.™

In 10 of the 37 PJs, files for specific programs (8 PJs) or years (2 PJs) were unavailable.
Specific programs were likely to be unavailable if subrecipients managed the program and so
maintained the buyer files. This situation more commonly arose with development
programs, so the resulting sample under represents this type of program. In two cases older
files had been sent to storage and could not be produced in time for review by site visitors.

Given the opportunistic nature of the buyer sample, these observations cannot be taken to be
representative of the universe of HOME-assisted buyers. But the data nonetheless provide
some insights into the details of affordability levels achieved, the use of other financing
sources, the neighborhood choices of buyers, and the relationship between the characteristics
of assistance and the incidence of foreclosure. The main known limitation of these datais
that they provide too few observations on development-only programs to provide any
insights into this type of assistance. One concern iswhether cases where the PJ itself
selected buyer files might introduce some bias (if, for example, PJs selected cases that put a
more favorable light on their effortsin terms of assistance level or outcomes). However,
there was no indication that the buyers from PJs that selected the sample were systematically

2 The over sampling of buyers by outcome means that this sample does not provide an indication of the

foreclosure or sales rate among HOME-assisted buyers. The over-sampling is doneto try to ensure that
there are enough cases of foreclosure and resale for statistical models to be able to identify whether thereis
arelationship between buyer characteristics and these outcomes. The over sampling would only be a
problem for the statistical modelsif they were intended to predict an overall foreclosure or transfer rate,
which they are not.
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different than buyers from PJs where we selected the buyers. For example, instances of
foreclosure were found in cases where PJs selected files; thus, we have no reason to believe
that any bias was introduced in these cases.

2.3 Characteristics of PJs by Data Collection Activity

Exhibit 2-6 compares the number and characteristics of PJs represented in each of the three
data collection effortsto all HOME PJs. The first column of Exhibit 2-6 displays the
characteristics of all PJsbased on IDIS data. The other columns show the characteristics of
the PJs that responded to the mail survey, that were included in the in-depth interviews, and
from which we collected buyer-level data.

Overall, as shown in the exhibit, the PJs that completed the mail survey are quite similar to
other PJs. Thereisno indication of any selection biasin mail survey respondents based on
key program characteristics. The 60 PJsin which in-depth interviews were conducted differ
dlightly from the overall group of PJs, primarily because the interview sites were selected to
include a disproportionate share of PJs that do not currently use HOME funds to support
homeownership activities. Asaresult, the interview sites have smaller proportions of

HOME funds committed to homebuyer programs than do either the group of al PJs or the
PJs that responded to the mail survey. While 12 percent of the mail survey respondents said
they do not operate homebuyer programs through HOME, the same was true for 17 percent
of the PJs with which in-depth interviews were conducted. But aside from this intentional
difference in the interview sample, the characteristics of PJsinterviewed is quite similar to
the universe of PJs. The 37 PJsfrom which we collected buyer-level data by definition all
operate homebuyer programs with HOME. Asaresult, this group differs from the sample of
in-depth interview sites, and from the mail survey respondents, in terms of the presence of
homebuyer activities. In addition, the data collection sites include a smaller proportion of
state PJs (5 percent) than all PJs, mail survey respondents, or in-depth interview sites. This
arose because two state PJs selected for buyer-level data collection did not provide data.
Aside from the slight under representation of state PJs, the sample of PJs from which the
buyer data were obtained is also fairly similar to the universe of PJs.
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Exhibit 2-6

Characteristics of PJs, by Data Source

Number of PJs

PJ Type

State

City

Consortium

Urban County

Percent of HOME Funds Committed
to Eligible Activities in 2002
Homebuyer Programs

Rental Development
Owner-Occupied Rehab

TBRA

Percent of HOME Funds Committed
to Homebuyer Programs in 2002
0 to 25 percent

26 to 50 percent

51 to 75 percent

76 to 100 percent

Homebuyer Programs

Direct Assistance and Developmentb
Direct Assistance Only
Development Only

No Homebuyer Programs

2002 HOME Allocation

Less than $500,000

$501,000 to $1 million

$1.1 to $2 million

$2.1 to $5 million

More than $5 million

All PJs

601

9%
58
19
14

31%
52
17

41%
24
15
21

N/a®
N/a
N/a
N/a

9%
37
27
15
11

Mail Survey
Respondents

551

10%
58
19
14

32%
51
16

39%
24
15
22

59%
24

12

10%
37
27
15
11

In-Depth
Interviews

60

13%
53
17
17

20%
64
14

47%
18
15
20

50%
23
10
17

7%
43
25
12
13

Buyer-
Level Data
Collection
37

5%
54
19
22

32%
a7
18

41%
19
19
22

65%
30

(6]

8%
41
30
14
8

Homebuyer program types were defined using the mail survey and thus are not available from IDIS for al PJs.

b

The “Direct Assistance and Development” category includes both PJs that offer programs with both a direct

assistance and development component and PJs that offer both types of programs as separate programs.

Sources: IDIS, mail survey of HOME grantees, in-depth interviews, and Fiscal Year 2002 HOME allocations.
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Chapter 3:
Trends in the Use of HOME Funds for Homebuyer
and Other Activities

This chapter examines national trends in the use of the HOME program in order to provide
context for the detailed investigation of the use of HOME for homebuyer programs. We
begin by presenting data from HUD’ s Integrated Disbursement and Information System
(ID1S) on the use of HOME funds for the four eligible activities—homebuyer programs,
rehabilitation of owner-occupied housing (* owner-occupied rehab”), rental housing
development, and tenant-based rental assistance (TBRA). We examine trends over timein
the use of HOME funds across all PJs and provide an overview of the characteristics of
HOME-assisted households. We then use the in-depth interviews with 60 PJsto investigate
the factors that influence local decisions about the allocation of HOME funds to homebuyer
programs and other activities and how these factors may change over time. Because the
focus of the chapter is on the use of HOME funds over time and across all four HOME-
eligible activities, we do not present data from the mail survey of PJs, which provides
detailed information on homebuyer programs at one point in time. The findings of the mail
survey are presented in Chapters 4 and 5.

