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About this Tool

Description:

This document provides a design template that NSP grantees, sub-recipients and developers can use in implementing the Neighborhood Stabilization Program.  It is intended to be used with the following companion documents:  “Sample Lease-Purchase Policies and Procedures Manual,” “Sample Lease-Purchase Developers Agreement,” “Sample Residential Lease with Option to Purchase,” “Sample Residential Lease with Option to Purchase, Annotated,“ “Sample Lease-Purchase Financial Pro Forma,” and  “Guidance on Lease Purchase Qualification Criteria.”
How to Adapt this Document: 

This document represents a quick overview of the Policies and Procedures Manual. Details for each bullet are expanded in the manual. As in the manual, NSP recipients can select from various options. It is not intended to be used as-is. NSP grantees should determine if the underlying program design is suitable.   
Source of Document:

Substantial portions of this document come from manuals prepared by a HUD TA Provider and used in providing training and technical assistance. 
Disclaimer: 

This document is not an official HUD document and has not been reviewed by HUD counsel. It is provided for informational purposes only. Any binding agreement should be reviewed by attorneys for the parties to the agreement and must conform to state and local laws.
	This resource is part of the NSP Toolkits. Additional toolkit resources may be found at www.hud.gov/nspta
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Neighborhood Stabilization Program

Policies Checklist for Short Term Lease-Purchase Using NSP

PURPOSE OF THIS CHECKLIST

Lease-purchase is a useful mechanism to hold and occupy properties on a temporary basis when the market for home sales is weak or when a potential buyer is not ready to qualify for a purchase. A lease-purchase program can also be a useful tool for “priming the pump” in a strategy to market a community. 

The Neighborhood Stabilization Program (NSP) is intended to intervene in the market to recycle foreclosed, abandoned and vacant properties. Repopulating completed units may require a lease-purchase approach until the market recovers or returns to a more normal home purchase cycle.

There are many examples of successful lease-purchase programs managed by nonprofit housing developers. Sadly, however, many communities have been hurt by unscrupulous investors using a variation of a lease-purchase model that ultimately hurt homebuyers and their neighborhoods in much the same way as subprime loans. Nonprofit developers considering a lease-purchase program must plan carefully and proactively weigh the options and their consequences as they design the best program for a community. 
This checklist is not designed to provide a single model policy that is ideal for everyone – as if that were possible. Rather, it is a list of issues that need to be considered in planning a program that will have the intended positive impact on the community, on the lease-purchase developer, and ultimately on the potential buyer. 

Basic Program Requirements
The following functions are required to undertake a lease-purchase program. Two that are particularly critical are counseling and asset/property management. (These functions can be fulfilled by staff, through sub-contracting or through partners.)

· Real estate development or Realtor transactions

· Counseling and training

· Qualifying and underwriting

· Asset/property management

· Marketing

· Overall administration

POLICIES

NSP grantees need to make decisions about several policies at the outset. Once policies have been set, grantees can design procedures for implementing them.

Type of lease-purchase

There are two main approaches to lease-purchase.

· Developer-driven approach -  the lease-purchase developer will acquire site and (re)develop the site for leasing to a potential buyer directly 

OR

· Consumer-driven approach - the pre-qualified lease-purchaser will select a potential home using selection criteria provided by the lease-purchase developer, which will acquire the house, bring it up to the developer’s standards and then lease to the pre-qualified lease-purchaser. 
Lease term

· The term of the lease will be for one to five years with an option to extend for six to twelve months based on terms specified in the lease and purchase agreement
Or 

· A short-term lease can be structured as a sale with a right to occupancy (“but for” lease), with a 6- to 12-month term based on terms specified in a purchase and right-to-occupy agreement.

Qualification criteria
Select which criteria apply and the range or level that is applicable. Also determine the process for exceptions.

· Standard rental criteria
· Income range
· Cash savings

· Previous landlord references 

· FICO score (minimum)
· Employment history 

· Debt payment history 

· Calculation of current debt coverage ratio

· Extinguishing judgments and bankruptcies 

· Criminal background check

· Resident legal status to qualify for the loans or programs 

· Other – such as, an analysis of bank statement activities and their consistency with candidate’s description of spending pattern or a home visit
Down payment requirement

There are two points in time when down payment requirements can be met. 
· The first is on payment of the initial leasing fee, which is typically the security deposit plus one month rent. While local leasing laws govern the security deposit, both deposit and rent can be used to meet down payment requirements at the preference of the lessor and lessee. 
· The second is at time of purchase, when the financing organization will determine its own down payment and cash requirements. 
· The lease-purchase developer can impose its own cash requirements, which can be incorporated in a savings requirement and/or a certain amount set aside from the monthly lease payment. 
Note: Describe the cash accumulation from monthly payments in a way that makes clear that it is owned by the lease-purchase developer. Avoid any terms like “escrow” that might imply that the lessee has any legal rights to these funds.
Plan for becoming mortgage-ready

The NSP grantee and the lease-purchaser should have a plan for making the lease-purchaser qualified for a mortgage.  Areas to monitor include resolving credit deficiencies and/or meeting savings requirements for down payment. The plan should also specify when these items will be reported.
Reporting required during lease may include:

· Adherence to budget plan
· Progress toward retiring debt and lowering back-end ratio (at minimum, not taking on further debt)
· FICO score enhancement
· Savings accumulation and use of IDA accounts

Reports and verifications are required:

· On a regular monthly or quarterly basis
OR

· At a set time period, such as six months or a year prior to purchase
AND

· May include home inspections and review of goals and progress towards ownership readiness

The NSP grantee also must provide housing counseling prior to and during the leasing period. (NSP-funded programs require at least eight hours of homeownership counseling from a HUD-certified agency.) 
Financial Incentives
The NSP grantee may offer financial incentives to encourage the transition to home ownership. These may include:
· Housing payment or rent will be set to include all operating expenses and be higher than projected PITI at sale

· A portion of the monthly rent will be accumulated for a rebate at purchase only if the lease purchaser closes on the sale
· Lease-purchaser will have access to second loans for principle reduction (these are structured in the initial financing of the development project – see pro forma.)

