PRIVATE 

Promoting Homeownership through

HUD’s Section 8 Homeownership Program  

As part of the $2 trillion American Dream Commitment, Fannie Mae is committed to working with Public Housing Agencies (PHAs) to finance homeownership for households participating in the U.S. Department of Housing and Urban Development’s Section 8 Homeownership Program. Through our Regional and Partnership Offices, we will partner with PHAs, lenders, and community groups to support efforts to bring the benefits of homeownership to borrowers with Section 8 vouchers, also known as the Housing Assistance Payment (HAP). As part of this initiative, we will place a high priority on working with disability organizations and Community HomeChoice( Coalitions and lenders that serve people with disabilities to increase homeownership opportunities for households with disabled family members.

The Section 8 Homeownership Program

PHAs must develop and adopt a Section 8 Plan addressing the options provided by the HUD’s Final Rule. To facilitate secondary market participation in this program, Fannie Mae recommends that PHA Section 8 Homeownership plans include the following provisions:   

· PHAs demonstrate capacity to operate successful program by allowing financing that is insured or guaranteed by state or federal government, or that complies with secondary mortgage market underwriting or with generally accepted private sector underwriting standards;

· Minimum down payment requirements comply with secondary mortgage market underwriting and do not include minimums that could limit borrower flexibility;

· Employment interruptions during the year prior to homeownership are accepted;

· Loan terms comply with secondary market’s community or affordable lending guidelines;

· New cooperative unit housing guidelines are adopted;

· HAPs are made directly to a dedicated, limited access account established by the lender and/or mortgage servicer;

· Post purchase counseling is required;

· Borrowers are encouraged to participate in FSS program;

· PHAs adopt the same policy as defined in HUD’s Final Rule for granting rental vouchers to borrowers who default on conventional mortgages as for those borrowers who default on FHA insured mortgages.

In addition, we encourage PHAs to collaborate with adjoining jurisdictions to coordinate policies for their Section 8 Homeownership Programs.
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Fannie Mae’s Participation

Fannie Mae will support PHAs by:

· Assisting the PHAs with development of Section 8 plans compatible with secondary mortgage market;

· Developing underwriting guidelines that recognize the unique aspects of the Section 8 program;

· Identifying lenders who will participate in the program;

· Working with lenders to insure that they have suitable products for Section 8 households;

· Collaborating with counseling groups that will provide pre- and post-purchase counseling;

· Working with disability organizations and Community HomeChoice Coalitions to promote homeownership for people with disabilities.

Underwriting Guidelines for Section 8 Mortgages 
Income and Borrower Qualification Options

· Deduct HAP from PITI Option
Under this option, the borrower’s HAP is applied directly to the PITI, and the housing debt to income ratio is calculated on the “net housing obligation” of the borrower. When this option is used, it must be coupled with (1) ratios of 28/36 for all Section 8 mortgages using PITI reduction, regardless of the mortgage product chosen by the borrower, and (2) direct deposit of the monthly HAP payment into a dedicated, limited access account established by the lender and/or mortgage servicer.

· PITI Deduction Option for Community HomeChoice Borrowers
For Community HomeChoice borrowers who use the HAP deduction from PITI, the qualifying ratios are 28/50. Community HomeChoice Section 8 borrowers are limited to 28 percent of their non-HAP income for PITI, and may go up to 50 percent for their total debt ratio. Borrowers receiving SSI (non-taxable income) may gross up their earned income by 25 percent. The 50 percent total debt ratio must be used in conjunction with a budget-based worksheet.

· Add HAP to Income Option
An alternate option is to calculate total income as a combination of (1) the tax-exempt HAP (grossed up by 25 percent) and (2) the borrower’s income from employment, using underwriting ratios specific to the product being used. The PITI deduction approach may not be used with this option.

· Two Mortgage Option (purchase money first and simultaneous second lien)
The borrower is qualified for the first mortgage (PITI) using only earned income, and the HAP is used to pay the full P&I for a second mortgage. This underwriting structure is appropriate if the term of the second mortgage is no longer than the maximum allowable term allowed by HUD for the Section 8 payments (15 years for mortgages with financing of 20 years or more and 
10 years for financing less that 20 years). (Note: Initially, the borrower does not make payment for the second lien from their earned income and therefore will not experience payment shock when the HAP payment is terminated, since termination will not occur before the second lien is paid off unless the borrowers’ income increases above the maximum allowed under the Section 8 program. Typically, private mortgage insurance is not applicable under this option, and there may be faster equity build-up.)

Employment

· The Section 8 regulations require that the borrower must have full time work experience for one year prior to entering into a mortgage agreement. Fannie Mae’s community lending guidelines require employment for the full two years that precede the date of the mortgage application, but allow the lender to consider a borrower who has an income history of between 12-24 months if the borrower’s mortgage application indicates that there are compensating factors that reasonably offset the shorter income history. We allow participation in a Family Self Sufficiency Program to be considered a compensating factor for borrowers with less than 24 months of employment.

Sources of Assets

· Funds from FSS, IDEA, or IDA accounts are accepted as borrowers’ assets. HomeChoice borrowers may receive assets from a nonprofit or family member.
Counseling

· Pre-purchase home-buyer education and post-purchase Early Delinquency Counseling as described in Fannie Mae’s Selling and Servicing Guide are required for all borrowers participation in the Section 8 Homeownership Program.

Products

Section 8 borrowers can use any of Fannie Mae’s Community Lending products, including but not limited to the MyCommunityMortgage and Community Solutions suites of products, as well as products offered through Housing Finance Agencies and regional experiments.

Special Feature Code

For all mortgages originated under these terms and conditions, the lender is required to enter special feature code 445 (to denote Section 8), in addition to the special feature code required for the specific product used.

For more information, contact your closest Fannie Mae Regional or Partnership Office. You can refer to our Web site, fanniemae.com, for a list of Partnership Offices. Or you can contact one of the Regional Offices listed below.

Southeastern Region
Midwestern Region
Southwestern Region
(404) 398-6043

(312) 368-8813

(972) 773-7302

Western Region
Northeastern Region
(626) 396-5191

(215) 575-1947

Fannie Mae TTY:  1-877-TTY-HEAR

3900 Wisconsin Avenue, NW

Washington, DC  20016-2892

www.efanniemae.com
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