3.1 Funding of HOME Activities Over Time

In the decade since the program’ s inception, HOME has assisted more than a quarter of a
million low-income households to purchase homes. A total of $3.1 billionin HOME funds
have been committed for approximately 270,000 homebuyer units.** Since 1992, PJs have
committed an increasing share of their HOME allocations to homebuyer activities. Exhibit
3-1 presents the total annual HOM E funding commitments since program inception, adjusted
for inflation, for the four eligible HOME activities.™ As shown, HOME commitments
overall increased significantly between 1992 and 1994, as PJs devel oped and began
implementing local plans for the use of HOME funds. In this early period, PJs were
relatively more likely to commit funds to owner-occupied rehab and TBRA, although rental
development has consistently received the largest amount of funding. Since 1995, the
amount of HOME funds committed to rental development and homebuyer programs has
increased, while commitments to owner-occupied rehab have remained relatively stable, and
commitments to TBRA have decreased somewhat. In 2002, PJs committed atotal of $844
million to rental housing development, $500 million to homebuyer programs, $275 million to
owner-occupied rehab, and $16 million to TBRA.

14 The definition of commitment means that: (1) The PJ has executed alegally binding agreement with a State

recipient, subrecipient, or contractor to use a specific amount of HOME funds; or (2) has executed awritten
agreement reserving a specific amount of funds for a CHDO,; or (3) has met requirements to commit to a
specific local project. All HOME funds must be committed within 24 months of allocation.

5 Appendix A presents the IDIS data on which the exhibitsin this chapter are based in tabular form.
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Exhibit 3-1
Total HOME Funds Committed to Eligible Activities in 2002 Dollars, 1992-2002 (in millions)
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In addition to the HOME funds committed to homebuyer programs, the number of
homebuyer units produced has increased over time. Exhibit 3-2 shows the number of HOME
units assisted through the four activity types over time. Since 1996, the program has funded
similar numbers of homebuyer and rental units, and a smaller number of owner-occupied
rehab and TBRA units. The number of homebuyer and rental units funded has fluctuated
somewhat, while the number of owner-occupied rehab units has remained relatively stable.
By contrast, the number of TBRA units has declined significantly in recent years, dropping
from 8,905 unitsin 2000 to 2,383 in 2002.

Over time, PJs have produced ailmost as many homebuyers as rental development units with
approximately half the commitment of HOME funds.'® Thisis because homebuyer programs
generally have alower per unit cost than rental development programs. 1n 2002, rental
development had the highest cost per unit ($21,351) of the four activity types, followed by
owner-occupied rehab ($16,991), homebuyer programs ($13,602), and TBRA ($6,666).>" As
shown in Exhibit 3-3, the average per unit cost of rental development has fluctuated over
time, while those of homebuyer programs, owner-occupied rehab, and TBRA have remained
fairly stable.

16 Since 1992, PJs have assisted approximately 270,000 homebuyer units with $3.1 billion in HOME funds,
compared to 306,000 units with $6.5 billion in HOME funds. Both figures are based on funds committed.

7" Because TRBA is provided for periods of up to 24 months while other types of assistance carry with them a

required affordability period of five to 15 years, the per-unit costs of providing affordable housing with
TBRA are actually higher than implied here after taking into account the years of affordability provided.
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Exhibit 3-2
Total Units Assisted Through HOME-Funded Activities, 1992-2002
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Exhibit 3-3

Per Unit Costs of HOME-Funded Activities, in 2002 Dollars, 1992-2002
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3.2 Share of HOME Funding Committed to Homebuyer Activities

It took PJs several years to implement the HOME program (see Exhibit 3-4). From 1992 to
1994 there was rapid growth in the share of PJsinvolved in all activities other than TBRA.
After 1994, the share of PJsinvolved in these activities continued to grow, although more
slowly. By 1997, 80 percent of PJs funded homebuyer efforts, with 69 percent funding
owner-occupied rehab programs and 70 percent funding rental development. Relatively few
PJs used HOME funds for TBRA, with only 16 percent choosing this option in 1997. There
has been some fluctuation in the share of PJs undertaking these different activities since
1997. The most notable trend over this time has been that homebuyer activities have
continued to gain support, while the share of PJs using HOME for TBRA has declined. In
2002, approximately 85 percent of PJs nationwide committed at least some HOME funds to
homebuyer programs. Sixty-nine percent of PJs committed fundsto rental development, 68
percent committed funds to owner-occupied rehab, and 8 percent committed HOME funds to
TBRA.

Iszrét;:tzg‘le of PJs Committing HOME Funds for Various Eligible Activities, 1992-2002
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As the number of PJs committing HOME funds to homebuyer programs has grown, so has
the average share of HOME funds committed to these programs (see Exhibit 3-5). Rental
development has always commanded the largest share of HOME commitments, ranging from
40 percent of total commitmentsin 1992 to 52 percent in 2002. However, the share of

HOME funds committed to homebuyer activities has grown steadily over this period. Since
1992, PJs have committed an average of 26 percent of HOME funds to homebuyer activities,
53 percent to rental development, 19 percent to owner-occupied rehab and 2 percent to
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TBRA. In 2002, the share of HOME funds committed to homebuyer programs was 31
percent, the highest it has been since the program’ s inception. Rental development
commanded 52 percent of the funds committed, owner-occupied rehab 17 percent, and
TBRA 1 percent.

