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Dear Sir or Madam:

The other day my daughter returned home from school and informed her mother and me that
her school was closing. “Why we inquired?” Welt as it turns out there are approximately 100
students in the school and & of them are failing. With a 84% success rate, the school has
decided to close. This seemed almost impossible to believe, Rather than address the 6 students
that are failing and trying to work with them, the other successful students are going to have to
find another school.

Clearly | am making an analogy to the proposed rule change that HUD has put forth. HUD is
concerned that because roughly 6% of FHA borrowers that use seller assisted down payment
programs default on their loans and believe that the entire process is unsound. This is being
done really with little or no regard to the homeowners who are successful. While | clearly
understand the need and the desire to reduce the impact to the insurance pool, | beligve the
approach is flawed. The elimination of seller assisted down payment programs would do
dramatically more harm then good and would jeopardize over 100,000 potential homebuyers
annually.

HUD is concerned that high LTV loans lead to foreclosures and therefore are risky. They
believe that seller assisted down payment programs lead to over inflated home prices and put
hameowners in a precarious position. Having spent the past five years working with low-
moderate income hemeowners | can tell you that the reason they default on loans is because,
“Life happens”. You can’t underwrite a mortgage file to life. The only thing we can do to prevent
this from happening is to adequately educate homebuyers and to mitigate on their behalf,
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So, really what is needed with seller assisted down payment programs is reform and nat
elimination. Remember, 94% of the students graduate from my daughter’s school and only 6%
are in trouble, This suggests that we should address the problem borrower's and not eliminate
the seller assisted programs.

There are a few simple steps that would greatly assist these homeowners who run into
trouble. The reason they default is not because they don’t have any of their own money in the
home, but moreover because they run into unforeseeable financial challenges and are not
adequately prepared. Most FHA borrowers will spend their financial reserves by the time they get
the keys to their new home. Additionally they create between $3000 and $6000 worth of credit
card debt related to the home in their initial two years of homeownership. Therefore the first time
they run into an unforeseen financial problem they are in trouble. We have to try to take steps to
prevent this from happening if you want to reduce defaults.

So, here are a few simple suggestions on how we can address these issues. HUD could and
should require any individuals using seller assisted down payment assistance to have the
following:

* Pre-purchase Counseling: (Required prior to closing)

This educational program should provide homebuyers with the knowledge necessary
for them to become successful long-term homeowners. The primary objective of the

pre-purchase counseling is to ensure that homebuyers have a good understanding of
buying and maintaining their home as well as identifying any potential weaknasses in
the buyers’ comprehension or financial capacities.

Items to be reinforced should be the available risk mitigations tools at their disposal
as well as what to do if unforeseen economic situations arise. At the most critical
moment for these new homeowners, they are not being educated. They don't
understand their mortgages, potential challenges, how to create an emergency fund
to prevent from unforeseen financial challenges.

Immediately following the successful completion of the hamebuyer education-
counseling program, a certificate of complstion should be issued to the lender as
evidence that the prospective borrower(s) understands the course content and the
responsibilities of homeownership.

e Post-purchase Counseling:

This post-purchase counseling should include implementing concepts taught in pre-
purchase counseling from; preparing and following a budget, to understanding the
impact of compound interest and determining and implementing a perscnal savings
strategy. An integral component would be to reinforce a savings strategy as well as
fostering an environment for "on-time” mortgage payment during a specific time
period. This may be done through monthly communication prior to mortgage
payments being due.



Mortgage Protection Program: (2 Years Coverage)

Through Involuntary Unemployment Insurance (IUl} the borrower and/or co-borrower
could be insured for up to six months of mortgage payments if the either becomes
involuntarily unemployed. That means that while the homeowner seeks new
employment, the policy benefits will be there to assist by making the mortgage
payments which provides peace of mind for the employment seeker and their family.
Remember the number one reason for defauits is the job loss!

The IUI coverage should offer a broad range of eligibility for homeowners and

strong coverage benefits to accommodate, or greatly off-set the majority of
foan payments.

In short, this insurance would provide a safety net for homeowners who lose their job
during their initial two years of homeownership. This is the time when things are most
critical for new homeowners. This policy works and does protect against the
unexpected.

Emergency Mortgage Assistance Program (EMA):

The EMA Program would be in place to assist individuals through financially difficult
times. The assistance provided may be financial, educational or both. The mission
would be quite simple: “Protect homeowners from the unexpected”.

There are many homebuyers who during their first year or two of home ownership
encounter short-term financial difficulties. These challenges often lead to early
defaults or delinquencies. Suddenly the dream of homeownership is not as fulfilling
as once thought.

This is where the EMA FProgram comes in to play. In short, the EMA Progranm would be a
safety net for homeowners. If the homeowner experiences an unexpected financial
emergency, the EMA Program may provide gift funds or short term low interest loans,
to be used for the express purpose of making a mortgage payment. This assistance
would always be coupled with counseling and budgeting to ensure that there is a
path for financial success in the future.

Have each of the DPA providers contribute some amount of money tc an emergency
poo! of funds to be used as stated below.

Examples of items that will be covered are unexpected medicat expenses, protection for
various short-term disabilities, unusually high car repair bills, catastrophic events, or other
major financial events.