· Lease-purchaser will be advised on other down payment assistance loans
· Lease-purchaser will be advised on special purchase financing 
· Sale price is set at current market value upon lease execution

· Lease-purchase developer offers allowances for sweat equity (only recommended if developer has an ongoing sweat equity program)

· Lease-purchase developer may have IDAs or other program partners such as a public housing authority
Maintenance requirements

Maintenance requirements are described in the lease agreement. Generally the lease stipulates:  

· Any repair under a certain amount is the lessee’s responsibility and any repair over that amount is the developer’s. 
OR

· The agreement may list specific repairs that are the lessee’s responsibility and those that are the developer’s. 
Exit strategy

1) The lease-purchase developer must be prepared to terminate a lease. A lease-purchase agreement should be structured to handle either a successful or unsuccessful transition to home ownership.  For the lease-purchaser who is a solid tenant yet cannot purchase, the developer might consider alternatives:

· Convert unit to permanent rental
· Provide for an extension

· Transfer the participant to other rental property
· Provide an alternative rental unit (non-obligatory [note URA requirements])

LEASE-PURCHASE AGREEMENT
1) Lease

The developer’s lease will: 

· Follow organization’s existing tenant lease,  with purchase option added

OR 

· Follow and adapt NSP toolkit model, with local attorney review. 

The lease will be for (insert number) months and be renewed over (insert number) years with a (insert number)- month grace period if needed. The lease will only be renewed if the lease purchaser complies with lease and program requirements which will be provided with the lease.
(Note: Lease purchasers will also be required to sign the URA “MOVE-IN NOTICE (GUIDEFORM NOTICE TO PROSPECTIVE TENANT).”

2) Purchase option

To determine the option price, the developer will set price:

· At time of leasing and incorporate in the option agreement (if NSP is used in financing, price will be determined by current appraisal or total development cost, whichever is less)
OR

· In an assumable mortgage arrangement if lender requires price to be set by formula. 
PRO FORMA OF A TYPICAL UNIT

1) The projected sale price is set at the current appraisal or Total Development Costs (TDC), whichever is less (NSP requirement). Subsidies are used to write-down the TDC to the appraised cost when the appraised cost is lower. After a determination of affordability levels, additional subsidy in the form of a silent second will be offered to an affordable mortgage amount, such that the PITI is equal to or less than 30% of the buyer’s income. Subsidy that has been set aside for down payment assistance may also provide a cushion if sale prices go down.
2) Target affordability levels will be set for incomes of less than:  

· 120% of AMI 
OR 
· 50% of AMI (if required in NSP set-aside)

3) Housing or lease payment should be set at close to market rents for the target area and be sufficient to cover operating expenses. The payment should also be higher than the projected PITI as an incentive to the lease purchaser to buy.

4) An affordable payment at sale is determined by principle, interest, taxes and insurance (PITI) payment. The PITI, in turn, is determined by the mortgage amount that is affordable to the lease purchaser at 30% of their current income assuming a 30-year mortgage at an anticipated interest rate at the time of purchase, assumed to be higher than today’s rates. Current assumable mortgage interest rate would be the best guide. The difference between price and affordable mortgage determines the principle reduction (down payment assistance) less purchaser cash requirements and developer rebate.

PROCEDURES 

Following is a checklist of the procedures that should be put in place to administer the lease-purchase program effectively.

· Marketing strategy
· Identify list of target populations

· List of messages connected to target populations

· List of advertising methods using messages and target populations

· Schedule of activities and person responsible

· Intake and screening process 

Use screening forms for the lease-purchase developer’s other activities  (rental, down payment program, counseling) to collect information from potential lease-purchase candidates.
· Qualification and underwriting 
· Match criteria from those selected in policies

· Determine next level exception(s) or approval

· Preparation and support
Training classes and counseling must be provided for the following phases: 

· Pre-lease
· During lease and meeting continuous program requirements:

· Use of Lease-purchaser’s guide
· Review of lease agreement
· Post-purchase training 
· Lease-up

· Match applicant with home

· Execute lease agreement

· Complete punch list items

· Set move-in date

· Review house components with lease-purchaser

· Establish reporting requirements

· Tracking and evaluation

Whatever forms are used for intake can be utilized to track reporting information on lease-purchasers (for example, lease-purchaser reports on maintaining budget goals, lowering back-end ratio, increasing FICO scores).

· Property management plan

Have an asset and property management plan, especially for units that are scattered.

· Disposition steps post lease
· Step-by-step description of the consequences of the lease purchaser not purchasing including enforcing exit strategy then re-leasing (if time allows), direct sale, or converting to a permanent rental.

· What happens prior to actual purchase, including advance qualification for a mortgage timed with closing at the end of the leasing period.
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