Exhibit 3-5
Distribution of HOME Funds Across the Four Eligible Activities, all PJs, 1992-2002
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The share of HOME funds committed to homebuyer activities varies somewhat by PJ type.
As shown in Exhibit 3-6, states and urban counties commit the smallest share to homebuyer
activities. Aswill be discussed further below, in many cases states have other sources of
funding for their homebuyer programs, such as down payment assistance and affordable loan
products financed through state bonds. State PJs aso tend to receive the largest HOME
allocations and, therefore, may be more able to fund rental development, which has the
highest cost per unit of the four HOME-€ligible activities. Comparison of commitments
shown in IDIS with the size of HOME allocations confirms that PJs with the largest HOME
allocations tend to devote the smallest share to homebuyer activities and the largest share to
rental development (see Exhibit 3-7).
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Exhibit 3-6
Distribution of 2002 HOME Funds Across the Four Eligible Activities by PJ Type
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Exhibit 3-7

Average Share of HOME Funds Committed to Each Activity Type, by Size of 2002 HOME
Allocation

Homebuyer  Owner Number
Activities Rehab Rental TBRA of PJs
$0 to $750,000 58% 17% 25% 0% 19
751 to $1million 38% 21% 41% 0% 11
$1.1 to 2 million 40% 25% 33% 2% 15
> $2 million 18% 20% 60% 3% 15
Average/Total 40% 20% 39% 1% 60

Source: IDISand Fiscal Year 2002 HOME Allocations

The share of funds committed to homebuyer activities may also vary by housing market
characteristics. Within the interview sample, PJs serving areas with higher than average
housing costs tended to devote a smaller share of HOME funds to homebuyer activities. For
example, the PJs operating in areas where the median house value was less than $150,000,
according to the 2000 Census, committed an average of 44 percent of their HOME funds to
homebuyer activities. By contrast, PJsin areas where the median house value was at |east
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$150,000 committed an average of 29 percent of their HOME funds to homebuyer
activities.’®

It may be that PJs serving higher cost markets perceive arelatively greater need to preserve
affordable rental housing because the cost of for-purchase housing is beyond the reach of
many low-income buyers, even with the subsidies provided through HOME. At least two of
the PJs interviewed made this case. Moreover, analysis of the mail survey of PJsfound that a
larger than expected share of PJs that do not use HOME for homebuyer programs are in the
highest cost housing markets relative to other PJs. Asdescribed in Chapter 5, we grouped all
PJsinto five housing cost categories using data on median house values from the 2000
Census and found that 30 of the 64 PJs surveyed that do not use HOME for homebuyer
programs were in the highest cost category. If there were no relationship between housing
costs and homebuyer programs, the expected number would have been 13 (see Chapter 5,
Section 5.1.5.).

3.3 Characteristics of HOME-Assisted Households

HUD’ s IDIS system maintains data on the characteristics of households served by different
HOME program types. Exhibit 3-8 presents the income, race, and household size of HOME-
assisted households across the four activity types.

Of the four activity types, homebuyer programs tend to serve the highest income households.
Owner-occupied rehab and rental development programs target households at or below 50
percent of area median, and TBRA is heavily concentrated on the lowest income households.
Nearly half (48 percent) of HOME homebuyers have incomes between 60 and 80 percent of
the area median income (AM1), compared with 14 percent for owner-occupied rehab, 4
percent for rental housing development, and 1 percent for TBRA. Similarly, only 30 percent
of HOME homebuyers have incomes at or below 50 percent of area median, compared with
69 percent for owner occupied rehab, 82 percent for rental development, and 97 percent for
TBRA. Over time, the share of homebuyer households in the highest income category (60 to
80 percent of AMI) has increased somewhat—from 49 percent in 1992 to 55 percent in
2002—although it has never been less than 43 percent.

In addition to serving relatively higher income households, homebuyer programs serve the
highest share of minority households of the four HOME activities. Overall, 55 percent of
HOME homebuyers are minority households, that is, they do not identify themselves as
white and non-Hispanic. Nationwide, the homeownership rate among minority householdsis

18 Of the 60 PJsinterviewed, 24 operated in markets where the median house value in 2000 was |ess than

$100,000 and 17 operated in markets where the median house value in 2000 was between $100,000 and
$150,000. Both groups committed an average of 44 percent of their HOME funds to homebuyer activities
in 2002. The remaining 19 PJsin the interview sample operated in markets where the median house value
in 2000 was at least $150,000. These PJs committed an average of 29 percent of their HOME funds to
homebuyer activitiesin 2002.
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approximately 48.5 percent.’® Over time, the share of minority households assisted by
HOME homebuyer programs has fluctuated somewhat, but in recent years it has been
consistently above 50 percent.”

Exhibit 3-8

Income Characteristics of Households Assisted by HOME-funded Activities, 1992-2002

Homebuyer Owner-Occupied Rental
Activities Rehab Development TBRA
Number Percent Number Percent Number Percent Number Percent
Income

0 to 30% of AMI 11,931 7% 32,016 31% 55,385 42% 70,154 80%
31 to 50% of AMI 41,087 23 38,705 38 52,107 40 14,505 17
51 to 60% of AMI 41,709 23 13,789 13 19,547 15 1,736 2
61 to 80% of AMI 86,255 48 18,035 18 4,870 4 774 1

Race/Ethnicity
White, Non Hispanic 81,889  45% 62,077 61% 63,497 48% 47,758  55%

Black 47,290 26 28,911 28 47526 36 26,910 31
Asian 4,063 2 909 1 2,837 2 1,460 2
Native American 1,374 1 872 1 1,425 1 2,441 3
Hawaiian/Pac. Isl. 3 0 0 0 6 0 1 0
Hispanic 46,317 26 9,780 10 16,588 13 8,597 10
Household Size
1 person 35,958 20% 39,857 39% 60,488 46% 24,611 28%
2 people 38,057 21 26,666 26 28,606 22 21,665 25
3-4 people 76,549 42 24571 24 33,805 26 30,859 35
5-6 people 25,660 14 9,346 9 8,114 6 8,583 10
7 or more people 4,768 3 2,107 2 957 1 1,465 2
Source: IDIS

Note: The total number of households reported in this table reflects the total number of HOM E-assisted households for
which data were available at the time of the IDIS data extract. Household characteristics data are generally
available after aunit is completed, so the number of HOM E-assisted households in this table is lower than the
number of units for which HOME funds have been committed over the same period.

Homebuyer programs serve larger households than the other activity types. Nearly 60
percent of HOME homebuyers reside in households with three or more people, compared
with 47 percent of households assisted by TBRA, 35 percent househol ds assisted by owner-
occupied rehab, and 33 percent of households assisted by rental development. By the same
token, HOME homebuyers are less likely to be in one- or two-person households than those
receiving other types of HOME assistance.

¥ Based on U.S. Census Bureau statistics for the second quarter of 2002. See U.S. Department of Housing
and Urban Development, “ Economic Benefits of Increasing Minority Homeownership” (accessed viathe
HUD website at www.hud.gov).

