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Notes
Panelists:  

· Kevin Smith, CEO, Community Ventures Corporation

· Cheryl Moore, Real Estate Specialist, Colorado Rural Housing Development Corporation

· Vanita Kalra, Self-Help Foreclosure Recovery Initiative

· Tayani Suma, Dir. Of Housing Development, Atlanta Neighborhood Development Partnership

Moderator:  
Sarah Greenberg, Community Stabilization, NeighborWorks® America

Scribe:

Anne Gass, ABG Consulting

Key Staff & Steps
There may be some variations across programs, but a typical lease-purchase process might require staff positions to perform the functions listed below:

1. Lease-Purchase Counselor:

· Assesses customer eligibility
· Works with the customer to create a plan for becoming mortgage ready

· Monitors progress towards becoming mortgage ready (this may entail monthly or quarterly meetings)

2. Property Manager (PM):
· Customer finds a home (may be open selection, one already owned by the housing organization, in a target area, etc.)
· PM inspects property

· PM approves the purchase (by the nonprofit) and the lease to the tenant

· PM hires and supervises subcontractors to perform any needed rehab

· PM does routine property inspections during the lease period

3. Housing Finance Manager:
· Performs final mortgage ready assessment
· Identifies financing plan best suited for client
· Obtains loan approval and funds loan
4. Loan Servicing Clerk

· Services payments
· Monitors clients payment patterns
· Informs counseling department if post-purchase counseling is necessary
Some Program Risks

· Lease-purchase tenants will not be able to purchase within the lease period.
· Properties will not sell (if tenant vacates) and housing organization will continue to have capital tied up in houses, and perhaps ongoing carrying costs if it remains vacant.

· Funding sources come with different strings attached;  inability to convert to homeownership within a defined time period may result in penalties.

Strategies for Managing Program/Financial Risk
· Purchase properties that are newer (post 1978) to avoid lead paint issues

· Avoid buying in a flood plain 

· Avoid properties with galvanized pipe

· Replace aging roofs, furnaces, or other systems to make property more marketable and ensure there are no costly surprises during the lease period (ex., CVC replaces roofs and furnaces that are over 7 years old)

· Buy properties that meet funder applied purchase price limits

· Single-family units may be easier to work with depending on the market

· Pre-purchase homebuyer education is essential

· Keep buyers’ mortgage payment ratios low
· Avoid “sticker shock”; tenants’ monthly lease payment should be the same as their eventual mortgage payment

· Embed the tenants’ plan for becoming mortgage ready in the lease agreement, along with milestones. If the milestones are not met along the way, can be cause to terminate the agreement early
· Actively manage the homebuyer education/counseling process

· If tenants leave without purchasing any equity gained should go to the nonprofit property owner- part of its hedge against the program risk
· Build in reserves for property management and for rental vacancies

· Build in two closing costs; one for when the nonprofit buys the property, and the second for when the tenant purchases

· Consider doing in more urban target area- travel and management costs more expensive in rural areas.
Funding Sources
· Home Investment Partnership (HOME)

· Bank Enterprise Awards (BEA)

· Buyer (downpayment)
· Line of credit from Neighborhood Housing Services of America

· Neighborhood Stabilization Program (planned)

· Foundations 

· Acquisition/Rehab loan from local banks
· Self-Help (Fannie Mae product- 30 year fixed)

Summary of Elements of a Successful Lease-Purchase Program 

· Mechanisms should exist to increase tenants’ sense of ownership (sweat equity, neighborhood and housing choice, shorter lease periods, and responsibility for maintenance)

· Consider using financial incentives to encourage tenants to stay in the property

· Provide ongoing counseling to help clients prepare for homeownership, relating to their specific challenges

· Establish clear guidelines for client screening

· Have an exit strategy for tenants who fail to meet the terms of the lease-purchase agreement (e.g., making progress towards mortgage readiness)

· Have a strong property management plan

· Ensure lease payments are roughly the same as the eventual mortgage payment
· Choose properties carefully, select those whose acquisition and rehab costs are manageable
· Complete a careful planning process and feasibility analysis, and secure partnerships with key stakeholders (realtors, neighborhood groups, contractors, lenders, etc.) 

· Coordinate with other important neighborhood stabilization activities such as infrastructure, commercial development, job training, transit projects, parks, schools
Program Elements (see PowerPoint presentations for more detail)
Community Ventures Corporation

· Screens properties carefully to reduce risk of costly repairs
· Buyer housing payment ration 25%/41% (total DTI)

· Typical lease purchase 6-24 months

· Tenant pays all costs associated with property (including utilities, all outstanding loan payments, maintenance reserve, homeowner’s insurance premium, vacancy reserve, management fee)
· CVC replaces any aging roofs, furnaces, etc., of the properties it acquires to ensure that there are no costly surprises during the lease period or the first years of ownership for the buyer
Colorado Rural Housing Development Corporation  - LEO

· Prospective buyers must meet the criteria a landlord would establish for a good tenant (income, reasonable tenant history, deposit)

· Tenants must pay a deposit equivalent to one month’s rent

· Sweat equity is encouraged to help tenants gain a financial stake in property. Sweat equity tasks are agreed on up-front and progress is monitored during lease period. Work may be done prior to or after occupancy

· Properties purchased must have been foreclosed on
· Part of monthly payment is set aside for purchase; this can convert to an IDA if tenant does not purchase

· CRHDC charges a monthly management fee of $25, plus a developer fee that is added to the purchase price at the final closing

· Initial purchase price by CRHDC must be at 15% - 25% below market

· Properties must be within 20-25 mile radius of the office

· L-P program manager is a Realtor™  who acts as the buyer broker

Atlanta Neighborhood Development Partnership (ANDP)
· ANDP acquires properties for rehab as part of redevelopment strategy
· ANDP may sell properties immediately or use for lease-purchase
· Focus is on Atlanta metro area

· Works closely with partners to reduce its own overhead and to benefit from partners’ strengths

· Partners are paid a fee (their work isn’t free!) which is added to each house they work with

· Seek to acquire properties at low cost- currently seeing prices around $30,000

· Properties are rehabbed to improve energy efficiency, sustainability

· ANDP is experimenting with technology to try to improve operating efficiencies

· Enterprise- Housing Developer Pro

· Web-based project management software (reduces paper and is affordable)

Self-Help (Fannie mortgage product, 30 year fixed)
· 1-5 year lease period

· Local nonprofit is the initial borrower

· Tenants must be able to get to a 620 FICO score by the end of the lease period

· Target ratios (max) are 38/41 DTI

· Credit and homebuyer education & counseling are required

· Self-Help screens local partners to make sure that they (among other things):

· are targeting this program to markets where the economics will work

· have sufficient subsidy to carry vacancies

· a health balance sheet

· Shared equity is a possibility
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