2 An exception is 2002, when only 46 percent of HOME homebuyers were minorities.
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3.4 PJ Strategies for the Allocation of HOME Funds

This section draws upon the findings of the in-depth interviews conducted with 60 PJsto
explore the individual PJ experiences underlying national trendsin the allocation of HOME
funds and to identify the key factors that influence PJ decisions about how to allocate HOME
funds among the four eligible activities.

3.4.1. Trends in the Share of HOME Funds Committed to Homebuyer Activities

Across all PJs, the growth in the share of funds committed to homebuyer activities has been
fairly steady since 1992 (see Exhibit 3-5 above). Thetrends for individual PJs, however, are
much more erratic. Among the 60 PJs interviewed, for example, fewer than half showed
steady growth in the share of HOME funds committed to homebuyer activities. For most
PJs, the share of HOME funds committed to homebuyer activitiesis quite fluid, depending
on project opportunities and development schedules, how quickly funds are expended on a
given activity, and the availability of other PJ resources, such as CDBG, which may fund
some of the same activities as HOME.

On average, the share of HOME funds and units committed to homebuyer activities for the
60 PJs interviewed has increased since the start of the HOME program. Fifty-eight percent
of the PJs interviewed committed a greater share of HOME funds to homebuyer activitiesin
2002 than when they started funding homebuyer programs using HOME (typically one to
two years after first receiving HOME funds). Twenty-five percent of PJs committed
approximately the same share and 17 percent committed a smaller share. The following
examples from the in-depth interviews illustrate some PJ strategies for allocating HOME
funds.

City of Madison, WI

The City of Madison, WI, has a strong, but not booming, housing market. Home to the
University of Wisconsin as well as the state capital, Madison has a large number of
university rental properties and a homeownership stock that is relatively affordable and
generally in good condition. In 2000, the median house value in the city was $139,300 and
the homeownership rate was 48 percent. Homebuyer assistance is one of the PJ sthree main
housing priorities, which also include rental development and assistance to existing
homeowners.

From 1993 to 1997, Madison allocated the mgjority of its HOME funds to rental
development and owner-occupied rehabilitation (see Exhibit 3-9). The PJ only funded
homebuyer activities in two years (1993 and 1997) and did not use HOME for TBRA at all.
In 1997, however, the PJ decided to use HOME funds as “ early stage seed capital” to allow
CHDOs and other nonprofit developers greater flexibility to identify and obtain appropriate
sites and leverage additional financing. This approach increased the capacity of the local
CHDOs to devel op homebuyer units and led the PJ to commit a growing share of HOME
funds to homebuyer activities.
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The PJ now has amix of “workhorse” developers that consistently receive HOME funds and
produce 5 to 10 units every year and “ project-specific’ developers that apply for HOME
funding when they have an opportunity to produce alarger number of units. The PJis
satisfied with the current allocation of HOME funds and plans to continue to devote the
majority to rental and homebuyer development, primarily in mixed income communities.

The proportion of funds committed to rental versus homebuyer development, however, may
fluctuate from year to year depending on CHDO capacity, development schedules, and the
nature of the development opportunitiesthat arise. In addition, the PJ plans to use HOME for
TBRA for thefirst timein 2004, but possibly only for one year.

Exhibit 3-9
Allocation of HOME funds in City of Madison, Wisconsin, 1993-2002
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County of Miami-Dade, FL

The Miami-Dade County PJ administers the HOME program in parts of Dade County not
covered by other PJswith the exception of the City of Miami, which isits own PJ.** Miami-
Dade County receives about $6 million in HOME funds each year and since 2000 has
committed approximately 40 percent of those funds to homebuyer activities, 55 percent to
rental development, and 4 percent to owner-occupied rehabilitation. The PJ has never used
HOME for TBRA and typically funds its owner-occupied rehabilitation program through
CDBG and county funds.

2 Thefollowing citiesin Dade County are served by other PJs: Miami, Hialeah, Homestead, Miami Beach,
and North Miami.
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The PJ spriorities for the use of HOME funds have not changed much since 1994, when the
PJ first committed a significant share of its HOME allocation to homebuyer activities. The
main priorities are homebuyer and rental development, although the year-to-year
commitment of funds between the two activities varies based on development opportunities.
Between 1994 and 1997, the majority of HOME funds were committed to homebuyer
activities, while rental development dominated in 1998 and 1999 (see Exhibit 3-10). In
addition to HOME, the PJ aso has access to two state funding sources for homebuyer
activities—the State Housing Initiative Program (SHIP) and the Surtax program, funded
through document taxes. In years when the majority of HOME funds were committed to
rental projects, the PJ drew more heavily on these other sources of funding for its homebuyer
programs.

Exhibit 3-10
Allocation of HOME funds in County of Miami-Dade, Florida, 1992-2002
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Prior to 2000, the PJ managed its homebuyer programs in-house, using HOME for both down
payment assistance and development of homebuyer units. In the late 1990s, however, the
local housing market tightened considerably and both purchasing existing homes and
developing new homebuyer units became more difficult. According to PJ staff, local house
prices have increased $40,000 to $50,000 since 2000, and the county isnow a seller’s

market. In addition, the City of Miami has pushed development all the way to the edge of the
Everglades, which means that new developments in Dade County all have zero lot lines
because land is so scarce. In response to these changing conditions, the PJ decided in 2000
to combine its HOM E-funded down payment assistance program with the state Housing
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Finance Agency’ s bond program in order to offer a deeper subsidy to homebuyers. The PJ
also opted not to do any homebuyer development itself but to use HOME to provide loans
and grants to CHDOs, nonprofit developers, and for-profit developers to develop units of
homeownership. The PJ plans to continue this arrangement, and the current allocation of
HOME funds across the four activity types, for the foreseeabl e future.

State of Rhode I sland

The State of Rhode Island uses HOME funds for all four activity types, with the majority of
funds going to homebuyer programs and rental development. The PJ has several homebuyer
programs, only one of which isfunded by HOME. HOME funds are used only for
development of homebuyer units because the state has other funding for down payment
assistance and first mortgages. The PJallocates all its HOME funds through two rounds of
funding each year, open to cities, towns, and developers. Each round solicits proposalsto
use HOME fundsfor al eligible uses (rental, homeownership, homeowner rehab).

Since 1992, the State of Rhode Island has committed 15 to 40 percent of its HOME funds to
homebuyer programs and 60 to 80 percent to rental development, with no clear pattern over
the years (see Exhibit 3-11). TBRA isamost never funded, because the federal housing
choice voucher program provides tenant-based rental assistance statewide. Similarly, owner
occupied rehabilitated is typically funded through CDBG.

Exhibit 3-11
Allocation of HOME funds in State of Rhode Island, 1992-2002
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Source: IDIS
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The PJ does not have a stated priority to fund rental development, but rental projects tend to
be funded more often because they are considered more cost effective than homebuyer
projects and are thus rated more highly in the biannual competitions for funding. The PJ
considers rental development to be more cost effective because the per-unit costs associated
with |ead-based paint abatement are higher for single homebuyer units than for larger rental
devel opments and because the state can leverage Low Income Housing Tax Credit (LIHTC)
funding for rental developments, which it cannot do for homebuyer units. Indeed, based on
IDIS data, the PJ spends an average of $26,743 in HOME funds per homebuyer unit, versus
$21,900 per rental unit.

3.4.2. Future Allocation of HOME Funds

A large mgjority of PJsinterviewed (51 of 60) reported that they did not expect any major
changesto their alocation of HOME funds across the four eligible activitiesin the near
future. Most of the PJ staff interviewed believed that the current allocation was appropriate
to their local housing needs and priorities, although several noted that the share of funds
allocated to homebuyer or rental activities might change significantly in agiven year in
response to unanticipated development opportunities. In addition, several of the PJs
interviewed received a significantly smaller HOME allocation in 2003 than in 2002 and
anticipated having to reduce program spending across the board.

Six PJs expected the share of HOME funds used for homebuyer activities to increase over the
next couple of years. In three of these cases, arecent change in political leadership or a shift
inlocal policy choices has increased the priority of funding homebuyer activities:

o A key factor in the City of Seattle (WA)’s decision to commit an increasing share
of HOME funds to homebuyer activitieswas alocal tax levy for affordable
housing that included funding for homeownership efforts. The original tax levy
was passed in 1995. Funds became available in 1997 and were first used in 1998.
City voters passed a new levy in 2002 that calls for afurther increase in funding
for homeownership. Along with this funding, the PJ opts to devote about 25
percent of its HOME funding for homeownership aswell. HOME funds are used
to leverage the tax levy funds for the development of homebuyer unitsin
distressed neighborhoods of the city.

e InPierce County (WA), new political support for homeownership has led the PJ
to explore ways to increase its use of HOME for homebuyer activities. The PJ
would like to undertake more development, particularly new construction, but
does not think it will have sufficient fundsto do so. The PJisaso considering
offering a higher level of subsidy per unit to serve households earning between 50
and 70 percent of AMI. Increased HOME funding for homebuyer efforts would
come at expense of owner-occupied rehabilitation, which the PJwould fund
through CDBG.
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e InWill County (IL), PJ staff reported that priorities have shifted both at the
community level and at the county government level from rental to
homeownership in recent years. Local communities do not want new rental
housing, but are receptive to single-family homeownership development. This
changing view of development and the PJ s desire to provide down payment
assistance to buyers has contributed to the decision to allocate more HOME funds
to homebuyer activities.

Three other PJs also reported that they anticipated an increase in the share of HOME funds
for homebuyer activities, but for more idiosyncratic reasons. In one case, a new needs
assessment had revealed a greater local need for homeownership relative to rental. Another
PJ decided to begin funding owner-occupied rehabilitation through CDBG rather than
HOME, leaving alarger share of HOME funds for homebuyer activities. Finally, one PJ had
not been using HOME for homebuyer activities because it had received a maor supplemental
allocation of CDBG funds and awaiver to use CDBG for new construction as a result of
floodsin 1994 and 1998. In 2002, the PJ spent the last of the CDBG funds and planned to
resume funding homebuyer devel opment through HOME.

Three of the 60 PJs interviewed expected that the share of HOME funds allocated to
homebuyer activities would decrease over the next few years. In all three cases, the PJs
planned to allocate alarger share of fundsto rental development, but for somewhat different
reasons:

e Since 1996, Baltimore County (MD)’ s Office of Community Conservation (OCC)
has committed a mgjority of its HOME funds to homebuyer activities, with the
balance used for rental development. Political support for homeownership efforts
isvery strong in the county. Thusfar, most of the rental development projects
that OCC has funded with HOME have been small and focused on specia needs
populations who are not good candidates for homeownership. Over the past 10
months, OCC has undergone a planning exercise to reassess its priorities and
consider aternative ways to use HOME funds for rental development. The PJ
would like to broaden its rental programs to fund family rental projects and has
been working to educate the county’ s elected officials that these kinds of projects,
aswell as homeownership, can help to stabilize and revitalize neighborhoods. In
the future, OCC expects to be able to devote a larger share of HOME funds to
rental activities.

e The County of Richland (SC) isanew PJthat received itsfirst alocation of
HOME fundsin 2002. In thefirst year of the program, the PJ committed 100
percent of its HOME allocation to a down payment assistance program that it had
previously administered for the State as a subrecipient. In future years, however,
the PJ intends to use HOME for rental development as well as the homebuyer
program, focusing first on rental rehabilitation as away to increase public support
for rental housing. PJ staff reported that many homeowners in the county see
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rental units as a problem in their communities and athreat to their property
values.

e The City of Alexandria (VA) operates a HOME-funded down payment assistance
program in an increasingly tight housing market. The City has traditionally
focused on providing down payment assistance for homeownership, not wanting
to duplicate the assistance—primarily rental—provided by the local housing and
redevelopment agency. In recent years, however, housing pricesin the city have
risen dramatically, causing landlords to convert previously affordable rental units
into luxury apartments or opt out of Section 8 project-based contracts. At the
same time, the housing and redevel opment agency has reduced its spending on
rental development. Given the pressing need to preserve the stock of affordable
rental housing, the City has decided to commit a greater share of HOME fundsto
rental development for low- and extremely low-income households, including
creating a Housing Development Fund (HDF) funded with HOME and City
funds.

3.5 Factors Influencing the Allocation of HOME Funds

The above examplesillustrate the diversity of PJ experiences underlying national trendsin
the allocation of HOME funds. One of the goals of the semi-structured interviews was to
investigate how and why PJs choose to allocate HOME funds between homebuyer programs
and the other eligible activities. During the interviews, we did not present PJ staff with alist
of possible factors and ask them to rank the relative importance of each. Instead, we began
with an open-ended question (“Why did the PJ choose to allocate its HOME funds across the
four activity typesin thisway?") and probed as necessary to elicit deeper discussion about
the specific factors influencing the PJ s all ocation decisions and the relative importance of
each of the factors.

This type of inquiry presents several challenges. First, we know from HUD’ s recent study of
the Consolidated Planning process that jurisdictions do not always allocate funds to specific
activities strategically—that is, based on a prior determination of what types of activities will
be funded and at what levels of funding. Instead, the allocation process may be more
opportunistic, reflecting the number and type of requests for funding received by the PJin a
given year.”? The PJsinterviewed used a variety of processes for allocating HOME funds
ranging from highly strategic to highly opportunistic. In some cases, PJs had a clear sense of
which activities or programs they wanted to fund and either operated those programs in-
house or through subrecipients selected through a Request for Proposals (RFP) process. This
type of alocation istypically strategic, in the sense that the type of program and level of
funding is predetermined by the PJ and specified in the RFP. Other PJsissue a general

% U.S. Department of Housing and Urban Development, Planning to Meet Local Housing Needs: The Role of

HUD’ s Consolidated Planning Requirements in the 1990s, December 2002, p. 4-4.
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Notice of Funding Availability (NOFA) that inviteslocal organizations to propose programs
under any of the four eligible activity types. This process tends to result in amore
opportunistic allocation of fundsin that the PJ places fewer restrictions on the types of
programs that can be proposed.

A second challenge with investigating the factors influencing the allocation of HOME funds
across the four activity typesisthat in several cases the staff managing homebuyer programs
were somewhat removed from agency decisions about the allocation of HOME funds. This
was especially true of the larger agencies where the homebuyer programs were administered
through a different department from other HOME-funded activities. In such cases,
respondents sometimes attributed the allocation of HOME fundsto “local needs’ or “PJ
priorities,” without being able to provide further insight into how the needs were determined
or the priorities set.

Although amgjority of the PJsinterviewed identified “local housing needs’ as the key factor
influencing funding allocation decisions, other factors, such as the availability of other
funding, political priorities, CHDO capacity, and HOME program requirements were also
important. Exhibit 3-12 presents the factors that influenced PJ allocations of HOME funds
across the four igible activities, based on the interviews with 60 PJs. Most PJs identified
more than one factor asimportant to their allocation decisions; as aresult, the numbers
presented in the exhibit do not sum to 60.%

Exhibit 3-12
Factors Identified by PJs as Influencing the Allocation of HOME Funds Across Activities

Local Housing Needs |37

Availability of Other Funding for Homebuyer Activities | 17

Political Priorities [T 12
HOME Program Requirements 7:| 11
CHDO Interests and Capacity 7:| 10

Local Project Opportunities 7:| 7

Cost per Unit of Homebuyer Programs 7:| 7
Availability of Other Funding for Rental Activities 7:| 5
HUD's Homeownership Goals 7:| 5

Housing Market Characteristics 7E| 3
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Source: Interviews with 60 PJs.

% Because of the open-ended nature of the interview, we did not have PJ respondents rank the factors

identified as important; nor did we ask them to assign aweight to every potential influencing factor.
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In many cases, the factors influencing the allocation of HOME funds to homebuyer activities
appear to be related to the share of HOME funds committed to those activities. For example,
PJs allocating arelatively small share (less than 25 percent) of their HOME funding to
homebuyer activities were more likely to cite the availability of other funding for homebuyer
programs as important. Included in this group are the 10 PJs that at the time of the mail
survey did not have active homebuyer programs. Seven of these PJs had other sources of
funding for homebuyer activities, and seven reported that HOME program requirements
discouraged them from using HOME for homebuyer programs.

By contrast, PJs allocating a mgjority of their HOME funding to homebuyer activities were
more likely to report that their allocation decisions were influenced by the priorities of
elected officials or the interests and capacity of local partners to administer the homebuyer
programs. Other factors, however, such asthe cost per unit of homebuyer versus other
activities and local project opportunities, did not appear to be related to the share of HOME
funds the PJ had allocated to homebuyer activities. The following section discusses the most
commonly cited factors, providing examples from the 60 PJs interviewed.

3.5.1. Local Housing Needs and Political Priorities

Thirty-seven of the 60 PJs interviewed cited local housing needs as a key factor shaping
agency decisions on how to alocate HOME funds. For example, PJs allocating less than 25
percent of their HOME funds to homebuyer activities typically reported that the need for
rental assistance was greater in their communities than the need for homeownership
assistance. By contrast, PJs allocating alarger than average share of HOME funds to
homebuyer activities pointed to the greater need for homeownership.

In many cases, the identification and prioritization of housing needs derived directly from a
needs assessment based on Census and other local data. In other cases, the ranking of needs
and identification of suitable policy responses were more overtly political. For example,
severa PJsreported that they began allocating HOME funds to homebuyer activities
following the election of a new mayor or county executive for whom homeownership was a
clear priority. Overall, 12 PJs said that the policies and priorities of locally elected officials
influenced their decisions about allocating HOME funds.

PJ responses to the need to serve very low income households suggest the more subtle ways
in which political priorities can influence funding decisions. Several PJsin the study
identified providing housing assistance to households with incomes at or below 50 percent of
AMI asahigh priority. Most PJs responded to this need by allocating more HOME funds to
rental development, on the assumption that rental assistance best serves the needs of this
income group. Some localities in which homeownership enjoys particularly strong political
support, however, responded to this need by providing a deeper homeownership subsidy or
restricting their homebuyer programs to alower income group (e.g., households earning up to
60 percent of AMI as opposed to the program limit of 80 percent). Obvioudly, this strategy
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may not be feasible in all markets, especially those in which the area median incomeis low
relative to home prices.

3.5.2. Availability of Other Funding for Homebuyer Activities

Seventeen of the 60 PJsinterviewed reported that the availability of other funding sources for
homebuyer activities influenced their decisions about how to allocate HOME funds across
the four eligible activities. The availability of other funding was most often cited by state PJs
and PJs that commit only a small share of HOME funds for homebuyer activities. Seven of
the eight state PJs interviewed reported using other resources for homebuyer activities. In
most cases, the state PJs interviewed had bond-financed second mortgage programs that
provided down payment assistance to buyers with incomes up to 80 percent of area median,
in some cases up to 120 percent. In addition, some PJs had established affordable housing
funds—in two cases as aresult of a Fair Housing lawsuit—that they used to fund the
development of affordable rental and homeownership units. Finally, two PJsin the sample
had received amajor allocation of federal disaster relief funds that allowed them to develop
homebuyer units without using the HOME program.

In some cases, the non-HOME resources available to fund homebuyer activitiesin agiven
locality are so significant that there islittle need to use HOME for this purpose. For
example, the State of New Jersey’ s Balanced Housing Fund, used for homebuyer and rental
development in targeted areas, is funded at approximately $40 million annually, whereas the
State of New Jersey’ s total HOME allocation is approximately $7 million. For many PJs,
however, the State of New Jersey included, decisions about whether and when to use HOME
for homebuyer activities are also strongly influenced by the requirements of the different
funding sources. In other words, having other sources of funding for homebuyer activities
does not automatically mean that a PJwill devote fewver HOME funds to this purpose,
although it certainly gives the PJ the option to do so.

For example, the State of Alabama has atax-exempt bond program that provides down
payment assistance to qualified homebuyers. The PJ also supports homeownership by
purchasing loans from Habitat for Humanity for homebuyers at or below 30 percent of AMI
and by encouraging owners of LIHTC developments to convert rental units to affordable
homebuyer units at the end of the LIHTC affordability period. Given these other resources
for homeownership and the priority placed on assisting households with incomes at or below
30 percent of area median, the State has opted to use the majority of its HOME funds as gap
financing for LIHTC developments and has never used HOME for homebuyer activities.

3.5.3. HOME Program Requirements

Eleven of the 60 PJsinterviewed reported that the requirements of the HOME program
influenced their alocation decisions. Seven of the 11 PJs had alternative sources of funding
for homebuyer programs that PJ staff reported were less restrictive than HOME in one or
more of the following areas: resale and recapture requirements, |ead-based paint
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requirements, and buyer income limits.** The remaining four PJs cited these requirements
and others related specifically to development (maximum property value price for
rehabilitated units and Davis-Bacon wage requirements) as limiting the share of HOME
funds the PJ was willing to commit to homebuyer programs. These PJswould likely commit
more HOME funds to homebuyer programs in the absence of these requirements.

In addition to asking PJs how they alocate HOME funds across the four eligible activities
and which factors (including HOME program requirements) are most important in their
allocation decisions, we asked PJs in a separate question whether HOME program
requirements present any barriers to the use of HOME for homebuyer programs. The
purpose of this last question was to provide feedback to HUD on what PJs perceive to be the
main challenges associated with using HOME for homebuyer programs.?® In total, 35 of the
60 PJsinterviewed (including the 11 PJs cited above) reported that program requirements
present challenges to the use of HOME for homebuyer programs.®® The main program
requirements identified as challenges to using HOME for homebuyer activities were:

e Lead-based paint requirement;

e Resale/recapture provisions and ongoing monitoring;
e Purchase price and income limits; and

e Davis-Bacon wage requirements.”’

% gix PJs operated state bond-financed homebuyer programs and one PJ funded its down payment assistance

program using CDBG funds.

% |nthis part of the interview, we simply asked PJ respondents whether they saw any HOME rules as

presenting barriersto the use of HOME for homebuyer programs. Across the 60 sites, we did not
consistently probe for whether the program requirement was a particular problem for homebuyer programs
versus the other eligible activities, unless the PJ staff identified program regulations as a factor influencing
their overall allocation of HOME funds, in which case we did ask about all four activities. The result is
that some of the challenges identified with using HOME for homebuyer programs also apply to other
HOME activities, particularly rental development, and we have only limited information on whether and
why the requirements are more problematic for homebuyer programs versus the other activity types.

% Most PJ staff preferred the term “challenges’ to “barriers,” saying that barriers was too strong a term to

describe their concerns about HOME program requirements.

# Other program requirements identified as problematic by a smaller number of PJswere: IDIS reporting

(seven PJs); insufficient funding for PJ and CHDO program administration (five PJs); local match
requirement (four PJs); the environmental review process (three PJs); the requirement to pay relocation
expenses (two PJs); and the CHDO set aside requirement (two PJs).
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Fourteen PJs cited the HOME |lead-based paint requirement as a challenge to ussng HOME
for homebuyer programs.?® The lead-based paint requirement appliesto all HOME activities
and requires an assessment and, if necessary, treatment to remove defective paint. Several
PJs noted that the |ead-based paint requirement reduces demand for their HOM E-funded
down payment assistance programs, because buyers can often purchase using aternative
sources of assistance that have less stringent requirements. For example, staff at several PJs
reported that sellers are often unwilling to make repairs necessary to meet the HOME lead-
based paint requirement. In such cases, either the sale falls through altogether and the buyer
may or may not purchase another unit using HOME funds, or the buyer purchases the same
unit using another form of assistance (such as a state bond-financed program or down
payment assistance from alocal bank) that does not have the same requirements. However,
only one PJ reported that it had stopped using HOME for down payment assi stance because
of the lead-based paint requirement. Some PJs operating in areas where lead-based paint was
amajor problem in the existing housing stock had reduced the burden on buyers and sellers
by restricting purchases to units built after 1978 (two sites) or applying for state funds to
conduct lead abatement (three sites).

Staff at several PJs acknowledged that the lead-based requirement applies to rental aswell as
homebuyer activities. However, at least two PJs made the point that the requirement is
particularly a problem for homebuyer programs because unlike rental units, most homebuyer
units are acquired or developed as single units, which means there is less opportunity to
realize economies of scale in conducting the lead-based paint assessment and abatement.

Twelve of the PJsinterviewed reported that the requirement to enforce either aresale or
recapture provision on HOME-funded homebuyer units was a burden. In particular, PJs
complained that recapture and resale provisions were complicated to set up and time-
consuming to monitor, particularly for the higher subsidy amounts that have a 10- or 15-year
affordability period. In addition, some PJs noted that in loose housing markets, post-
purchase restrictions attached to a unit reduce that unit’s appeal for buyers. For example, the
State of New Hampshire formerly used HOME funds to provide down payment assistance in
conjunction with its bond-financed direct mortgage assistance program. The PJ stopped
funding this program, however, because it was not very competitive with the low interest
rates offered by private lenders. PJ staff reported that few homebuyers were willing to go
through the hassle of the state program and agree to the recapture restrictions when they
could more quickly and easily get a mortgage from abank. Asaresult, the PJ does not offer
a HOME-funded homebuyer program, but instead uses its HOME allocation primarily for

% Housing assisted with HOME funds must meet all applicable state and local housing quality standards and
code requirements (see 24 CFR 92.251). If there are no such standards or code requirements, the housing
must meet the housing quality standardsin 24 CFR 982.401 (Housing Choice Voucher Program Housing
Quality Standards). In addition, HOME-assisted housing is subject to the L ead-Based Paint Poisoning
Prevention Act (42 U.S.C. 4281-4846), the Residential Lead-Based Paint Hazard Reduction Act of 1992
(42 U.S.C. 4851-4856), and implementing regulations at 24 CFR 35 subparts A, B, J, K, M, and R (see 24
CFR 92.355).
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rental development, as gap financing for LIHTC projects, and for owner-occupied rehab.
Most of the PJs that reported that HOME' s resal e/recapture requirement presented a
challenge to the use of HOME for homebuyer programs were PJs that committed no HOME
funds, or very few HOME funds, to homebuyer programs. These were a so the PJs most
likely to have other—Iess restrictive—sources of funding available for homebuyer assistance.

HOME' s purchase price and income limits presented a challenge for 12 PJs interviewed.
Most had opted to use HUD’ s 203(b) limits as the maximum purchase price, but nevertheless
reported that HUD’ s median purchase price estimates were too low. Some were unaware
that HOME rules allow PJs to propose an alternative based on alocal study. In addition,
severa PJsreported that the high cost of housing in their markets made it difficult to serve
households with incomes at or below 80 percent of area median income. For example, PJ
staff in the City of San Bernardino (CA) commented that if they could change one thing
about the HOME program, it would be to raise the income limit slightly, because they often
have people who just miss qualifying for the program but cannot afford to purchase without
assistance. At least one PJ erroneously reported that the program requirement that 90 percent
of all HOME-assisted households have incomes at or below 60 percent of AMI presented a
problem for its homebuyer programs. (The program requirement is that 90 percent of all
households living in HOME-assisted rental units must have incomes at or below 60 percent
of the area median.)

Finally, 10 PJs cited Davis-Bacon wage requirements, which apply to developments of 12
units or more, as a challenge to the development of homebuyer units. Several PJs claimed
that Davis-Bacon requirements limited the number of homebuyer units funded with HOME,
including one PJ that stopped funding the development of homebuyer units entirely because
of Davis-Bacon and other program restrictions. Aswith the lead-based paint requirements,
several PJs acknowledged that Davis-Bacon requirements are a challenge to using HOME for
rental development aswell. However, staff at two PJs reported that although Davis-Bacon
and other development-related requirements were unavoidable in their rental development
programs, they had opted not to use HOME for homebuyer development so asto limit the
administrative burden of complying with these requirements. Instead, they used the HOME
funds allocated to homebuyer activities exclusively for down payment assistance. Other PJs
tried to avoid Davis-Bacon in their homebuyer programs by restricting HOM E-funded
development projectsto 11 units.

In summary, 11 of the 60 PJsinterviewed reported that HOME program requirements
influence their alocation of HOME funds across the four activity types, in most cases
limiting the share of HOME funds being committed to homebuyer activities. In addition, 24
PJs identified program requirements that they perceived to be challenges to ussing HOME for
homebuyer programs, but that did not directly influence the alocation of HOME funds
across the four eligible activities. In general, the availability other funding sources for
homebuyer activities was an important factor shaping PJ perceptions of the extent to which
HOME program requirements presented challenges to homebuyer programs.
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3.5.4. CHDO Interests and Capacity

Ten of the 60 PJs interviewed reported that the interests and capacity of CHDOs and other
local partners has a significant influence on the share of HOME funds allocated to
homebuyer programs. For PJsthat pass some or al of their HOME funds through local
partners, the kinds of services these organizations perform can influence funding allocation
decisions. In most cases, limited capacity among program partners restricts the amount of
funding that the PJiswilling or able to commit to homebuyer activities. For example, the
partner may not have the capacity to serve alarge number of homebuyers, or the PJ may not
have sufficient in-house resources to manage partners effectively. These issues are
particularly challenging for PJs using HOME funds to develop homebuyer units and are
revisited below in the discussion of program types. By contrast, a small number of PJs
reported that the presence of strong program partners alows them to fund more homebuyer
units than they otherwise might have done.

3.6 Summary

This chapter used IDIS data to explore national trends in the funding of HOME activities and
the characteristics of HOME-assisted households. We also used the in-depth interviews to
discuss the factors influencing the allocation of HOME funds over time and across activities.
The main findings of this chapter are as follows:

e Since 1992, HOME has assisted more than a quarter of a million low-income
households to purchase homes. A total of $3.1 billion in HOME funds have been
committed for approximately 270,000 homebuyer units.

e Although rental development continuesto claim the largest share of HOME
commitments, the share of HOME funds committed to homebuyer programs has
increased over time, from 7 percent in 1992 to 31 percent in 2002. The share of
HOM E-assisted units that are homebuyer units has also increased, from 3 percent
in 1992 to 39 percent in 2002.

e Therewasaclear “ramp up” period for the HOME program between 1992 and
1994,